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Taka One Crore = Taka Ten Million
Take Ore Lac = Taka Dne Hundred Thousand

In this report , the temms 'government' and ‘government
officials' denote persons in the service of the government
who obtain their remuneration from the government exchequer
and does not include the finmencial institutions or their
employees,
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RURAL CREDIT FORGIVENESS PROGRAMS
1984 & 1985

SUMMARY AND RECOMMENDATIONS

Background

With the onslaught of unprecedented countrywide flooding in 1984,
President Ershad announced a program of interest eremption.
Borrowers were given one years waiver of interest on loans taken
for four specific crops damaged by the flood. The lcans were
rescheduled, with no penal interest during the rescheduled
period.

A similar announcement of interest forgiveness was made by the
President after the cyclone/tidal bore of May, 1985.

Both these programs were designed to give relief to distressed
borrowers and financial institutions would be the vehicles of
this relief,. '

Objectives .

An object of the study was:to trace the impact of the two
announcements of interest forgiveness of July 1934 and of May
1985.

The following issues were to be addressed:
1. the size and nature of the program :
- its cost (explicit and implicit) to the banking system

- the extent of its coverage (geographic as well as borrower
coverage)

- impact- on the banking system - effect on bank surplus,
loan recovery rates and so on.

2. the decision making process - how, why and when were the
decisions taken. Were the decision-makers aware. of the
implications and the size of the program? Were the actual
implementers (the financial institutions) at all aware that
such an announcement was forthcoming?

3. impact of the program - on the borrowers, in particular, and
the changes in attitude due to the announcement.

4. plausible alternatives to such forgiveness programs.



Methodology _
We divided our period of study into four phases:
Phase 1 : Meetings at Headquarter Levels,

Detailed discussions about the two programs were held with
officials at the headquarters. Meny of the remarks and
observations made by them have been incorporated in this report.
Existing records and docunents were reviewed at this stage.

Phase I1: Field Study

Three financial institutions (BKB, Sonali and Pubali) were
selected for detailed field level study. BKB and Sonali because
of their wvolume of lending, and Pubali because we wanted the
views of a private sector bank affected by the program.

The field work areas wrre selected to include waterlogged as well
as river flooded regions. The borrower sampling was designed to

draw insights into and to affirm general corroboratiuns of
findings drawn from other studies. ' ‘

Phase 1IT:

Field level findings were compared with the data and observations
“at the headquarters. Further discussions were held with the.
persons interviewed in Phase 1.
Phase IV:

Comprisew the preparation and submission of the report.

Analysis of Findings

The decision to exempt interest was apparently taken
spontaneously. Most bank officials heard of it on media.

An ectimate of the loss due to interest exemption has been
supplied in the report. However, we believe that the actual cost
to the financial system 1is probably less than the official
estimate because the interest loss has not been calculated as a
percentage of the 'normal" loan recovery pattern of particular
financial institutions.

The interest exemption announcements may not have achieved their
objectives for various reasons. The financial institutions
suffered explicitly as well as implicitly. Explicitly, because
they had to bear the cost of the program (loss cof interest
income, increased adiministrative costs...) and implicitly because
financial discipline had been disrupted. There were also indirect
effects such as the excessive ITAP loan disbusements in 1984,



We felt that the programs had limited effcct in the borrowers'
minds. A subsistence oriented farmer {s unable to feel the
impact of implicit relief (such as an inturest exemption on his
loans). In times of distress he would rvally prefer relief in
cash or kind.

The branch managers, who were the actual iiplementors of the
program, faced the problems brought forth by a set of incomplete
instructions. Some official clarifications did arrive after long
delays. In the meantime, the managers had to execute the program
according to their own interpretation of the official circular.

1t was difficult to get any concrete data to compare inter-bank
performances since there is no uniformity in  accounting
practices.

Our field study high-lighted the actual problems that result from
a ''blanket" exemption. Several unaffe:ted villages as well as
borrowers were included in the program. But it is probably not
cost effective to separate the two catejories (i.e. the affected
borrowers and the unaffected ones). -

- 'It 1is too early to judge the impact of the program on future
- loan repayments. However, it is our presumption.that the program
- will adversely affect future loan recovery. The "'good" borrower
-~ ho has repaid his loan together with interest that was exempted
- (there is no official provision to refund the interest thus paid
by him) will be wary before making future repayments. The "bad"
borrower will not repay anyway. And all borrowers will await the
next announcement of forgiveness.

Plausible Alternatives

We feel the cost of the program could be adjusted from :
- the funds at the disposal of the Bangladesh Bank - ACSF and

RCF
- the reserve fund maintained by financial institutions
- the government, i.e. its share from the annual surplus from,

the banking sector or from funds under the Ministry of
Relief and Rehabilitation.

- a nationwide crop or crop-credit insurance program

- the ARGF proposition of the World Bank or other similar debt
relief funds.



Recommendations

Based on this study we recommend that:

uniforinity in accounting practices be established among all
financial institutions

commercial banks be relieved of all social welfare functions
which are not a part of their normal operations

a cut-off date up to which interest would be exempted be
announced for the repayment of the 1984 rescheduled loans

devise a method to help the marginal farmer other than
through the commercial banking system

financial institutions take immediate steps to close the
information gap that exists between their different offices

to improve the rate of loan recovery we recommend that
interest free loans be given cut for a number of years to
fully acquaint the borrowers with the methodologies of
formal institutions

conduct a study to look into borrower behaviour - his apathy
towards repayment of formal loans and his awareness of
informal ones

it is probable that financial institutions will continue to
be drawn into social-welfare programs. We suggest,
therefore :

(a) the setting up of a Standing Comnittee consisting of
the representatives of financial institutions and some
relevant Ministries. The Committee would meet periodically
and be responsible for policy guidelines, implementation and
monitoring of disaster programs. The banking system would
thus become a part of the decision making process for
exccuting social welfare programs which the government wants
them to participate in.

(b) an alternate instrument be devised to protect the
banking system from having to bear the cost of social
welfare programs. This could be achieved through the
imposition of sp.cial taxes on bank surplus or the
establishment of special tax-exempt funds.

the launching of an ARGF-like fund be considered in view of
the above recommendations.



RURAL CREDIT FORGIVENESS PROGRAM OF 1984

A STUDY

THE BACKGROUND

The early onset of monsoons together with unusually heavy
rainfalls from May to August in 1984 caused extensive damage to
the boro , aus , b.amon , t.aman and jute crops in about 338 out
of 469 upazilas (72%) of 53 districts. This crop damage was
caused by : (a) weter - logging resulting from incessant rainfall
with very little let up between showers and (b) flash floods and
the breaching of river embankments. During the month of May there
was a record 35 inches of rainfall in most of the eastern
districts (Comilla, Sylhet etc ). HYV boro, which was then ready
for cutting, aus , b.amon and jute which had been newly sown were
all seriously affected. Even replantation of damaged’ crops was
difficult under the prevailing weather conditions. There was no
~ relief from the downpour in June and the monsoon was in full
‘swing in July and August.  The basin of the Ganges' and the
Brahmaputra overflowed inundating most of the country. ‘

The Ministry of Agriculture 1issued a country-wide flood
gituation report on May 16th, 1984 which indicated that ‘about
. 388,000 acres sown with foodgrains , 31,000 acres sown with jute
and 6000 acres sown with vegetables were submerged and probably
. lost. By Jume an additional 980,000 acres of land sown with
foodgrain, 180,000 acres sown with other crops were damaged. The
crop damage was further aggravated by the fact that drought in
the months of March and April had delayed the sowing of many
crops which were then unable to withstand the heavy monsoon
rainfall. In addition to crop damage there was loss of livestock,
property and even lives. There was concern and panic - was the
country going to experience a repetition of the 1974 famine ?

A crop rehabilitation program was taken up by the Ministry of
Agriculture. Their strategy was determined by the type of land
affected in these floods and provided :

- cash relief to grow boro , wheat or mustard on low-lying
lands,

- cash relief tc plant HYV aman on the higher lands,

- seeds and fertilizers were to be issued in kind.



At the same time MOF instructed the financial institutions to :

- reschedule loans for obtaining and replanting of
seedlings,

- extend fresh loans including IRCP loans to those farmers
genuinely affected by floods even though they may be on
the defaulters list.

In the wake of such widespread loss, President Ershad on July
3rd 1984 enmounced the exemption of interest on four crop loans
(boro, aus , L.aman , jute ) in the flood affected areas. He also
extended the time limit for repayment of these crop loans ror a
year and excused penal interest on them., The public announcement
was made by him while wvisiting Salikha wupazila in Magura
district, one of the worst affected arecas of the country.
(Annexure 1).

DECISION MAKING PROCESS

There are no official records indicating the exact dates or the
sequence of events within the official circle which would fully
explain ¢he decision making process . The proceedings were
primarily verbal in nature . An account of what the concerned
officials could recollect of the events that took place more than
a year ago was obtained for this study . There was a high-level
meeting at the (MLA's secretariat which was presided over by the
President and was attended byz among others , the Secretary MOF ;
Joint Secretary in the (MLIA's secretariat and the Governor of
Bangladesh Bank . The Managing Directors of the commercial banks
do not recall having been present in this meeting . Apparently
some policy decisions were taken. There is controversy as to
whether the long-run and short-run implications were discussed
at this meeting. But all the persons interviewed stated that no
paper was prepared before the meeting nor was there any record
kept of the proceedings. As a result none of them could say, with
any degree of certainty, whether the President had already made
the announcement at Arpara in Salikha upazila (on July 03, 1984)
and then this high-level meeting was summoned or vice versa.
However, at that point in time it was not apparent to the
interviewees what the approximate size of the financial
involvement would be . The Governor of Bangladesh Bank drafted a
letter , obtained the President's approval te its contents , and
then had it issued to all other financial institutions . The
announcement over national television was made on orders from
the QMLA's secretariat.



RATIONALE

Officials in the Finance and Agriculture Ministries and the
(MLA's secretariat felt that the relief aspect of the program had
been " over emphasised " when the policy was developed. However,
they did cite a number of instances where interest exemption had
been granted to industrial borrowers who were facing financial
difficulties and said that such exemption for agricultural
borrowers was justified. They were not in favor of cash relief
and said that as the loans were a burden to the farmers , the
interest exemption would be " a welcome measure of relief for
them". They added that this interest exemption would have no
effect on production levels . The financial institutions were of
the opinion that interest exemption was a purely government
decision taken without consulting them . As such they were under
no compulsion to justify this policy . Informally they were ready
to opine that the policy was an unsound one and were very
aggrieved that they had not been consulted before the policy was
formulated .

INTEREST EXEMPTIONS IN THE PAST

Interest and loan forgiveness on agricultural loans has a 1long
history in Bangladesh. The present structure of the rural credit
system 1is the gradual evolution ¢f a chain of policies and
programs having historical roots in British India. Taccavi loans
pegan operating in 1885. These loans -were authorised by the
Agricultural Loan Act of 1885 and were basically distress loans.
Borrowers regarded such loans as relief payments to compensate
them for natural disasters and as such felt that they were not
obligated to repay these loans. The Agricultural Credit Committee
in 1904 was created to protect the rural poor from non-formal
market lenders. Village level cooperatives were established to
give interest-free loans all over Bengal. By 1947 there were
26,664 rural credit cooperatives in the area now comprising
Rangladesh.

Bankers remarked that at one time or another there was interest
exemption for weavers credit ( 1964 ? ) and for disaster hit
areas , the most notable of which was after the cyclone of 1970.
On that occasion the Agricultural Development Bank of Pakistan
(whose successor is the Bangladesh Krishi Bank ) provided
interest free agricultural loans to affected farmers in the
coastal areas. We were fortunate in being able to interview two
officials of BKB who had been directly involved in that
particular program . On that occasion ADBP had received interest-
free refinancing from the Central Bank to the extent of
agricultural loans disbursed in the designated disaster areas

As these were interest-free loans, the question of computation

of interest by the disbursing agent did not arise at all . One
can argue that , from the point of view of the financial
institution , this was not a case of interest exemption as is

generally understood .



After the creation of Bangladesh in 1971 , repayment of
agricultural loans had greatly declined . BKB had exempted
interest and loans for a sizable number of borrowers whose
assets, created our of their pre-Liberation loans , had been
destroyed during the Liberation War . But generallv speaking ,
regayment of agricultural loans was almost nil until 1977.%See
Table 1). Borrowers had been over-heard to say that the pre-
Liberation loans did not have to be repaid as the loans had been
taken from Pakistani banks . The successor institutions to the
Pakistani banks - Sonali , BKB and the Cooperative bank - were
greatly perturbed by this attitude particularly because of the
large volume of outstanding agricultural loans. This generated
such concern that a govermnent announcement was mace in 1977,
Official records of this announcement were obtained from BSBL and
it was found to relate solely to govermment’s policy on pre-
Liberation loans ( Annexure 11 ). Although this note speaks only
of cooperacive loans it wes aiso applicable to BKE. The gist of
the announcement was that if the defaulting borrowers repaid 507
of their pre-Liberation loans - principal plus interest - the
remaining half of the loan would be forgiven . If the borrower
repaid the princips! portion only, the interest portion would be
forgiven . In either case a cut-off date ( June 30th, 1977 ) for
realising the benefits of the announcement was set . This
announcement resulted in improved partial . recovery of pre-
Liberation agricultural loans . But apparently it was not good
enough . So in 1979 the financial institutions involved with
these loans were asked to furmish the government a statement
indicating the status of the loans . In July 1979 a fresh
circular was issued by Banglad-.sh Bank to the commercial banks .
(Arinexure III ) . Some modalities were introduced :

- Interest on agricultural lo=ns upto Tk.3000/- was
totally exempted if the principal amount was repaid.

- Interest charges on loans greater than Tk.3000/- would
be reduced by 507 if the loans were repaid.

- The cut-off date was extended upto June 30th, 1981.

A clarification to this circular was later issued , since there
was some confusion regarding the date from which the interect
would be waived . The cut-off date was again extended upto June
30th, '1982 . The amount of loan that would be eligible under the
"compromise formula'*, as it came to be knowri , was limited to
Tk.50,000/- per borrower ( Annexure IV ). A BKB official informed
us that porernment had extended pre-Liberation loan facilities to
the bor:wers upto June 30th, 1985 but BSBL was apparentliy
unaware of this. Their outstanding pre-Liberation loans as on

the dates indicated were :



Table 1

Pre~Liberation Loans
(in million Tekas)

' BKB BSBL

Balance as on December 15th 1971 Tk. 372.8 -
December 31st 1971 - 178.2

) June 30th 1972 458.5 -
June 30th 1977 - 107.5
June 30th 1982 154.1 72.2

June 30th 1984 195.1 -
June 30th 1985 220.0 67.0

* sk

* BKB's estimate includes principal plus interest.
** BSBL's estimate includes principal only.

-Records show that there was some recovery of the pre-Liberation
" loans due to ihese announcements . The general consensus of" the
" interviewees was that a majority of these loans would have to be
written off completely as bad debt in the absence of ‘such
measures . This was basically a recovery drive and had little
undertones of relief or rehabilitation . We note the opinion of
" some  bankers who were interviewed that their institutions were
waiving interest and rescheduling loans all the time since they
were required to execute government policies to promote exports ,
fund trading in jute and other marginally viable commercial
operations through rebates and concessional lending terms .
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BATURE OF THE 1984 LOAN FORGIVENESS PROGRAM

The nature of the program is officially defined in a circular
issued by Bangladesh Bank on August 8th, 1984 ( Annexure V ) |
The salient features of the circular were :

- only borrowers of flood affected areas were covered,

-  farmers who had defaulted on their '33-84 t.aman loans
were made eligible for '84-85 t.aman loans,

- boro , b. aman , aus and jute loans were granted interest
exemption for one year,

-~ boro, b.aman , aus and jute loans for '83-84 were
rescheduled with no penal interest during the rescheduled
period.

Financial institutions receiving this circular informed their
regional/zonal offices of its contents between Auguet 13 and .
"22nd. Uttara Bank , whpse agricultural loan exposure was very' -
* small ( 4% ), did not feel the necessity of informing their field
- offices about the circular . On the other hand, BSBL who were an
affected institution did not receive Bangladesh Bank's - circular -
~"at all ., The manager of BSBL had to personally contact the
B.Bank authoritries for his institution's copy . :

" Most financial institutions reportedly first heard of this
program on media and it took them almost a month to receive a
written communication of the decision from the appropriate
authorities .

" The bankers at the headquarters said that they had had no
" interpretational problems regarding B.Bank's circular and had
clearly understood what the message conveyed . This makes sense -
since their function was merely to pass on the circular to their
regional / =zonal offices repeating, ad verbatim , B.Bank's
instructions . '

There was considerable confusion at the field level . Officials
there had questions regarding, inter alia -

- the geographical extent

- date from when the exemption was valid

- accounting procedures , etc.
Meanwhile in a separate program on August 27th, 1984 Bangladesh
Bank issued a circular identifying flood affected areas where

land mortgage loans were to be granted. These loans were meant
for flood af/ cted borrowers in order to prevent distress selling

of assets.



11

The ma{ority of the rural bank managers accepted this as the
official 1list of flood affected areas where interest on
agricultural loans were to be exempted . This was not a correct
interpretation  of the circular by the branch managers .
Bangladesh Bank in & subsequent circular pointed out that the
land mortgage areas were the " severely affected " regions and
interest exemption was to be granted to additiocnal areas of which
the land mortgage areas constituted only a part .

At the same time , on August 22nd '84 , the banks were asked to
provide new loans for cattle purchase on priority basis . The
earlier loans for the same purpose were to be rescheduled and the
affected borrowers were allowed exemption of interest on their
cattle loans for one year .

A clear definition of the disaster areas was not forth coming
till the end of January '85 ( Annexure VI ). Under these
circumstances most banks designated all their rural branches as
covering flood affected areas . Sonali included the whole of
Bangladesh ex-ept the district of Chittagong Hill Tracts and
Pubali considered all of its 183 branches handling agricultural
_credit as dealing in the disaster areas . Bankers now feel that
-even if the geographical extent is defined for them at this stage
it would not be worthwhile to recompute the financial impact of
- the program .The actual problems that arose out of incomplete
instructions were faced by the rural branch managers who had to
implement the program . These problems are elaborated later on in
the section dealing with the 'Field Work', and in ""Response
of Branch Managers". (Anrexure XV) .

FINANCIAL ASPECTS . OF THE PROGKAM

Bangladesh  Bank sent to the MOF on November 29th,'84& a
provisional estimate of the financial loss due to exemption of
interest. This was an approximate calculation and was later
revised by several banks after they had received field/branch
level data . B.Bank officials felt that this provisional estimate
(Annexure VII) was on the’ higher' side but they were mistaken
as later calculations were to show .

Total intrest loss was estimated at Tk.440.6 million of which
BKB's share was Tk.226.2 million or more than half . Sopali
followed with Tk.123.6 million . Uttara had very little
involvement as did Pubali . Sonali's estimate was partial since
BRDB's loans were not included here . BSBL's estimate does not
appear in this list as B.Bank had not asked them for it nor had
they sent BSBL their circular about the exemption program . When
asked why BSBL's figures were not included , the B.Bank
official said that it was not made " available to them " . It was
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felt by B.Bank that an ' external authority ' making a decision
such as this would ' naturally' affect the banking system
adversely . The announcement was viewed as a problem - the
greater the dishursement the more acute the problem of loan
recovery . ‘The cost is believed to be smuller than what it might
have been had t.aman been in the fields , since t.aman has the
largest acreage under cultivation .

The figures furnished to B.Bank by the other financial
institutions were based largely on head office calculations of
the amounts of loans disbursed for the four eligible crops . All
bankers found it difficult to get data from their field offices .
Table 2 reveals the figures given to us from the head offices of
the financial institutions .

Some comments about the figures in Table 2 :

- Sonali's estimate to B.Bank was for the SACP loans only . It
was a hastily prepared estimate and that was why BRDB crop loans
were left out . Later this was pointed out by us and the official
could not explain why this should be so since intrest exemptions
were valid for the BRDB loans also . These estimate: formed a
. .sizable camount . Sonali officials were genuinely concerned
.because of their long-term agricultural loan commitments and
<. programs with IDA and BRDB, since this meant that they could not
reduce their volume of lending in the agricultural sector.
- Janata has revised its estimate upward . :

+ = Agrani has maintained the same estimate,but an official of the

- bank complained of the problem of getting accurate statements
. from their out-lying branches . The figures are therefore -
somewhat suspect . L
- Rupali's original calculation showed the country-wide position
and was later revised ( on our request ) excluding the four
unaffected districts .

- Pubali's figure remained unaltered since the bank found it
more cost effective to consider all their branches dealing in
agricultural credit to be within the affected zones . They think
that all these loans are a complete loss to them since they have
formally withdrawn from the agricultural sector wef July 1985 and
‘think that farmers will have no motivation for repaying these
loans as no fuiure loans would be forthcoming from their
institution .

- Uttara's estimate is slightly higher since they were able to
incurporate the disbursement figures for b.aman and jute.

- BKB's figure remained unchanged .

- BSBL's estimate is provided here as they were kind enough to
furnish it to us .

Table 3 compares the two estimates prepared by the respective
financial institutions.

The estimate vis a vis total agricultural loans disbursed and the
amount of loans affected due to interest exemption appears in
Table 4 ,



It 1s difficult to say which one of the particular
institutions was more affected since the figures supplied by
them are not always consistent . Agrani's figures , for example ,
includes irrigation as well as crop loans and other advances in
the rural sector . BKB's estimate is based on SACP loang as well
as total agricultural credit disbursed them . Thig was
relatively easy for BKB because they keep their records in such
manner . BSBL's estimate is for short term crop loans including
wheat rabi and sugar cane . Some banks had difficulty in clearly
identifying the specific loans disbursed by their rural branches
since all items under agricultural credit are compiled together .
Based on the revised figures , Sonali's involvement is the
largest with about 50% of their agricultural loans involved in
this particular program . BKB's total disbursement in this sector
is much greater but only 237 of their entire volume of loans are
affected by this program .

Penal Interest Loss & %Eg§rtunitx Cost of Capital : There has
been no calculation o oss of penal interast since these

rescheduled loans did not come into the penalty period
However it is almost certain that had these loans not been
rescheduled, most of them would have become overdue and penal
rates of interest would be applied to them . Table 5 shows penal
interest loss assuming all the rescheduled 1loans would have
default . A more realistic calculation would have been possible
- if a standardised and accurate recovery rate for each of the
orfinancial institutions was available. Without such information
. :opportunity cost of capital cannot be calculated - and bankers
do not seem overly conceimed about this - because there is no way
of knowing what rates to apply . ‘

+ Some comments on the size of loss : It was interesting to note
that B.Bank was using an estimate based on the 'higher side' as a
“bargaining tool during negotiations with the government for
recovering the costs incurred because of interest exemption . The
revised estimates furnished by the individual financial
institutions  turmed out tc be Tk.55.5 million higher than the
original calculation used by B.Bank during its negotiations . If
the amount of penal interest loss is added to this, the amount
would be Tk.496.1 + 187.73 = Tk.683.83 million . Any figure close
to' this is a large amount and the relevant question is - who
btears the cost of this exemption ?

However, the interest loss question is slightly more complex. One
year's interest loss is calculated here, and the calculation
assumes that the entire amount is lost to the banking system.
This would be true only if all borrowers defaulted on their
rescheduled loans. But this is not sc. Under ‘normal'
circumstances, a financ al institution follows a particular
recovery pattern (which may be 40% during the first year , 20%
during the second year and so on until they are left with the
unrecoverable portion).
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One way of calculating this cost would be to

- for each of the crop loans, calculate the weighted
average recovery rate for the first year of loan
disbursement over the last ten years,

- apply this rate to each of the eligible crop loan dues in
1984 to calculate the amounts that the banking system can
reasorably claim to have lost,

~ penal interest loss can be calculated in a similar
manner,

Given the poor rate of loan recovery, the cost to the financial
institutions is probably not as large as originally estimated. If
the cost is smaller than presently calculated, &nd if the system
is healthy enough to have transfered Tk.2300 million to the
government exchequer in 1984, then one can argue that the banks
are in a position to bear the cost of the 1984 exemption program.

Some peculiarities about the banking scctor came into focus as we
tried to pgauge the impact of the announcement and should be
mentioned briefly before the issue of cost bearing can be
discussed .

Table 6 shows the net surplus occuring to the financial
institutions during the last three years . We wanted to know if
there had been any decline in profitability due to the loss
incurred as a result of tnis interest exemption program . It does
not seem to have had any appreciable effect on the banking
system. A banker remarked that the banking system was strong
enough to have shouldered a loss of above Tk.440.6
million.(Annexure VIII). But these figures do not reflect the
real situation ror can one judge in any manner the institution's
financial performance by them. There is no aging of loans and as
a corollary no write off of bad debts . Accrued interest
receivable is treated as a part of income thereby distorting all
their financial statements . An official from Janata Bank doubted
that any bank would show a surplus on their books if their loans
had been classified realistically . For Janata Bank, itself, 507
of 1its total loans outstanding may be classified as doubtful
D.Baik, allows classification of loans as daubtful only if remain
overdue for five years without any repaymen: .

Impact on the rate of loan recovery: An attempt was made to
determine if the program had any impact on the loan recovery
rate. 1f so, it might be reflected in borrower attitudes . For
instance , on the positive side :

- the borrower might feel motivated to repay since he is
grateful for the relief received through interest exemption or

on the negative side :
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= the borrower might choose not to repay at all thinking that as
interest has been exanpted, at gome future date the principal
portion will be forgiven / exempted as well .

The relevant data was furnished by the institutions (Table VII).
There was a problem here since each ene of them had their own way
of calculating the rate of recovery . A banker even pointed out
that they calculate this rate in several different manners using
different criterias to suit the occasion or the need. Our
comnents on the figures in this table are :-

- Janata : rate of loan recovery fell from 50% to around
30 - 357 in 1984 and their officials belicve this was
an effect of the exemption program .

- DBKB : initially supplied a list of its loan recovery
rates during the past few years. ( Table VIII ), On
special request ( and after seversl trips to different
departments ) the data was supplied and is reproduced
in Teble IX .

- BSBL : the cumnulative recovery rate is 72 7 . But their
recovery against due and overduc averaged 4 % in their
monthly statement of September 1985 .

- Pubali : officials feel that their liquidity has been
adversely affected due to this low rate / non~recovery
of loans . .

- The rates against demand appear relatively high for
Agrani , Sonali and Rupali ..

It is a matter of some concern that these rates may not be the
correct reflections of the real situation . Accomting and
computing practices differ from institution to institution and
what is more astounding , between branches of the same
institution , as our field stikly revealed . It seems safe to
assume that had loans been realstically aged , and had recovery
figures been calculated against demand ( due + overdue ) loans
only , the recovery rate would have been dismally low . Partly,
this dismal situation reflects the burden of loans long overdue
wvhich should have been written off at sometime in the past. A
better recovery rate would be one which weighs annual recovery
against due + overdue less suspense account in which loan
suspense aging criteria is the same for all banks., The recovery /
demand that some banks currently use brings in the cumulative
overdues since inception of their rural credit program . All
loans are treated as overdue in the absence of aging . Bankers
have found that this is the best that they can do as far as
calculation of the recovery rate is concerned.

Do we know whether there was an impact on the recovery rate or
not ? No , this will not be apparent at least until 1986 when
these rescheduled loans will become overdue and the actual
recovery rate for the 1984 loans can be compared against the
weighted average recovery rate of loans of the previous years .
B.Bank believes they have salvaged a lot of these loans through

their " action recovery plan " (Annexure VIII ) which in brief
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tried to increase agricultural loan recovery in 1985 . The loss
due to interest exempted loans that defaulted was made up by

recoveries from other rural sector loans thru a recovery drive .
Disbursement in 1985 was Tk.11,320 million. Targeted recovery was
Tk.6000 million against which actual recovery was Tk.5750
million.

Accounting for the exempted interest : B.Bank did not issue any
instructions to the institutions as to how the amount of interest
accruing against these loans should be accounted for . As a
consequence each institution dealt with this issue in the manner
they deemed best . Considerable enamolies exist in the accounting
procedures of the interest that was exempted . Some institutions
( BKB , Agrani and Sonali ) issued specific instructions to
their regionzl / zonal offices about what to do with the exempted
interest . 'These instructions are enclosed in Annexure IX & X .
Sonali's instructions were :=

- to apply interest and service charges as usual to the
loans eligible for interest exemption ,

~ treat it as accrued interest receivable and

- include it as part of income .

This was their solution for keeping the bocks of account ‘'right'.

"BKB's instructions were in considerable detail. They required
“their branches to open ‘'contra" accounts to deal with the
‘interest that was exempted. Thus their attempt was to try and
“keep their books of accounts in the same manner as would have
" been necessary had the borrowers repaid their loamns with
‘interest. Their instructions required that each account be
jdentified and every loanee informed of the amount exempted .
During the field survey we did not come across any BKB borrower
who remembered receiving such information from his bank. In fact,
Manikganj district, the majority of the BKB borrowers were
unaware of the 1984 exemption program.

Agrani wanted each interest-exempt borrower account clearly
identified in the ledger with a rubber stamp indicating the
amount of principal rescheduled and the amount of interest
exempted .

Janata and Rupali requested their branches to estimate and
identify the eligible luans in a separate register .

Pubali , Uttara and BSBL issued no instructions about  the
accounting procedure for the exempted interest . Uttara has
allowed their branch managers to use their own judgement about
what to do with this exempted interest .

Sonali alone has trecated this exempted interest s income .

MOF has cleared all the balarce sheets of these financial
institutions thereby accepting the accounting anamolies .



Cooperatives under BROB (RD-1 and RD-2 Programs funded, among
others, by the World Bank)

An official in the Credit Department of BRDB informed us that the
majority of the loans (boro, aus, b.aman only, since jute loans
are not given out by BRDB) affected by the exemplion program were
already due, and a large proportion had been repaid wien the 1984
announcement  of exanplion was made. ‘There was considerable
confusion at the field level after this particular announcement.
Some borrowers got an interest exemption, but others did not.
The BRDB of ficial had no estimate of the total amount of interest
exempted  ana thought the amount would be very small. All flood
affected crop loans wore, however, rescheduled and a World Bank
official corrobhorated thils,

The World DBank of ficer responsible for the RD-1 & RD-2 under BRDB
could not recollect receiving a circular from the Bangladesh Bank
inforuing him of the interest exeiption program. 1In fact, he was
unaware of such a progran and loans were rescheduled only.

BRDB's performance criteria is based on loan recovery. This 1is
calculated as :

Annual Recovery / Demand ( due + overdue )

Current recovery rate is about 40 % . In 1985 total demand ( as
defined above g equaled Tk.695 million . Recovery was Th.278
million of which the proporticn of recovery against rescheduled
loans was Tk.59 million or 21 %. “nis is an estimate of recovery
of rescheduled louns as a percentage of total demand.

Wi0 BEARS THE BURDEN ?

The cost of the interest exemption f -ngrun has so for been borne
by the respective financial instiiutions . Most bankers
interviewed do not expect this issue to be ever resolved . BSBL's
manager remarked that the interest exempted on pre-Liberation
loans was still being maintained in a separate account because
there has been no government decision regarding its disposal.
Bankers believe that the amount will ultimately have to be
written off as bad debt . Pubali and Uttara , who are private
sector banks , feel strongly that they must be reimbursed for a
loss that affected them due to a government decision .

MOF felt that it was their responsibility to see that the
viability of financial institutions was not affected because of a
decision taken by the govermment to provide relief to a disaster
hit area.They felt that it would be unreasonable to expect the
financial institutions to bear the entire cost, but at the sane
time they would like them to ’pick up a part of the bill'.
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Negotiations arc continuing between the MOF amd B.Bank regarding
this issue . B.Bank's proposals can be seen in Annexures XI &
X1I . The central bank feels that the government should bear the
major portion of the cost and have suggesteoc certain ways by
which this could be done . Annexure XII also closely reflects the
manner in which Sonali Bank dealt with the exempted interest. MOF
did not accept the first proposal sent by B.Bank since they saw
no justification for bearing the entire cost in a systen where
most  loans are not recovered by the institutions . MOF and the
financial institutions tall at cross purposes brcause the bankers
believe that they have been saddied with bad loans made at  tne
behest of the govermment . Sugzestion 'B' of  Anmexure XI1i
states :

"B, A certain percentage may be deducted from the
interest amount as provision for bad debt and the rest may
be adjusted by the NCB's / BKB out of surplus profit to be
transfered to government. Tne percentage of such anticipated
bad debt may be determined in consultation with the banks
concerned. Same principle may be applied in case of Pubali
Bank Ltd. and Uttara Bank Ltd. for making reimbursement of
exempted intevest ..... "

This appears to be a reasonable way to resolve the issue , but
complications will probably arice regarding the percentage of
anticipated bad debt that will have tc be written off from the
books of the individual institutions.
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FIELD WORK

A statistically wvalid randon sample was not the intent of this
study. Such a sawple would have been possible only if we had more
time, manpower and finances. Instead, the field work was
designed to draw insight into banker-borrower attitwle and to
affirm findings drawn from other studies.

BKB, Sonali and Pubali were selected for detailed field level
study. BKB and Sonali were chosen because of their volume of loan
disburseinents in the agricultural scctor . Pubali was chosen
because we felt that a private-sector  bank, affected by the
anmouncenent, should be representea in the survey .

The basis of selecting the areas .o be surveyed was the nature or
manner by which the borrowers were affected by the disaster . As
mentioned in the beginning of the report , the damage in 1954 was
caused by :

a) River flooding due to the overflowing of river bedec and
the breaching of enbaniments . The arcas selected were
the districts of Tangail and Manikganj .

b) Waterlogging, in poor drainage areas, due to excessive
rainfall - what some people in the district of Jessore
refered to as the " flood from above " . The areas
selected were the districts of Jessore , - Jhenaidah and

Magura .

It seemed appropriate, in the given context, to select areas
which were flooded in these two manners and to compare banker -
borrower response from them . Borrowers have been divided into
two groups - those that were affected by river flooding and those
that were affected by water-logging . We had originally
intended to classify borrowers according to the size of their
loans ( small , mediun , large loanees ) . But this was not
practical since :

- borrovers were not forthcoming about the total amount
of loans they had taken. lost were uncertain about how
much: they owed the banl' and how much they had actually
borrowed sc far .

- in most cases the bank data and the borrower
statoment contracicted one another .

Instead , therefore loances werc classified as small , medium
and large farmers according to the following criteria :

0.16 - < 2.50 acres : small farmer
2,50 - < 7.00 cres ¢ medium farmer

MHore than 7.00 acres :  large farmer
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Most of the borrowers were small to medium farmers « This was a
zzle for a vhile ., Why were there o few large farmers on the
rower list ? We later realised that large farmers do not take

short-term loans, which is what these crop loans were , since

they do not want to be bothered by the extra complications an
institutional loan brings in the form of paper work , interest
rate computations etc . They do not require these loans as
generally they have sufficient liquidity to tide over their
immediate needs . The RFP consultants informed us that the
average size of loans taken by the large farmer is greater than

Tk. 10,000, wheras short-term crop loans are usually between

Tk.800-2500.0ur sample was designed to survey short term crop

loances. We could not  therefore expect to find many large

farmers. When they do need short-term loans, the large farmers
probably go to the informal market . There is also a statistical
explanation for having found such poor renresentation of large
farmers in the sample. The RFP findings indicate that only 5% of
the farmers take 50% of the total volume of credit. These are the

large farmers whose average loan size is greater than Tk. 10,000.

The remaining 957 are the small and medium farmers whose average

loan size is Tk. 800/-. Our findings indicate that there were

only 6 large farmers out of our sample of 105 farmers (5.5%).

Rationale for selecting branch managers : We intended to
interview the manager of the branch from where our sampled
borrowers had obtained their loans . This was possible in most
cases as Annexure XIX reveals . In a few instances the manager
was not available and could not be interviewed .

On the other hand there were bank managers, whose borrowers were
not a part of our sample survey , but who readily volunteered to
be interviewed . Their enthusiastic response to this study was
difficult to interpret. . It is debatable whether it was the
topic we were researching that appealed to them , or whether it
was the novelty of being interviewed by a woman that brought them
forward . Whatever the reason, we were happy to talk to them and
to record their views .

In all nineteen branch managers were interviewed . Part A of the
questionnaire required some input directly from their books of
accounts . Most managers needed time to prepare Part A and agreed
to either mail the completed form to their head-office or to us
directly . Only one manager was uncoopeiative . The data from the
eighteen completed questionnaires is being presented in this
study. The questionaire used for this study is in Annexure XIV.
The list of branch managers interviewed appears in Annexure XIX.

Branch Managers : Ve summarize below some of our field level
findings . Details of our interviews are in Annexure XV .

The majority of the managers had heard of the Presidential
announcement of  interest exemption on media (radio and
television), One of then was posted in Arpara in Salikha Upazila
and was present when the President made the announcement. The
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over twelve years and some for five - eight years.

The interest exemption circular from the heed office was received
more than a month after the announcement had been made. The
contents of the circular were vague and raised more questions
than it answered. The managers wondered :

- from what date was the exemption valid ?
- did their branch fall within the affected area ?

- what was to be the accounting procedure for the exempted
interest ?

Official clarifications arrived later and in the meantime the
managers were compelled to deal with the program according to
their best judgement. The majority of the managers felt that the
land mortgage loans had helped the borrowers more than the
interest exesption program by preventing 'distress selling'. Some
managers remarked that the program did not have the desired
effect on the borrower since :

- it did not help to maintain production levels,
- distressed borrowers would default oa their loan anyway,

- subsistence oriented farmers cannot feel the impact of
implicit relief and seemed unaware of the exact benefit
conferred on them.

Reactions were mixed regarding the impact of the program on
future loan recoveries. Some expected no effect while others
expected the recovery rates to fall. The reasons they gave for
non-recovery of loans were :

- low selling price of cash crops,

- poverty and illiteracy,

- wilful default,

- diversion of loans,

- lack of proper credit analysis and loan supervision.

It is too early to judge whether the announcement has had any
effect on the branches loan recovery rate. Most branches showed a
falling recovery rate. This could be because the record-keeping
procedures of these banks had been updated and therefore gave a
more realistic picture of the situation. We found inconsistencies
in the criteria for calculating the recovery rates within
branches of the same institution. BKE was the only institution to
show overall consistency in this respect.
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There were several instances of loans eligible for interest
exemption that were repaid with interest befrre or during tha
exempted pericd. None of these borrowars had been refunded their
interest portion as there is no official provision for doing so.
Thus the 'good' borrower is penalised for having repaid his dues
in time.

The branch managers identified several costs to the system other
then purely financial ones and related to administrative and
peychological effects of the program. All of them were emphatic
about.  the fact that the government should bear the cost of the
program since the decision to ..xempt interest was taken without
consulting them,

The Borrowers

Borrower selection was done by:
- direct random selection from the branch bank ledger,
-~ selection from branch bank supplied borrower list,

- sequential progressive sampling (without any borrower
list) from the affected villages.

‘Responses were anelysed according to the size of the famer
holdings in the different areas. Similarities and differences
between medium size farmers in water-logged villages were
compared to medium size farmers in river flooded villages.

Jessore, Magura and Jhenaidah were water-logsed areas. Farmers
from ra (Salikha Upazila of Magura district), Majgram (Magura
Upazila) and Islampur (Jessore Upazila) appeared to be very badly
- affected. 'The villages are in a depression and drainage is wvery
poor. In Islampur the borrowars were mostly settlers from Comilla
district, and were facing problems of assimilation as well.

Farmers in Manikganj and Tangail presented us with a different
problem. Manikganj borrowers, although eager to be interviewed,
were under the mistaken impression that we could, in some manner,
forgive their loans. Hence the large turn-out there. Most BKB
borrowers in Manikganj were unaware of the program. Borrowers in
Tangail were knowledgeable and enlightened. The villages visited
were close to Manlana Bhachani's home and his influence is
apparent in the manner and views held by the borrowers there. In
a particular viilage in Tangail (Natiapara), the borrowers who
had gathered for the interview, began to move away as soon as
they heard the nature of questions being asked. It is possible
that they were chronic defaulters and did not want to talk of
their dues, or else they realised that there would be no material
gain in talking to us.
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Respondents River Flooded Areas Water-Logged Areas
Large Farmers 3 3 |
Medium Fanners 12 33
Small Farmers 20 34

T35 70

The borrower gquestionaires are enclosed in Annexures XVI and
XVII. The borrover list appears in Annexure XX. Details of our
interviews with the borrowers appear in Annexure XVIII.

ALl the large farmers as well as the majority of the medium and
- small farmers were aware of the interest exemption program. They
had heard of it at the time of its announcement. Sources
included, inter alia, hearsay, media and the President himself.
Among the small fermers we found a number of borrowers who were
unaware of the program. At the same time, there were borrowers
‘who knew of the program but did not get an interest exemption. A
.small proportion of borrowers had repaid their rescheduled loans.
‘Several farmers complained that they had repaid their interest-
exempted loans with interest. A borrower remarked ' if they
don't exempt the interest, what can I do ? "

The large and medium farmers most ‘requently spoie of the low
price of jute this year when explaining their defailt. The small
farmers and some of the medium farmers mentioned the presence of
" other loans " which had to be paid off first as reasons for
a2fault. The problems peculiar to the small farmers were extreme
chortage of food and financiel liquidity. Some complained of high
production costs and one of them remarked ' Do I pay the bank or
the hired help ?". Amongst the borrowers, the medium farmers
were most anxious tc have their loans rescheduled. The majority
of the borrowers believed that the program was designed to grant
them relief from the disaster. However, a typical comment was "
how can I tell what is in the President's mind ? " when asked
what they thought was the reason why they were given this
particular form of assistance. Some farmers, particularly in the
water-logged areas felt that the program did not help them and
their comments were to this effect: "How can the program help me?
When T am in distress the bank loan is the last thing in my mind"
and "no use exempting the interest, can't repay the loan anyway."

Repayment trend among the large farmers was the poorest. Several
borrowers in the small ard mediun farmer group who had repaid the
interest-exempted loan with interest, have not been given a
refund so far.
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The river flooded farmers would have preferred cash relief
instead of an interest exemption, The water-logged borrowers
would have liked their 1loan to have been converted to au
interest-free one or to have the princioal amount forgiven.

Non-formal market borrowing was comnon among the small and medium
farmers. Common sources were relatives and the majority of these
loans were repayable in cash and were interest-free.

The water-lopged area had a large porportion of borrowers who

had toaken loans for the firet time during the 1983-84 season.
They werc now defaulting on these loans. The river flooded area
borrowers -had more experience in working with the formal
financial institutions.

Borrowers mentioned the high cost of obtaining funds from the
institutions.- They were also conscious that they were diverting
loans from the purposes for which the loan had been sanctioned
and that this was not legal.

For a majority of the borrowers interviewed, farming was not the
only source of income, but emong the small and medium farmers,
in particular, it was one of a number of sources of livelihood, -,
We observed that the borrowers in the water-logged areas -were
more adversely affected by the disaster of 1934.
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A BRIEF ANALYSIS

Under nationalised banking conditions, the government can and
often does, choose the mannner in which the financial
institutions will implenent their policies. Bankers are called
upon to maintain ard even increase profitability while executing
govermment policies which may be welfare-oriented. This creates
organisational tensions which affects their efficiency.

No decision has as yet been taken by the government about sharing
the cost of the pre-Liberation interest-exempted loans. Financial
institutions have so far borne this loss. It is therefore
doubtful 1if the government is going to assume even a partial
burden of the 1984 snnouncement. It has been suggested that if
-the upper estimate uf the loss to the financial institutions due
to this 1984 program is in the region of Tk.440 million and if
during the same financial year they were in a position to
transfer Tk.2300 million as surplus to the government
~exchequer, then the exemption program is not really a burden for
~them. This may be true but should the financial institutions be
“‘made to bear the cost in the first place ? It can be argued that
they should not be made to do so in such manner because :

- financial institutions are not social welfare
organisations. Their motive is to raise profits for
their owners,

- financial institutions are not organisationally designed
to handle such assistance programs and to force them to
do so detracts them from operating efficiently in their

primary function,

- the exemption program was an external decision, and
there is mno justification for bearing the cost of a
decision taken without their concurrence.

- we are skeptical about the reported claim of the banking
sector to have generated a surplus of Tk.2300 million.
We think actual bank profit would be considerably
smaller if loans were properly aged and bad debts
periodically writen off.
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We were able to identify four types of "costs" to the banking
system which were effects of the exemption program and these are:

- explicit cost ie. loss of interest income including
penal interest,

- administrative costs in the form of time, increase in
accounting procedures and additional paper work,

- excessive ITAP Joan disbursements. The program was an
of f-shoot of the interest exemption program
anncuncement . (Details are discussed below)

- implicit ( psychological ) cost ; effect on the
borrowers and the bankers,

It is too early to say whether the interest exemption program has

"had any effect on borrower repayment habits or even on future
- borrowing trends. However, we can surmise from our field work and
interviews that it will adversely affect future loan recovery.
‘The ‘good’ borrower now penalised for having repaid with interest
will probably be wary before making repayments in future. The
‘bad' borrower will not repay anyway. All borrowers will live
with the expectation of tlhie next amnouncement of forgiveness.

- The official circulars from the different institutions were late
in reaching the branches. When they finally did arrive they were
vague and incomplete in adressing the problems that the branches
were going to handle. It was our impression that some of the
branch managers were still not clear as tc the exact intent of
the Presidential announcement.

Of great concern to the bankers was the ITAP loan announcement on
media on August 2nd, 1984. A copy of the announcement is enclosed
in Annexure XX follosed by our translation in the next page.
In particular, branca managers did not want to begin disbursing
t.aman loans to flood affected farmers before getting their
official circular/instructions from their head office. The media
announcement compelled them to begin immediate disbursement. A
manager we interviewed , said he was at his head office on the
day of the announcement when a martial-law official took him in
his jeep to his branch so that he could conmence disbursenment
right away. Pressure to disburse loans was so great that there
was no opportunity for the managers to conduct any foru of credit
analysis. Disbursements were therefore rar in excess of target
allocations and there was evidence of considerable misuse of
loans. 4n estimate of the disbursement of these ITAP loans
furnished by Bangladesh Bank shows :
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T'TAP LOANS - 1984
(in million Takas)

Banks Allocations Disbursemants
Sonali 355.0% 751.1
Janats ‘ 110.0 255.0
Agrani ~105.0 241.1
Rupali 50.0 115.5
Pubali 20.0 66.5
Uttara 8.5 2.6%
BKB - 410.5 660.9
BSBL ' 90.0 63.2
1150.0 2125.9

w 1nc1udes SACP as well as BRDB loans §

** Uttara's allocations had been set before the 1nst1tut10n was

 denationalised. It had withdrawn from the agricultural sector at
the time the ITAP announcement was made. The figure shown above

' 'was the amount disbursed before the newly denationalised bank put

an end to the program.

As it gradually became apparent that ITAP loan disbursements had
been far greater than targeted allocations, the Principal Finance
Secretary to the Government requested the Bangladesh Bank for an
explanation. His letter to Bangladesh Bank, as well as their
evaluation of the ITAP program as a reply to the Principal
Finance Secretary's letter is enclosed in Annexures XXII & XXIII.

Wnen profits of financial institutions are to a great extent
"book'" profits and recovery is low, bankers like to find a
scapegoat in the government by blaming them for the policies that
they are being asked to implement. This is not without substance.
Once financial discipline breaks, it is difficult te reinforce
it. When boirrowers feel that they can get new loans even though
they are defaulters or that their interest dues can be exempted
by wnon-bank personnel, the credibiiity and financial discipline
of the bank is undernined. Bank-borrower relationship 1is the

Flwunt Anciin T e
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It is very difficult to get any concrete data in order to compare
bark to bank performance. There is no uniformity in their
accounting procedures. Unless this situation is immediately
rectified it will not be possible to conduct a fair and realistic
quantitative analysis of their performance.

The borrowers -  the end-users towards whom this program was
directed felt little impact of the announcement. We think the
program had limited effect becausec :

-~ the nature of the relief was in an implicit form and
therefore no tangible effects of the program was felt by
the borrowers,

- many of them said that the program did not help
them. Perhaps one can reasonably infer frum this that
they had no intention of repaying their lecans in the
first place. Or else, they had repaid the exempted dues
and the program was of no assistance to them.

We saw the technical problems brought forth by an announcement of
" blanket " forgiveness. There were unaffected borrowers as well
as unaffected villages in both surveyed regions. However, given
the extent of the damage and the nature of the program it was
probably not cost-effective to specifically identify and classify
each of these catagories. , ‘

It is a matter of serious concern that no provision has been made
nor any procedure enumerated whereby eligible borrowers who had
paid up the interest could be given a prompt refund.

The bankers appeared to us to be a dispirited, unhappy group of
workers. They were unable to see any tangible/positive effect of
their work on the economy or society. Consider what one of them
said, " It is irrelevant to maiatain records. All these loans
will be forgiven when the time for election comes - all that the
borrower nas to do is to ask for loan forgiveness and it will be
granted. We shall then put aside the old ledger and begin in a
fresh one. It is as simple as that. "
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PLAUSIBLE ALTERNATIVES TO THE PROGRAM

Ideally such interest exemption announcements should be avoided ,
They interfere with financial discipline . Given the fact that
the goverument may make such prcnouncements, the best that can
be done is to look for viable alternatives or solutions. Can this
interest loss due to exemption comc from somewhere else other
than the comercial bank't balanco-sheet ? It must be borne in
mind that administrative reforms cennot solve political problams.
Thus  the success of the alternatives being supgested  is
debatable,

Bangladesh Bank : Statutes 60 & 61 of their Ordinance mentions
the creation of two special funds vtz , the Agricultural Credit
Stabilization Fund ( ACSF ) and the Rural Credit Fund ( RCF ) .
The former was set up to help the apex Cooperative Bank ( BSBL )
axl its salient features were -

- the initial capital of Tk.25 lacs would be placed by the
govermment to start the Fund,

- a portion of B.Bank's surplus would be added to the fund
anrually,

- the Fund would be used to advance loans to BSBL . These
loans were to be of special nature ; wused to salvage BSBL
when the cooperative defaulted in respect of bills of
exchange , promissory notes etc .

The ACSF was never used nor were its mode of utilization clearly
spelt out . Funds have been moving into the ACSF from B.Bank's
surpluses from time- to time. In 1983-84 an amount of Tk.150
"million was placed with the Fund to bring its current balance to
about Tk.700 million as of June 1984 .

The salient features of the RCF were -

- it was begun with an initial capital of Tk.50 lacs by
the government,

- appropriatione fran R.Rank's surplus were to contribute

ale

to the annual growth of the fund,

- it was to provide medium term loans to cooperatives and
both mediun and long term loans to rural credit agencies
including some of tne scheduled banks,

- rescheduling and refinancing of loans to cooperative

societies or to farmmers dealing in agricultural inputs,

- the loans were to finance guarantees to cover,partially,
the losses incurred by the scheduled banks.
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The RCF has never been utilized and has a current balance of
around Tk.700 million .

Other Financial Institutions : Bangladesh Bank directs all other
financial institutions to maintain a designated Reserve Fund .
This fund could be upto an amount of 7 % of overdue loans at the
end of each accounting year . The amount of fumd that has
accunulated with some of the. institutions is tabulated belr . -

Sonali Tk.217,0C¢ million Reserve Fund
Tik.190.00 million Rural Credit Fund

Rupali Tk, 14.50 million Reserve Fund

BKB Tk, 22,90 million Special Reserve

Sonali uses the RCF to put aside an arbitrary amount every vyear
as provision for bad debt . But they have a sizable amount in
both the Funds and the officials were not sure if either hac ever
been used . One remarked that the interest exemption could be
adjusted through these Funds .

Pubali does not have a Reserve Fund . They said that the fund was
amalgamated with some other assets at the time their net worth
was calculated =~ he was refering to the time the bank was
denationalised . The fund has not been reestablished since then .

The Government =~ Apparently the Ministry of Relief &
Rehabilitation has a sizable amount of fund which is meant to
be used for relief to affected farmers . It seems that funds are
transfered to the govermments account from financial instituticns
as govermment's share of their surplus . The amount so transfered
in 1984 was about Tk.2300 million .

Funds Set-up by External Donors - Most banhers and government
officials interviewed mentioned that the setup of such a fund
would be helpful . tlowever , there is considerable controversy
about who should have control over it . B.Bank feels that it
should be setup as a Trust and that the funds should be
channelled through them . Government officials’ remarked that if
such a fund is setup it must be under government's control .

Agricultural Rural Guarantee Fund ( ARGF ) : The need for such a
Fund was originally mentioned in the “'Agricultural Credit
Review' ( Vol. II, p.34 ) a study jointly sponsored by the World
Bank and the Government of Bangladesh in August of 1983 . The
Fund is nowv a proposition being actively considered by the World
Bank on the basis of the suggestions in tihe Review which were -
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- the credit guarantee fund was to be set-up for the
protection of the financial institutions operating in
the rural sector ,

- the scheme envisaged increaged flow of credit to small
farmers while covering the risk of the involved
financial institution,

- all financial institutions lending to agricultural and
rural asector programs were eligible for membership to
the Fund on payment of a guarantee fee ,

-  participation was voluntary ,

- borrower eligibility was restricted to small and
landless fariers ,

- & Board of Trustees were to be in-c.iarge of managing
the Fund . Other eligible purposes for which the credit
could be advanced would be determined by thenm ,

- variations in the amount of guarantee cover would depend
on the cropping pattern , intensity of cropping etc ,

- periodical inspections were to e carried out by B.Bank
- quick settlement of claims ,

- basis of claim settlement will be a ratio of actual bad
debt provision of the institution to the potential bad
debt.

A member of the IPC-13 team of the WB who was in Dhaka recently
said that ARGF has remained a ' notion'. However, it was recently
brought to our notice that negotiations had begun towards the end
of November 1984 between the WB and the Bangladesh Bank. A
proposal that addresses issues such as sources of ontribution to
this Fund, geographical extent of the program anu the amount of
coverage to be provided is being prepared by Bangladesh Bank.
This scheie appears to be what the system needs - help for the
marginal farmer and risk protection for the lending agency .
However , there are too many details which need sorting out and
come dinstitutional as well as policy-related changes are
essential before the scheme can be launched on a pilot basis. A
few of the pitfalls that need to be avoided:

- a method for determining the guarantee fee which would
include (a) average annual increase in debt,
(b) bad debts being written off,
(c) average annual ircrease in overdue loans

- but the criteria assumes uniformity of accounting
practices and tihe correct aging of loans. We know that
this criteria cannot be met.



Othar details that noed to be worked out include

= what should be the size of the fund ? and geograghical
extent 7 specific peril or wulti-peril coverage

- the amount of maximun indemnity payable (%),
« the deductible portion of the guarantee if any,

- the criteria for fixing of the fee has to include the
average annual increase in bad debt,

- improved credit analysis to restrict flow of credit to
fictitous and undescrving borrowers,

Crop lnsurance Program (CIP) In principle, crop insurance
is a siuple concept, Its aim is to help the farmer in bad years
and to let him pay back in good ones. llowever, there are
difficulties at the implementation levels, Critics speak of high
administrative costs specially if the size of holdings is small
and fragmented. Crop insurance has been a publicly supported
program in wmany countries - Sri Lanka , Mexico and Japan. But
crop insurance addresses only yield risks. Its contribution to
income stability is therefore limited, where yield variations are
not the prominent factor in ‘ncome fluctuation. An example is the
high yield and low market price of jute this year.

In 1977, Sadharan Bima Corporation of Bangladesh launched a pilot
project for crop insurance during the t.aman season. bembership
was restricted to farmers in 18 districts where IRDP (now known
as the BRDB) was in operation. Maximum sum insured was 307 of the
value of the crop and the area was 3000 acres. As embership
increased a disturbing trend emerged. Instead of a reduction in
cost due to a diffusion of risk, costs were rising. Indemnities
paid far outweighed the premiums received. A review committee in
1981 made the following observations :

- the experiment had been rumning at a loss,

- the wvatio of claims to crop values insured as well as
that of claims to premium was rising. The 1lnsurers were
handling only the risk-prone crops and areas,

- there was a lack of accurate data on production per
‘acre; cyclical behavior ot natural hazards and of land
records,

- there was also claims adjustment due to moral hazards of
insured fanacrs,

- it was recomnended that area coverage be increased in
order toc spread tne risk. ‘The logic was that large
insured acreape will incrcase premiums and offset
claims.
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Sadharan Bima Corporation's crop insurance scheme suffered
tremendous losses. One of the rcasons for the fallure of the
schame was the fact that insurers were stuck with the problem of

adverse selection s As it was a voluntary scheme, only uwie
high  risk famers bought policies. The result was  that

indennities paid far outwelphed pramiues received.

Sadharan Bima is currently trying to restructure itself by
bringing 50,000 acres under their scheme. They are also plamning
to introduce a link-up of crop insurance with agricultural
credit. ‘The main features of the new Bims schane are :
- banke  will  take out  bhosaranze  policier for their
borrowers thereby making tinc institutiuvon  tne  insured
party,

- policies will be issued witnin a month rrom the date of
sowing of crops,

- if institutional credit is delayed and borrowers are
unable to sow their crops in time, the property will
remain uncovered,

- with crop insurance, the genuine farmer will be helped
to claim his indamity,

- the institutional credit will be insured. The surplus,
if any, after adjustment will po to the farmer.

Theoretically , crop insurance sounds ideal for our purposes. But
one should be wary. Experiences in other countries = Japan,
Brazil, USA ~ have not been favorable. The scheme can exist only
in the presence of governuent subsidies. Unce established a
subsidy becomes difficuit to remove and nowhere is the program
self-financing. There are other problems. Crop insurance is
unlikely to be of value to the marginal or subsistence farmers
who are least able to pay a cash premiuw. It can be effective
only if :

- the types of risi are carefuliyv selected to avoid losses
arising out of moral hazards,

-  the tvpe of risk selected permits easy and objective
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Agricultural Debt Relief Fund  (ADRF) : The Registrar,
Coopuratives suggested the setting up of such a fund., Its main
features are :

- it would be adninistered by the Ministry of PRelief &
Rehabilitation,

- it would be funded by grants received from the
governient , Bangladesh 3K, other financial
institutions and interested donor agencies,

- the main objective of the fund would be protection for
the borrover as well as the lending apencies,

- the suprested initial capital {or the fund was Thk.500
million,

- the district adrinistration vould be entrusted with the
responsibility of executing the program along with the
fiecld office of the Ministry of Relief & Rehabilitation.
Losses suffered by a distressed borrower would be
ascertained by them. The relief money awarded to the
affected borrower would be credited to the appropriate
account of the borrowers bank. The cradit institution
would be insulated against loan defeults in this manner.

The drawbacks of this proposal are . that :

- it is bureaucratic in nature, and we can foresee
unnecessary delays as applications pass from one desk to
another,

- it is likely to become highly politicised and thus lose
sight of its original objectives, -

- the size of the fund has perhaps been set arbitrarily
and the program 1is likely to be too large to be
implemented effectively in the manner envisagad,

- it is not designed to protect the financial institutions
against wilful default by borrowers.
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RECOMMENDATICNS

This study has led us to make the following recommendations :

-~ uniformity in accounting practices should be
established among all financial institutions. There may
be other important anamolies but the ones that caught
our attention have to do with the manner in which the
rate of loan recovery is calculated ; the way interest
receivables are accounted for and the absence of
realistic classification of loans,

- a cut off date be announced for the repayment of the
rescheduled loans of 1984.

- borrowers should be informed that no interest would be
charged if they pay up by the given date ; we feel that
this may be the only way to salvage some of the loaas
lost due to the program,

- to improve the rate of lvan recovery, we suggest that
interest-free loarns be given out for a numnber of years -
use this period to fully acquaint the borrowers with
the methodologies of formal financial institutions,

- a rigorous system be established to ensure speedy

disposal of certificate cases. The district
administration needs to be mad: more effective for this
purpcse.

- devise some method to help the marginal farmer other
than through the commercial banking systen. Grameen Bank
may have indicated one method of deing so.

- commercial banks be reliev.d of all social-welfare
functions which are not an integral part of their normal
operations as it interferes with financial discipline,

- conduct a study to look into borrower behavier
particularly borrower apathy towards repayment of formal
ie. 1institutional loans as against his acute awareness
regarding timely repayuwent of non-institutional loans,

- the financial institutions take immediate steps to close
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the information gap that exists between their different
offices, This is a purely management problan and should
ve handled accordingly,

%iven our administrative and poiitical structure it 1is
ikely that financial institutions will continue to be
drawn into social-welfare programs. Keepiag this
possibility in mind it may be necessary to :

(a) set-up a standing comnittee where representatives
of financial institutions and the relevant Ministries
(eg. MOF ; Ministry of Relief & Rehabilitation ; the
Ministry of Agriculture etc) could meet periodically.
Policy guidelines, implementation and monitoring
methods could be discussed and finalised here. The
banking system would then become a part of the process
of decision-making for disaster programs,

(b) protec: the financial institutions frcm having to
bear the financial burden of these prograems as a part
of their 'normal’ operations. The alternatives to this
may be :

(1) imposing special taxes on the institution to mop up
the surplus once these have been correctly accounted
for. The amount thus raised may be ear-marked for
specific disaster programs.

(2) activating the special funds eg.ACSF and the RCF of
the Bangladesh Bank and for providing tax-exempt
contributions to these funds. Once this has been done,
the financial institutions can be pursuaded to transfer
a part of their surplus to this fund periodically.

the launching of the ARGF through the commercial banks
should Dbe reconsidered in view of the above
recommendations.



Produotion semson

L

Crop g Due date for Final repayment
i TecOVery date after whioh
P, ; penal int. is
g Disbursement Harvesting y i applied
Aus
8) Looal March-1 June~15 July-1 Aug.-31 End September End Docember
b) EYV Feb.=15 May- 31 July-1 Aug.~-31 End September End December
B, Aman March-1 May- 15 NovVe~1-- Doc.=3% _vEnd I'b'brugry Bnd Maroh
—BOTO o
a) Looal Oct.~15 Jan.=31 Apr.-15 June-3% End July End September
b) EYV Fove=15 Mar.-15 HMay- 1 June-3 End July End September
Jute Marche1 Apr.-=15 June~15 Sep.-15 End Oct. End December

Y]



Table - II ¢ Bevised eatimate supplied by the Barke(FY-81-84(P%, ih millionsd.
(after receipt of field lavel data, October, 1984 )

Borxo Aus B, Aman Jute Total | Inter- Soxwioo‘—i Tot
1 3 4 5 j est{12() | aharge(4%)
—
Sonali
SACP  2B1.73  116.21 2.3 3723  772.% 92.7 3.9 123,¢
BRIB 235. 4 84.99 - - 7539%’"3“ T%a_,_;;_ T]_g_,_g__ _5_1_,_5
. . 43.7 174.
Janata  124.9 36,00 1507 1.2 177.8 21.3 Te1 2844
Agrani  171.3 4441 1.6 2.1 219.1 26.3 8.8 35.1
Rupali 51¢4 12.7 o1 . .8 65.00 7.8 2.6 10.4
Pubali 70.8 8.6 o1 o1 19.6 9.5 3.2 12,1
‘Uttars 6.4 1.7 2.2 .01 10,31 1.23 .41 1.6
- Total  941.93 4.3 22,0 37646  1644.6 197.2 65.7 25944
BKB 1295.8 103.7 3.9 2.1 1405.5 168.7 5642 225.
BSBL 47+ 26.1—(Aus, B.Aman, Jute ) =  T3.1 8.8 o3 11.7
Total 2284 o7 : 3123.01  374.8 1249.5 4961
fable = 1L+ Origingl estimgate (%%, 4m millions) Revised estimate
Sonall 123.6 174.8
Janata 0.9 24.8
Agravi 351 35.1
Rupali 10.7 10.4
Pubali ' 12.7 12.7
Uttara 144 1.6
Total 214.4 259.4
BKB 226,22 225.0
BSBL ‘ - 11.7
Total T440,6 million 2%6.1 million
Difference between revised and originsl estimate t— 496.1
~440.6

55-5 million



Table «~ IV 3

Affocted loans as a percentage of total Agricultural credit

disbursement of tha institution (1984).( (Tx, 1p millions)

®* SACP loans only
® *Total agricultural credit

! Agrani Sonali Pubali TUttara Janata

Total amount of

;.gri. ocredit disbu~ 843.5 2232.6 €0 24.8 865.5

zed

Amount eligible

tor exemption 219.1 1092.8 79.6 10.3 177.8

%€ of total agri.

oredit 26 49 13 42 21

Bupali I BSBL T{ BKB BYB

' Total amount agri. o v
oredit disbursed 00 2197 592443
Amount eligidble for

int. exsmption 65 T3.1 1405.5

% of total agri.

credit 9 33 23

g



Tadle - V 3

I’I‘otal amount of loans due for - . Pangl Interest loss

interent exsmption (ih million) (at 6% / yoar)

Sonali .' 1092.8 65.5
Uttara 10.31 .6
Rupall 165 3.9
Pubaii 79.6 4.8
Janata 177.8 10.7
Agrand -219.1 1301
BKB 14055 84.3
BSBL 7301 Aol

' 3123.01 187.3



Tabls .V

ore t
Yearly surplua t 1982 1983 1984
Agrani 90.0 118,.7 170.9
Sanali 481.0 504.5 550.3
Pubald 20.3 5.3 5.5
Uttara 61.7 50.5 3201
Janata 171.3 192,7 230,9
BKB 92,3 112.9 169,5
[+81-82) (182-83) ('83-84)
BSBL NA 10,39 24.27
Rupali 64.5 85,2 115.6
Source Bangladesh Bank (Banking Control Department - BCD)



Table = VII 3

Rupali

Sonali

Pubali

Janata

Uttara

BSBL

A [

60%

50%

60%

10% - 15%

50% - 53K

.30% - 35%

60%
20%

72%

- 4%

Criteria
Recovery/Demand

Recovery/Demand

Recovery/Demand
(% of total credit)

Recovery/Demand

Outstanding/Disbursement
Recovery/Damand
Recovery/Target

Recovery/Demand
Recovery/Demand

Cumulative recovery'/
Demand (since inception)

Recovery/Demand ( Monthly)
September, 1985.



Table = VIIX: RECOVERY POSTP
, BANGLADESH KRISHI BANK (BB} (Tk. in millions)

Year J m a Mma%ur;;mry 22:2:32; Percentage| Overaue *O.Jtltunding
197980  141.49 70400 74,73 107% 57.51 247,02
-1980-81  209.74 90,00 131.08 146% 62,19 364,32
1981-82 271,04 190.00 197,03 104% 93.49 497,26
1982-83  400.81 240,00 202,24 84% 153.64  785.54
1983-84 592,43 414.00 307,96 745 308,25 1253.38
158485 614,73 614,00 364,72 59% 506.13  1735.67

Table - IX On special request the following table was supplied.

BANGLADESH KRISHI BANK
YEARWISE RECOVERY POSITION © e

Year | Recovery/Demand : Recovery/Outstanding
1982-83 56 % 26%
198384 . 50% 25%
1984-85 429 1%

* due + overdue (BKB officlals refer to it as " amount recorable")
* ¢ Percentage calculations are based on estimates supplied by the statisties Department,BKB.
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Fovtwaves S0pc pre-:72 agri loan

“"el(.,ovcrnmcnt hag decid.
Aed fowaive 50 per cent  of

vrlaiiural soan’  {ncluding
ag\\u?.m teken  in the pre-
\luvguon period, if the inances

Y‘e resy of the amount (in-
ing interest), by June 30
next, reporls ua"

A Press Noto “issued by the
Ministry Finance in Daced
on Thun . smd that if a co-
operator repnyt in Tull tho
principal amnount of the Joan
taken in the pre-liberation
period by Junc 30 noxt, the
recovery of the -outstanding
interest witl be waived by the
Cooperative Bank, [

The Press Nouwe said: /n sul-
stuatlal amount of agritulinrnl
joans aavanced  in the pro-
liberatjon period to  the far-
mers by the Government and
to the members ot the Coop -
rative Societies throvali  the
Jatiya Samabaya  Prnk are
stlil owmstanding  for repan-
.ment, However, the Govein-

,z)moxo(a pé;-/ﬁ'—/%ﬂ?xred OL@Z 3[_92“

ment has not so  for  taken
SEIrONE measures  to renlise
these outstanding dues  from

them,

In grder tu extend some re-
het to them and thus to faclli-
tale the settlement of theso
tong outstanding accounts. 10
cnable all concerned to  con-
centrate on current  nclivities
and tp improve the finances of

Abe cooperutive soclelies  for
mpre agricuiturcl  credit, the
yovernment haa taken the

following decisione:

1! the person awho took agri-
cultural “Joan -
vernment in the  pre-libern-
tion periog vays-30% of the
nmount tincluding  interest)
by the INth June, 1877, the re-
covery from. him of the re-
maining 50% - (including lnte-
rest) wiil be waiyed;

If & member o! &8 Co-operae

tive Sncicty repays Iin ful} by
the 30th June, 1977, the prin.
cipal amdunt of me pre-ubera-

Heavy fighting in Bur a

DANIGKROIK, March 2-} Thai-
Innd’s Interior Mlnlst}'& today
reparicd heavy ﬁrh!in;, guing on
Fotweon Burninese -ond  Karen
rebel troops near- the Thni bor-
der yreterday
26.50 ‘flais, 1eports AFP.

The Ministry report suld fight-
ing was stili golng or. between
the two forces todoy (Thurs-
¢avi at unon near the viilage of

~killed  between

Sod ‘dis- .
7 2% miles

Ban Wangkta, In M
trict of Trat provin
north-west of Bangkok.

" An vnknown nimber of vli-
lapers have heen ‘killed By mor-
tar firc which Minded across the

border in Thef territory, the Mi-

nistry ripart said,

Thal Interlor Minister Samak
Sundhapdve) gaid Thal observers
nre ¢ sent to the area.

T retovery of the
trom the Go- -

tion ‘lonn still oumnndln;, tbe
outstanding
amount-of the interes{ will be
waived by thn
HBank,

< UMs ﬁoped that "in"$heir own
interest as also for. wider ‘I
terest of-the nation, all concer:
ned will pay their oumlndlng
dues by the 30th June,’, 1977

ebncaﬂon

ang  svau of tn"h
It iz, -however, to be  men:
Uoned in this conteéxt - -that

persons who borfowed = from
the Qovernment or the "Cot
operatives are . under ~ ‘legel
and morx! obligition-to repay
the joan with intetest It: ‘18,
therefore, expected “that lolnl

takcn after the Ltheration wm

regald by the loipees ﬂrlo-
tly in ntcordance .with.'-thi
terms of -the loans. and. thy

ohncerned agcnciea 'mw.hh
strict action to realise al). pre.
liberation Tuan

Co-operative -

wtshnalng-

after the 30th June 1971 apd -

Call pon ubeutlpn loupA v
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. Doar Sir;

: : AUNE Xy K~

Pl-
(c ;;)4;
(
. "BANGL ADEESH mux

Lo ch “THEAD QPPICR BANKING CONTROL DEPTT.
RALCA. '

CIRCULAR L3ITTZR NO, BCD(C. 666/ 47 1l1th Novembar, 19001,

The Mangsing Director
Bonali/nupn11/Jannta/ﬂgrani/PubalifULtnra Berk,
Head Office,

2eoen.

Valver of intorost oun pre-libor»tion//
cutstands ng loana upto Tk,S50,000/-

Compromd ae_XemWde, ool e
Please refler to owr Circuwl~r lotter MNo,BCD(C)
656/9 dated the 27th February,1981 in terms of which
benlts cowdd allov walver of intarest on pro-libdberetion
outstanding loens uvpto TK.50,000/C0 unier compromise
‘formula till 30th June,1981,
5, ° It hae nov been declded that the facility of

walver of interest umdex the ahove compremise formula

vwill bo available upto 30th Juno,1882. Bonks arejthorefore,

rcqucsted to bring thas to the notice of their constituents
go thst outsbanding cases, 1f any, may be Tinalised within

the stipulagted date.

Please acknawledqe reccipt,

-
’\/\/\A_’ \h)
HD BUZR' CH MEH:‘

Ko faithfuliy,
W

Pl TI 0.

Yl
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| L1ST OF DIDTRIOTS APTRCTID DY TLOOD SN15bh

.-_-.'v.i . LI N
8, § Neme -0f the { ' = '1 '"I. || H::o oi the g
ﬁg_._l ‘djetrict - . Oe strict
3, Bagerhat I8, Syihut
2. Bandarban £9, Tangail
3. Barguns 60, Thokurgaon
". B“i‘ll
5. Bhola
G. Bogra
7. Brahmanbaris District not effectod by f)oodd
¢, Chopoinababgon]
G, Chandpur 61. Chittagong Hill Traots
10, Chittogong 62, Joypurhat
11, chouzadanga 63, Yhogrochard
12. Conille 64. Panchagar.
173, Cox's Bazar
14, Dhaks
15. Dingpur.
16. Faridpur
17, Feni
18. Gaibendn
19. GaLiP\JJ‘

. 20. Gopalgon}
21. Nebigoen]
22, Jessore
23, Jamalpur
2l, Jbalkhati
25. Jhrinaidaha
26, Ehuloa
27. Kishoregon}
28, Kurigram

. 29, Kishtie
30, Lalmonirhat

ptexoacrtprrx

31, Laxmipur

32, Maderipur
33. Kagura

34, ¥pnikgon]
25. Beherpur
36. Mpulavidbazar

. -
39. ch. .
. ho. Narﬂ
“44, Rarayangon]
42. Narshindi
43, Hatore
LY, Netrokéna
45, Nifphamari
k€, NRoskhali
k7, Pabna
48, Patuskbali
Lg, Perojpur
50a Ra_‘,bari
51. Rajsnani
52. Rangpur
53, Sstkhire
Sl, Sharirtpur
55. Sherpur
55. Sirajgon}
7. Sunamgon]
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1,

IHAKA

{

VIAUEN) -

Savar
Dhemrai
Esranigon}
Nawabgonj
Dohar

vy

2,

NaKAYANGONJ

s JRT
" ® 9

Bandar

Araihagar .

Rupgonj’
Sonargnon

NARSINGDI

—h an .
ne -0 (Ve
» L]

—.as
7 B
- < L

Nurningdi
Ruipurg
Monohardi
Polash
Shihpur -
Belnubo

9.

4.

MANIXGONS

n
N -
-

"~ GAZIPUR

N tea s
Oww-3om
- L - L ]

Manikgonj
Singair
Saturia

Shivaleya . .

Harienpur .-

Ghior
Daulatpur

35,

ISR
oy
» L ]

Xepasia
re6pur
Kaliekair

TMUNSHIGONJ

N
2

Munshigonj

1.

LANGAIL.

27,

37.

Sedar
Dass il
Ghatail
Kalihnti

.Nagerpur

Gopalpur
Mirjapur
Madhupur
Shakhipur
Bhuapur
Dildus

8,

MYMERSINGH

40,

Fulpur
Halugghot
Bhaluke

¥TSHONEGONS

49,

» Karimgonj

Astagram
Nikle
Itna
Mitumor
Ketimdi

Kishoregon}

Hosseinpur
Kuliarchar

10, .

t. 7 NETROKONA

57.

e e e ——— e ——————— - —

Sadar
Purbadhslag
Durgspur
Dhubaurg
Kelmakenda
Berhatta
Mohangon j
Ltpara

- e———

58. Madan
59. Kendua

60. Khalisjury,

(f}‘
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11,. .’QAUAfEiH{ "'6% Sedar :
oube 2t 62, ..Sarishadars’
63, . Modsrgonj
64, Molandah -
65, . Devangon}
6.  Isluupur
o 6€7. Bokohigon)
e, SERPUR - 68, Bodar o
-Z 69, S8roobardd
70, Nolitebari
1. 'Nokhle
. T2, Jinaigett
13, RaJ 8HAHI ‘13, laghmara
T4, Drrpopur
, 15,  ficdugeri
14, SUNAMGONJ 6. Swumgond
. 7. Cl.atuk
. Duurubazer
79. Bisuvsmbarpur
BO. Junulgond
81, Dh#ueresha
82, Tuherpur
«83.- Dhirai”
B4. Jugunnathpur
. 85. 8ulle
15, FARIOPUR: - 86, Sndar
67. Bhengs
88. Boalmeri
B89. Nogarkanda
90, - ‘Salarpur
81, Alfedange . .
92, JModhukhali -
L .. 93. Charbhadrashan '’
16, [ - 94,. .Suger- - )
- 36. Duilodanga
. 97. Goalanda °
17. M DARTPUR '$8% HModaripur
4 99. Rejei .
100. Shibechar N "
. 101, Kulkini
182, GOPALGONJ 102: Sader
. 103. Moksedour
- - o 104, " Kashieni
" ‘.. 105,- Tongipace
106. Xotalipara
19, SARIATPUR . 107, Sudur (¥along)
o 108, Nuris T
106, Damudis’
110. Bhedergon]
111, Goshoiraat
112, Jejire
20, COMILLA 13. Chundinu
114, Debidwa:
115, Muradnuger
116, Vaudlirndi
117. Homnu vo 77
116, Sadar~"
-*1G,  Burichang
126 BrahuaonePoca.
129, Lakaam
122, 14~Gram
12%. Nungolcot
124, Barure,

.t @2 mgy.

“Ontd|¢.-P/3



“13i%

hand

128, 0
153: N
127. Métled ’

128, Hejigony
129, Shﬂ%ngZfi

(Saar
ainoner,

ri.hinandbaric
132. Ssroil
13%. Rusiunogar
174+ Rovinegur
135. Kasbe
1

R

;5, Akhaurs
1 . Onﬂ
138, Chagolnatya
139, Degonbhuiyan
140, Parashuram

141 Sonugesd

24, T SYCHET

142, Kotwali
143, Compenygon]
144, goinghat
145, Balagon]
146, Bishvanath
147, TFenohugonj
148, Golopgon}

149, Jaintopur

- 150, -Kansighat
151, Bianlbaezar ' .
152, Zekigponi

25, HABIGONJ

153, Habiggnj
154 Madhabpur
1;2. Chunarughat
.1 6 Bafniashang °
157: Nabigon}
158. Bahubsal
159. Lﬂkhﬂl

= 160, ond_
26, . MOULVIBAZEN 167, Moulvidazar

-162;.Rajnager ..
163+ Kulaurs

164 Sreemorgal ..

165. Kamalgonj
6 8

- 167:. Sadur
168; Saruha
169: Moniranm
170; Baghormra
171: Chowgaoha
172. Avaynaghr
173, Jhigxgcha
1744 Xashebpur

28, MagUk

L TR i e R

175. Soday |
176. Sreepur
177. Yehanmadpar
- 178, Selika- ...

29; 1T A4y

179. Sode.

180, Kotchendpur
181, Kcligonj
182. Mohoeshpur
183. Seilkupo
184. Harinokunda

30, HARAIL

185; Nerail
~ 186, Lohagore

B Kaln
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1 , 2 " 3

40, JOYPURHAT 252, Sadar
253, Khetlal
’54, Patchbivy

41, CHITTAGONG 254, Fatikohari
256, Hathagary

257, Howzan
258, Sitakunda

259. Patiya

260, Sandip

261, Marrersarai
262. - Chondannysy
42, NiATORE 26%, liatore

264, . Singra
265, Gurudespur
266, Baroigrem
267. . Lalpur.

43, NOAGAON 268, Menda

' 269, Atrei

270. Noagaon
271. Haninagar
272. Mohadebpur
273, Dhemurhat
274, - -Badalgachi
275, Patnitolsg

44, - KUSHTIA - ) 276, Sadar
.27, Khaksha
278, Kumarkhali
279, Mirpur

280, Bheramara
261, Daulatpur
45.- - CHUADANGA 282,  Chundenga
283, Alamdenga
284, Damurhuda
285, Jibannagar
16, MEHLRPUR .- 286, Meherpur

287, Gangni

Ty PABNA 284, Sadar
.289, Atgharia
290, Iswardi
291, Che tmabhar
292, Bhengura
293, Faridpur
294, Sattia
295, Bera

296, Sujanagar,

COntd. ocoP/s
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.49, TaRGPUR

297,

298,

299.

30C

301,

Sadar
Reiganj
Ullapare
8haha jedpur
Kasspur
Baikuochi

- Chauhali

Tarash
Kenarkhandes

f{otwall
Kaonin
Onngoohara
Mithepulkur
Pirgunj
Pirgaoha

. Badnrgnn)

50.

KUIIGRARM

WAL | W
— el o b —

Sodur
Chiimeri
Ulipur
Bhurmgnmari
Re jurhnt
FPulbaria
Roumarit
Rejibpur
Rageshvori

51¢°

‘GALIBANDA

52.

LALMONINHAT

. Sadur

Palnshbari
Gobindagon}
Sundargonj
Sadulopur
Pulchari

Mingata

Jadar
Aditmari
Zaligonj
Hetibandha

53.

NILPHAMARI

Sadar
Saidpur
Dimla

Jaldhekn
-Damawr
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' CREDIT
3080 . ‘BANGLADESH BANK , A
DEPARTMENT |, ¢
e HEAD ;;%c:zs \
" HONE 1 282031 Poyﬂ,i%c Y '
Daled lha..ﬂov....?.:.c} .. 1984,

te/ Ne. ACDLPOLY911/84= 71 £ J'

The Becretery,

Finance Division,
Ministry of Financoe,
Government of the People's
Roepublic of Bangladesh,
Bangladeash Secrotariat,
Dhaka,

Dear Sir,

EXE#PTION OF INTERES? INK YLOOD AFFECTED AREAS « DEFICIT
IN GOVERNF.SNT REVENUE BUDGET

Please refor to your Memo. Ko, FH/FD/INV-Z/INV-Q/BM-ZBB dated the Oth
Adugust, 1584 on the avove aubjoct. L

- -

» Latest stathcticn made. a'uilxblo to us by the banks indicate that =
i tota.‘l amount of Tk. 44,06 cvore my be involved on account of interest exsmpted

by the GovormonE in viov of tha -econt flood. Detailed position is given belov
. - ( Taka in grore )

Name of the N Loan disbu-sed Intoroutl Service ! Total int
. ‘banks chp I Aus ] BoAman I-Juto I Totalil @ 128 | charge [ est @ 16%
i I I 1 I Ialy 1
Sonali Bank 28.°7 11.62 0.23 37.23 7725 0.27 3.09 12,16
Janata Bank 15.3) §,05 0.20 0.02  19.31 2.32 0.77 3.09
Agropi Bank 1733 L. V.16 0.21 21.91 2.63 0.88 3.51
Rupali Bank 5.38 1.40 0.0k~ 0.08 6,70 . 0.8 0.27 1.07
Pubal{ Bank ~ 7.08 0.86 ©.01 0.01 7.32 0.22 0.32 1.23
Uttara Bank _0.73 _0.15 - - 0 0. 0.0 0.9
. 73,30 22.52 0064 37,55 135:01 1%.08 5.32 ERTE
BKB 130,40 10.37 0.39 0.21 141,37 16.96 5.65 22.62
205,70 32:89 1:92 2k 2k a0 NGk 5402

This estimate has been furni shed by the banks based on their total dis~
bursement for the crops in questi m. Banks are reported to have been coil:
{nformation from their field leve. vhich may take soms more time to complete

The estimate of Tk. 44,06 crore m.y, therefare, bes taken as provisional.

-l me
.- 28

Such loss of revenue to the “anks bes given rise to questions regarding

udjustmont/compannation for the s me as costs are involved in fund generation

and in lending operation of the h nks. In view of this, ve like to propose ths

C—Ontd....ﬂi.‘....d.
(rlease see Annex--X]

<

) ]



- ANNEXURE-IX

ACTIOR PLAN FOR RECOVIRY OF
AGRICULTURAL LOARS - 1085

Yor ere awsre that overdus. of agriculturrl loans haye reached gin
unsusrtairatle levol, Pecovury 8itustion has worsemed due to floods ydronghte
which necessitated reschoduling of loanm reprysant. VWith the recovery of

agr%uit'uml production and inzcxe, 4t has been decided by the Boverment to
‘launch recovery drive irmediately, The folloving metion plan to that end s
augﬁest;d for your ¢conaideration and implementation, You m&y make such
-lnpiovﬁu«nt on the actfen mlan as You may comalder apﬁfopriafiJi-
io  Turret for reccyery:

All tanks will fix up & target of collecting, vithip a period from
Jamary to Mareh, 1585, 80K of losne vieh will Boye becoms ovordus by

18t Tebruary,1985 (1peluding previsus overdues) of each hraneh,

11. R stes!

Farmers may bo allowved a rebate on service charge @ 2% 4f the whole
saouRt, of cues 18 repaid within the finsl due data of ropayment, Bimilerly,
8 rebste on pensl intersat.@ 2% may be allowed 1f overdue smount ia repaid
vithin 318t Kared , 1985 ar vithin the quarter of ita beecming overdue, whichever

is ‘”110“1.0

1if, Ipcontive to Stafe;

In order to provide incentive to the bank officig}l/!iold assistants,
8 proposal for introducing wonetary benefit for better recovery is being
worked out in Bangladesk Bank wvhich wvould be finalised 4n consultation with

Jou,

(contd...p/2) ~



ffii;fj"jg"f

!'a L’"t of E!ﬂ\ﬂt!l‘ﬁ,

List of defaultera By be regularly exchanged once » quarter between
bank branches within the Upnsile ore0inlly between BKD tranches end ecsrercd
bazk brunches of the respsctive eresd. Euch a 1igt should clso be given to ¢
Union Parishad and be displeyed {n local hats ond bagare, This will crente
bocial and paychologieal pressurs specinlly on big farmers/influentis) group
vho mxy te defaulting Prysentg of loans vilfully,

v. blieltys

) Fa‘oh bank should comaider printing leaflets /handouts apd distribute the
thrmqh” the brenches requesting the 1omaqt to repay their loans 4n time and
spuring thex of future loons 8t the time of their requirement, Eisilarly,
pudblicity could be mnde throngk besting of droas ia the local hats and bazars,
Guitable publieity throngh other mase media w11l be arronged Centrally by
Bangladesh Bapk scparately,

vi. Vis ure ® of fie of % {]

Sopior officers of the banks nbon}d visit the different branches and
hold meetings at Upaxila Yeve! for imspressing upon the bank/10co) edeinistrati
They should explain the iwportsnce of regular repaysont and its fmpact on the
credit operstion. IKseh branch abould be viaited by them in commection with
the recovery drive as often as is considered necessary,

¥ile Cyop loans to pop=faryers:

It bao been reported that a oomsiderably aeount of orop Yoano has been
granted to mon-farmers. Banks are ndvised to fdentify such fake borrowers
vith the help of Unior Agricelitural Assintemte /UACC, A11 puel; pon-f-reers
should be debarréd from all future lending unlesn the loans are repaid by

the=,

(contd...p/?)

0



viis, Renlisstion thpcuph certificnte cocep

Jttention of the banks s drawn to Lacratory, Cabinet Divinion's
recert eircular on certificate caces (copy encloasd). I am drawing tre
ottention of the Deputy Coorissionurs to this lotter with request to
take active inteorest ¢n bdoth recovery and dispossl o. ~ertificate cases.
The progress of dinposal of certificate cnmes an vell ar of recovery
sbhould be pureued by your officers with Upnzila Mrbahi CfMcers ond
ocennionslly vith Deputy Comminniences, The bocretary of the Listrict
Coxnittes io alaq being odvised to send regularly the progrens of disposel
of certificate cssen to the Chief Officer, Agricultursl Crodit Dopartrent,

Baggladeoah Bé.nk. figed Office, Dhsks each month.

Pleare sdviap your bresches asoordingly on priority besia,












Sonall Bank's instructions
- Translation of Annexure XI

Dated, 18-12-1984

Ref : Tnterest and service charge exemptiocn in flood affected areas.

" The authorities concerned have recently taken a decision to the .effect
that all branches should continmue applying interest on tleir loans (in-
‘cluding loans eligible for interest exemption). The interest portion
thus applied will be shown as income in the current financial years
profit and loss statement. But under no circumstances should interest and
service charge be collected from loanees eligible for interest exemption.
The interest portion of the loans will be shown as ."réc_e}ivable"
in the borrower's account until further instructions are sent from the
head office,

AGuM,
Rural credit division "

Wl



ANNEXURE ~ X11

oo BANGLADESH BANK

‘4
e ' AD OFFICH DEPARTMENT
-M.N LABANK POST BOX NO, 328 Contd..from Annexure-vII
¥, ONE 1 25203} DACCA-2.
Ddlld ‘h‘iuuru!ul'“i“ﬂ'lp

R 'N‘.ununnu-l-‘ 11 2 13

following nodalit;oa:-

1. The banks concarned should, as usual, charge their 4interest(even in the
cases of exemption) by debiting the respactive borrowers' accounts without »mxyx
collecting this part of 1ntereaqand treat it as income in preparing their
respective profit and losa accounts.

2. They showld; however, mlso prepare a statement of the intersst to be exempted
and debit the total amount, to be so exempted, to the Profit and Loss Appro-
priation kccount (cn account of Government's share of profit) and recredit
the respactive borrovers' accounts (to off=et the debit entry) as Government's
coatridution(exemption).

3¢« The nst amount of profit, to be eveilable, after payment of income tax and
the aforessid appropriation(contribution/exemption), payment of incentive

bonus to the employees and other minal appropristions, should be paid to

the Governzent as their share {n the profit. If the profit income of any bank

is pot onough to cover the total amount of exeazpted interest(which is unlikely).

the residual portion of the exampted interest should be carried over as a

susperse liability to the next Jear far adjusiment from Government's share of

profit in the above state! manner.

k. As regards Uttara Bank ard Pubali Bank Ltd. which bave now gone to the private
sector, the actual smount of interest to be exempted, should be reimbursed by
the Bangledesh Bank, by d<biting the same to Government sccount under authority
to be obtained froam ths Ministry of Finance,

If the above procedurs be adopted for adjustment of the exempted interust,

the operational resulta and the mccounts of the concerned banks, including Bangladeal

Bank, would remein straight an' unaffected. There would not be any need for interests

free refinancing by Bangladesh Bank, no loss of profit for the financing banks

concerned, no loss of incantive bonus for their employees, no loss of income tax

for the GoJ;rnment and 2180 no loss of income for the Bangladesh Bank,

Yo will appreciate Govermment's views/decision in this regard at an early
date. Concoerned banks are also being asked to offer their views in this regard.

Yours faithfully,

- . /)
! C:C).' 1\/%( {L'm"; L\L/‘f'"l’\-
( a1 Dddin Ahmed )
CHIEF OFFICER,



ANNBEXURE -XI17

REPARTMENY

4. BANGLADEH BANK

GLAB HEAD oI Fics
:Howg | .’:Z;, POST BOY 1/0. 828
DACO! -,
B/ Ko JCRLROLYION/B5e % & .32 Datew the . tay 2 2 1o gs,

The Joint Secretary,
Finance Divizion,
Ministry of Finance,
Government of the People's
Republic of Bangladesh,
Dhaoka.
Attention: Mr. “.. Abdus Sami, Section Officer

Deﬂr si!‘.

EXEMPTION OF IN 'EREST IN THE FLOOD AFFECTED AREA

Please refer to your letter No. @21NV-“/BKB-“Q/85-16} dated the 7th May,
1985 on the above subject.

The issue has further been exafiied and the modalities already suggested
vide our letter dated the 29th Novémb :r, 1984 appears to be appropriate and
rational. ’

There may be no denying that a csrtain percentage of the loans becomes bad.
In this context Governsent may consid:r that banks should bear portion of the
.exempted interest involved in such bai debt, But until passing of a considerable
period of time, say L/S years, it would not be possible to ascertain the extent
of bad debts in respedt of the loans o>n which one year's interest has been exempt ed

by the Government. The issue may be resolved in either of the following two ways:-

A.  Banks may go on adjusting the irterest as the amounts of loans in question
are realised i.e. adjustment wiil be made over a period of a few Yeare. Bad
debts will thus be left to the tanks to be dealt with, This procedure ,howevrr,
may not be feasible in view of the fact that it will create various complex:-
ties in cornection with maintenence of necessary records. Resides, bonke ma:

be reguisced to continue this arcuous job for years together.

Ba A certain per;;ntage mey be dedicted from the interest amount as provicicp
for bad debt and the rest may bi adjusted by the NCBs/BEB out of surplus
pro’it to be transferred to Govirnment. The percentage of such anticipated
bad debt may be determines in c:nsultation with the banks concerned. Sape
principle may be applied in cas¢ of Fubeli Bank Ltd. and Uttars Bank Ltg.
for mnkingmmiéburaemcntof exem ted interest. This appears to be the better

way.

Contd......2,
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Quéztionnaite
for
Bank Managers

Bank name and address Manager's name

Banker for years

Joined this branch in

PART-A
1. When was this branch set up ? Year Month
2.(a) When was the branch last
audited by external auditors ? Year Month
(b) Copy of audited Balance Sheet .
and P/L statement available ? Yes No
3. Net profit in : 1982-83 Tk.
1983-84 Tk.
1984-85 Tk.

4. Amount of Agricultural loans disbursed during :

982-~-83 983-84 1984-85

Boro
Aus
'g.Aman
’Jute
Livestock

h ] -l o en o
A.LJ. viiica o

Total

Amount of int-
erest due

Amount of int-
erest collected

Amount of int-
erest exempted.

Amount of princi-
pal rescheduled.'

Loan recovery }
rate (%)



5. How do you calculate your
rate of loan recovery ?

i) Historical basis
ii) Annual Basis

iii) Monthly basis

a) Recovery/Target
b) Recovery/Demand
c) Recovery/Outstanding

d) Recovery/Disbursement

6. Where any Boro, Aus, B.Aman Yes No
or jute loans for 1983-84
repaid partially/fully before
the announcement ?
7. If yes then :
(a) What was the amount repaid ? Tk.
(b) What steps have been taken
to refund the repaid amount
to the borrowers ?
(c) How much has been recredited Tk .
to the borrowers accounts to date?
8. (a) What was your accounting

procedure regarding this
interest exemption ?

(b) Was any instruction issued Yes
to the branches on how to
account for these exemptions ? -

(¢c) If yes, then when was it

received by the branch ? Date

No

W



PART~-B

1. How did you hear of the Television Radio
President's announcement

exempting interest and Client Telephonic message

rescheduling of agricul- from
tural loans taking by

farmers who were affected Telegraphic

by floods 1983-84 ? message from

Others (Please specify)

2.(a) When did you receive
the official instruction
from the head office ? Month Day Year

(b) In what form was the ins-
truction conveyed to you ?

Circular Telephonic
order

Telegram Telex

Spacial

Messenger

3. What form of interpretational
problems did you face with
regard to this official instruction?

- what was the exemption related to : principal/interest
- what date was it effective from ?

- what guideline were given regarding
loan rescheduling ?

- who were to be given this reljef?



date from which the branch was
fully conversant with the exact
intention of the President's
announcement ?

(a) Have there been such announcements
Yes
(b) If yes, when ?

(c) What was the occasion ?

(d)  Branch's views of the past
experience.

(a) Has the President's announcement
achieved it purpose in providing
relief to the borrowers ?

Elaborate :

Allowed production

in the past ?

No

Did not repay at all.
Repaid at a2 slower rate

No change in repayment
rate.

Yes No

levels to be maintained

Prevented distress
selling.

Saved from starvation

Others (Pl. specify)

i

Branch 's opinion on the effect
of this announcement on future
loan repayments

Will adversely affect
loan repayment.

Will not adversely
affect loan repayment.

K> effect.



7. What do you think are some of the
reasons for loan default ?

a)

b)

c)

8. Effect on bank's operations :

a) Financial

b) Administrative

c) Social

9, What are the alternatives tu such an
announcement to provide help to affected
borrowers ?

10. Since the announcement of interest exemption
and loan rescheduling has already been made,
what can now be done to improve loan recovery ?



ANNEXURE XV
Response of Branch Managers

The questionnaire wused to interview the branch managers iz in
Annexure XIV . Most of the branches had been established between
1962 to 1979 . The managers came from a mixed group . Some had
been bankers for over twelve years ( ten managers ) and soine for
five to eight years ( seven managers ). One of the managers had
beenn a banker for less than two years . Five managers had been
serving at their present branches at tne time of the annhouncement
of interest exemption . The table below indicates the velumne of
loans disbursed eligible for interest exaaption as a proportion
of total agricultural loans disbursed during the same period :

FY- 83/84
(Takas In millions)
Branch At Sonali BKB Pubali Rupali Janata
Arpara 2.18/6.7 0.32/4.5 - . .- 1.9/2.25
(31%) (7%) \ (84%)
Maguza 3.84/3.9 4.2/12.1 0.14/1.2 . - -
(98%) (35%) (12%)
Jessore - 6.1/25 - .- -
(247,)
Chachra - - - . - 1.7/1.96
(87%)
Qasimpur - - 0.32/0.8 - -
(40%)
Jhenaidah - 3.6/11.3  0.04/0.2 - -
(32%) (20%)
Manikganj - 1.5/17.7 0.02/0.7 - -
(8%) (3%)
Nalshuda - - 0.83/0.84 - -
(99%)
Tangail 4,2/4.7 0.1/4.5 w et -

(89%) (2%)

* No crop loans disbursed

B Lead bank in the area ; c-uld provide consolidated figures
of all banks cnly.

Total branches surveyed = 18

~~


http:0.83/0.84
http:1.7/1.96
http:1.9/2.25

Coments @

Some of the branches were less seriously affected by this program
because :-

~ they had disbursed less than normal loans that year eg.
Pubali in Magura

- they were semi-urban branches eg., BKB in Jessore which
normally provides mostly industrial and cattle purchase
Joans.

- they disbursed selected crop loans only , either as a
matter of policy or because the lead bank of the area
advised them to do so.

In two of the branches (Sonali/Magura & Pubali/Nalshuda) all of
the agricultural loans disbursed that year were eligible for
interest exemption .

Impact on loan recovery : This could not be compared because
the method of calculation varies. from institution to institution
and sometimes even within branches of the same institution . The
next section brings this into focus . The following table shows
the loan recovery rates of the last two years of the branches
surveyed .

Branch At Sonali ‘BKB Pubali Rupali Janata
83 84 83 8 83 8 83 8 B3 84
Arpara 25 20 46 78 - - 20 05
Magura 40 3 33 70 12 06 - -
Jessore NA 32 32 44 - - -
Chachra - - - - 30 10
Qasimpur - - 31 07 - -
Jhenaidah - 2 61 33 17 - -
Manikganj - 42 79 40 15 - -
Naldhuda - - 31 20 - -
Tangail NA 24 28 NA 177 09 -

Loan recovery rates of all the branches show a declining trend
except in BKB's case , but BKB has a unique method of calculation
where loan repayment is matched against an arbitrarily set
targeted figure .



Calculating the Rate of Loan Recovery The table below
reveals how different branches of the same financial institution
calculate their rate of loan recovery.

Bank At Criteria Basis
Sonali Tangail Recovery / Disbursement Anrual/Monthly
Arpara Recovery / Demand Annual/Monthly
BKB All 6 br. Recovery / Target Annual
Pubali  Manikganj Recovery / Outstanding Annual
Nolshu' i Cuii Recovery / Cum Demand
Tangail ~Same-
Magura Recovery / Disbursement
Qas impur Recovery / Disbursement
Jessore -Same-
Jhenaidah Recovery / Outstanding Annual/Monthly
Rupali Tangail Recovery / Demand Annual/Historic
i~ Janata Arpara Recovery / Disbursement  Anrwal/Monthly
Chachra Cum Recovery/Cum Outstanding

."BKB was the only bank to show consistency within the system . Our
-.immediate impression after discussion with the World Bank and RFP
- rescarchers was that the loan recovery rate provided to us would
at best be cumilative in nature . The bank managers revealed that
this was not so except where it is defined specifically as such .
All other calculations were based on disbursements during that
particular reported year or loans that fell due during the year
‘and 80 on . This could be a reason why the recovery rate shows a
decline . But then their method of calculating recovery rate is
unique within the financial sector and therefore does not lend
itself to comparision with other institutions .

Loans Repaid with Interest Before / After the Announcement :

Sonali & Rupali =~ the managers could recall no such borrower.
However the Rupali manager said that there may be a stray case or
two.

BKB - of the six managers interviewed five said '‘none' to this
quastion and one replied that he did not know . We found two
borrowers who had repaid with interest their eligble loans . This
was then pointed out to the manager wiw assured us that the
interest portion would x: refunded . He added that notices had
already been issued to the eligible borrowers asking them to
collect the excess amount that they nad repaid . But it was from
us that the borrowers actually learnt that they had repaid more
than they should have .



Pubali =~ one manager raplied in the affirmative but did not
elaborate about how many borrowers ware involved . The excess
repayment amnounted to Tk.2252/- and to dete no steps had been
taken to refund the amount to the borrowers .

Janata - both managers replied that they had borrowers who had
repaid with interest before the announcement and after the
announcement as well . N refunds had been nade to the twenty
borrowers involved . One of the managers remarked that as none of
the borrowers had come forward to claim a refund , the question
of refunding does not merit discussion !

Tt ceems that those borrowers who have made partial payments of
their loans arc at an advantage because of burcaucratic foulups.
Their interest portion would be adjusted when they come in to
to make future repayments . It is only the good borrower who will
be penalised for having made full ami pronpt repayments !

Instructions from the Head Office : All of the Sonali and BKB
managers who had been interviewed had received instructions from
-their head office . BKB's instructions required that each
borrower be informed of the amount owed to the bank, indicating
..also the interest component, by means of a written notice. None
of the managers could recall having informed the borrowers thru a
- written notice but they did remember receiving the notice from
the head office . BKB borrowers confirmed this situation . One
Pubali manager recalled getting some kind of instruction but the
head office gave the impression that none had been sent out .
Except Sonali , whose instructions arrived at the branches
between November 1lth and December 18th , 1984 all other
branches received their instructions from their respective head
offices in the month of August 1984 .

The Announcement : The first time the branch managers heard of
the interest exemption was -

# of managers
Radio 10
T.V & Radio 6
President Ershad 1
Hearsay 1
Total - 15

The manager who replied "hearsay" was at the head office at the
time of the announcement . One manager was posted at Arpara in
Shalikha upazila and was personally present to hear the President
make the interest exemption announcement .



The official order was received in the form of a 3~
¢ of Manngers

Head Office Circular 16
Telegram then Circular 1
Letter 1
Total 13

The Circular - Problems of Interpretation : The President made
the interest exemption announcement on July 02, 1984, The
circulars were received by the branch managers between Aug. 13th
and Dec. 13th, 1984, 'The circular which repeated ad verbatim
the B.Banlt circular created numerous problems for the branches.

Some of these problems were -
- what date was the exemption valid from ?
- did their branch fall within the affected area ?
- who were eligible for this relief ?
- what were the guidelines for rescheduling ?
- what was to be the accounting procedure for the exemptions ?

Some of the managers sought clarification by telephioning their
~zonal / head offices . None was irmediately forthcouing . The
clarification did finally arrive but meanwhile borrowers
continuad to pressure the managers for the exemption . In the
absence of specific instruction , the managers were forced to use
their best judgement . Onec of them refused to provide any
exemption . lle said that during that particular year the area
within his jurisdiction was affected by a drought and his
borrowers were complaining that tnere was insufficient water to
ret their jute ! However, after the announceament borrowers did
meet him and asked to be exampted from paying interest . He then
pointed out to the borrowers that tneir area was not affected in
any way. They accepted his ruling . He was , nowever , concerned
that in the adjoining village , which fell within the
jurisdiction of another bank , 1interest may be exempted although
that village too was a drought affected one .It was much later
that he reccived the circular stating the land-mortgage areas and
foumd that he was witnin a 'severely affected' region . Uithin
Magura upazila itself there were parts which were not affected
but borrowers continued to claim exemptions along witiv non=-SACP
loances. Some wanted to lmow if interest for the 1983-84 ITAP
loans were also forgiven .



Some managers who did wot receive any instruction from their head
office on how to account for the exempted interest did not bother
to calculate the interest amount at all . In one case a manager
was afraid to collect any interest though the exempted period is
over = he was concerned about the borrowers making a fuss about
it . Another was not clear whether the exemption was valid during
the rescheduled period or not . Two of them were still not clear
about the exact intent of the announcement and what they should
have dene about it .

Most managers felt that production levels were not maintained due
to a diversion of funds . They added that the land-mortgage loans
helped the borrowers morc by preventing distress selling . Two of
the managers ramarked that the announcement had had no impact on
the borrowers attitudes towards loan repayment . This seemed
probable because :-

- due to the flood ,the borrower would default on their
loan. anyway and for the institution there was the adoed
problem of calculating which borrower got how much exemption

- the borrowers were not aware of the exact benmefit , in
financial terms , that they were getting and therefore were
somewhat indifferent to the program.

- it is difficult for the subsistence farmer to feel the
impact of relief granted in an implicit manner .

" Impact on Future loan Recoveries : Eight of the munagers were of
the opinion that the program would adversely affect future loan
- recoveries . Five expected it to improve and four felt that it
would have no effect . The group of managers who fear an adverse
impact think that psychologically the borrower will expect and
hope that the exemption will occur again. So why make any
repayment ? Indeed some borrowers did respond to our questions
with the hope that the interest on the rescheduled loans will
also be forgiven if it has not already been done so . Reasons for
loan default , according to the managers , include :-

- poverty ; as directly related to crop failures and
laiural caranities.,

low selling price of cash crops

wilful default by indisciplined borrcwers who are under
the  influence of the village ‘mattabar’ or
*mohajan'(village leader).

disbursement of loans without proper credit analysis
lack of proper loan supervision.

misutilization of loans.

illiteracy



Effects on Bank Operations : The consensus among the managers wag
that the interest exemcption announcement would -

impose liquidity constraints

cause losg of income

result in loans being ultimately written off and the
loss will be borne by the bank

create accounting problems.

lead some borrowers to feel that their disaster relief
was being channeled thru banks and raise unwanted
expectations

cause confusion in the borrowers mind ; as some made
rueries as to vhether the ITAP loan interest had also
been exempted .

‘The Burden & Some Altermatives : The managers views were to the
effect that -

the Ministry of Relief & Rehabilitation has sufficient
funds and should foot the bill S

an external agency could channel the funds to them thru
the government

as it was a decision taken solely by the government they
should bear its costs.

government machinery should be activated fully to
recover loans particularly from chronic defaulters who
have the means to repay including issue of body
warrants

restructure loan disbursement procedures

permanent field officers should be hired

moral persuasion along with widc publicity

form a separate cell in the banks to deal with recoveries

exempt the *84 SACP loans altogether

extension of time to readjust the loans.



Questionnaire for Borrowers

Name : Bank name t
Address Address
Part A

1. How did the floods of 1984 affect your crops ?
Total loss ~
Partial loss -

Crop name -

2. How did the floods of 1984 affect your livestock and your

house ?
Loss of cattle (No.)
Loss of poultry(no.)
Partial/total damage to dwelling - Tk,
3. (a) Do you know that the President has exempted you from

repaying the interest and has ordered rescheduling of
any loans taken for Boro/Aus/B.Amai./Jute in 1983-p4 ?

Yes

No

———

(b) If yes, when did you hear of it ?

(c) Source : News paper Radio
Television President himself
Hearsay Bank official
Any other

4. (a)Have you repaid any of the agriculturci loans taken in 1983-84
whose interest has been exempted by the President ?

Yes

——

No



(b) 1f yes, when did you make the repaymant ?

for waat amount Tk, (break up into interest and
principal, if possible).

a) Will you be able to repay the principal amount for the
1983-84 rescheduied loans ?

Yes

———

No

sttt

b) If no, elaborate why not

Why do you think such an announcement was made ?

In future if there is a natural disaster in your area or locality,
will you hesitate in repaying the interest on your agricultural
loans hoping that a similar exemption will be provided to you ?

Yes

No

Is this the best form of assistance that could have been given
to you ?

Yes

—_—

No



10.

11.

12.

¥hat other way could you have been given help to overcome
such a natural disaster ?

a) Do you know of anyone who had partially/fully repaid his
loan before the announcement ?
Yes

No
b) 1f yes, was he reimbursed ?

Yes

Ko

———

c) If no, what should he do now ?

Do you know of anyone who did not deserve interest forgiveness
or loan rescheduling but has benefited from this announcement ?

Yes

No

Since interest exemption applies only to banks, in future will
you try to borrow from the banks ? (less from relatives)

More

Less

Same amount



Part B

1.

(a) Since when have you been borrowing from formal
financial institutions ?

Date

st o ettt

(b) Since when have you been borrowing trom thisg bank ?

Date

- —————— s,

How much have you borrowed from this bank in

Years Borrowed

Repaid so far bue

Remarks

19€1-82

1982-83

19e3--84

1984-85

Total

a) Are you able to repay the loans taken so far ?

Yes

No

———n.

b) If yes, when do you intend to clear your oldest dues ?

Date

c) 1If no, please explain why you will not be ablg,to

repay them.

Do you borrow from friends/neighbours/relatives/others ?

Yes

No

———
————



5'

1f yes, how much have you borrowed so far and how much extra
daid you have to repay ?

(break-up year-wise/crop-wise, if necesssry)

Year Crop source How much Paid back remarks
a) How much land do you own ?
b) How much lané do you sharecrop in ?

Do you own any livestock ?

2) Do you have any other source of regutars income

Yes

No

(number)

-,

3

b) 1If yes, please elaborate indicating annual amounts
received.

Tk

How much crop (in maunds) do you harvest in a good year ?

From own land.

From share-

crorped

lanz

Food grain

Jute

Others

Total

N
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FIELD LEVEL FINDINGS - THE BORROVIERS

THE LARGL FARMERS :

Water-logged - 3

River-{floodecd - 3

All farmers in this category were aware of the announcenent.
They had heard of it from multiple sources.

Five out of six farmers had suffered from total loss of their
crops last year.

Most crops were eligible for interest exemption.
Five had not repaia their rescheduled loan.

Only one had made a partial payment

Other problems included

a)
b)
c)
d)

e)

a)
b)

c)

a)

b)

Low price of jute - common to both groups.

Crop tailure.

High production costs (pesticides,fertilizers,oil fnr STﬁ).
Diversion of loans,

Liquidity cris:is.

All believe the announcement was made to assist them overcome
the distress. But none expected that loans would be forgiven
every time.

When asked what was the best way to help them in times of
distress the river--floodeo farmers wanted cash or loan-related

relief in the form of

Interest free Jloans
Forgiveness of principal

Fresh loane with interest

Farmere of water-logged areas wanted

Total interest exemption

Fair prices for jute, fexrtilizers and pesticides.



Since the sample sirxe was small the borrowers inclination for
future borrowing wes not clearly established. About half ot
them ( 3 borrowers) did not want to borrow any more from banks.
They consider their debt to be an added hassle they could do
without (interest celculations, bank notices). All farmers
except one has been borrowing from financial institutions for
over 2 years. Median of amount borrowed in river-flooded araa
is much higher than that of water-logged areas (Tk.43331/- as
opposed to Tk.1500/-) because of their irrigation loans (the
average amount of 1rrigation loans is Tk.B0VU0O/- to 1k.10,000/-).
We found no DWW wr S0 an the woter logged areas. Only o few
harnd pumps were available.

Twc farmers from each region - Four out of six borrowers
interviewed have made no repayments on their loans. Their
rescheduled loan as well atc previous loans are overdue and,
therefore, are chronic defaulters.

Informal market borrowing was not very common among the large
farmers at least during the last three years. Only one farmer
from each region spoke of borrowing from neighbours. One borrower
would return in cash at 10% interest per annum. The other had
borrowed for consumption needs in cash and kind (rice) and was
expected to repay it in a like manner.

Alternate source of income :

All the three farmers had alternate sources of income in river-
flonded areas and one farmer sharecropped. None share-cropped

in water-loggecd areas. They owned livestock and land wags their
only source of income. Alternate sources of income in river-
flooded areas included running of a rice mill, selling of produce,
etc. Farmers in river-flooded areas were economicallv better off
and alsc appeared less worried about their personal financial
conditions.



MEDIUM FARMERS

Water-logged aroa - 33
River-flooded aren - 12

Extent of loss :

Crogs :

28/32 borrowers from water-loqged areas and 9/12 borrowers from
river-flooded areas suffered total demage to their crops. The
others had partial damage, and were all eligible for interest
exemption,

Livestock, poultryv and property

( Number of borrowers )

Eﬂlffﬁffﬁ. Poultry Property
Rater-logged area - 11 1 10
River-flcooded area - 2 ’ 0 1

bamage was much greater in water-logged areas, and median of
p. -perty repair costs was at Tk.2700/-.

Were they aware of the announcement ?

ng §» 1 unaware
Water-logged - 28 5 6
River-flooded - 10 2 17

Most farmers were aware of the announcement and had heard it at

Time of Recently Don't

announcement rerember
Water-~logged 26 0 2
River-flooded 9 0 1
Their sources were

Hearsay Media President Bank *Multiple

(Radio) sources

Water-logged - 14 4 4 3 1
River-flocded - 1 3 0 0 6

* media + bank, media + hearsay.

Most borrowers in both regions were aware of the announcement. The
majority in water-logged areas (14) had heard from hearsay. Four
borrowers had come to the Fresidential meeting at Salikha. Others
said they had wanted to comc but were unable to do sc because of

the distance (their village was 8 miles from Arpara). Borrowers of
BKB (Rupdiya) saiad thelr manager had refused to exempt any interest
on their crop loans. We would have liked the manager's views on this

AN



matter, but he was unavailable at his office, end could not be
interviewed. Borrowers dared not pursue the matter, as they were
unable to repay their loans. & borrower who was unaware of the exemp-
tion announcement in the water-logged area gaid he often came to the
bank, but the bankers had never informed him of it - Bonali/Arpara.

Repayment of the rescheduled loan

Had they repaid it ?

Yer No In full Partiallv
Water-logged - 3 30 l 1
River-flooded - 2 10 1 1

Of those who had repaid their reschedul i1 loans

A Sonali borrower did not get & bank receipt on repayment of his
loan. He claimed he had palid with interest, and had taken a crop
loan, bought a cow, sold the cow to repay the loan.

A BKB borrower said he had repaid (probably with interest) in Novem-
ber 1984 and remarked,"if they don't exempt the interest, what can
I do" ?

Number of borrowers aware of how much they cwed the hank

Knows P&J Kniows 1 Knows only P Don't know

River-flcoded 6 6
water-logged 1 2 27

One borrswer in Tangail thought his interest rate was 13%. None of
the borrowers knew the interest component of their loars.

In the water-logged area, the majority cof the borrowers did not know
what the amount of their total loans taken so far ware.

Are thev able te repay the rescheduled loan ?

Yes No Have repaid Don't know
Water-logged - 5 25 3 (2 fully, 1 partially)
River-flooded - 3 5 2 (1 fully, 1 partially) 2

-~

1a the water-loggad area 2 borrowers repaid their loans with interest.
Those who cculd repay in the near future said
° they could pay in instalments after the aman harvest

° could repay only the principal amount
° wanted the loan rescheduled.



In other words they need more time.
Those unable to repay, said their problems included

Water-logged srea :

e low price of jute

° "other" loans (informal market loans)

° crop failure this year - loss of aman due to drought,aus
due to pecte,

liquidity shortage.

River-flooded area

low price of jute

° crop failure due to pests

° consumption needs, distress selling of trees and livestcck due
to liquidity shortage.

All farmers had been affected by the price of jute this year, and
suffered from liquidity shortage. They complained of food shortage
at home, and of bad crops this vear. The water-logged area farmers
were more badly affected. - .

Why was the announcement made ?

Relief Don't know
Water-logged - 23 10
River-fliooded ) - 9 3

Of those saying they didn't know why the aniouncement was made, one of
them remarked, "we are illiterate, how are we to know ¥halis in the
President's .aind " ?

Did it help ?

Yes ﬂg Don't know
Water-logoed - 26 4 3
River-flooded - 7 5

One of the borrowers (water-logged) saying "no" claimed he had got
no exemption, having repaid his loan with interest, and receiving
nc receipt for the pavment.

Will they expect another such announcement in future ?

es No bon't know
Water-logged - 2 26 5
River-flooded - , 0 1z -

Two borrowers will expect another announcement of forgiveness when
there is a natural disaster, and another Lorrower said, "it would be
@ ¢good thing if they forgave interest everytime".



The best way to help the distressed borrowe:s '

Fresh loans/ Total Further/Total
rescheduled forgiveness exemption of
old loans (r + 1) interest
Water-logged 5 15 3
River -flouded 2 3 2
Alternate source of Relief in Fair price
income (employment) kind
Water-logged 0 1 8

Kiver-f looded

[
o
o

Interest-free Don't know This is enough
loans
Water-logged 0 1 5
River-flooded 1 0 0

45%» of the borrowers in water logged areas wanted a total forgiveness
of their loans, 24% wanted fair prices {(decrease in the prices of
fartilizers and pesticides, increase in price of jute;. It is our
observaticn that berrowers here were unable to repay their loans, they
lack the capacity to do so. None wanted cash relief,.

None of the borrowers recalled of knowing anyone who hagd repaid his
el.gible loan with interest.

Asked if any borrc.er known to him was unaffected by flood and yet got an
interest exemption

Yes Ng
Water-logged - 1 32
River-flooded - o 12

One of the water-logged farmers recalled a man in his village (Jessore
district) who had not suffered because of the tlood. However, this man
was not a bank borrower. A borrower from Manikganj said none in his
village were aware of the interest exemption,

Future borrowing trends

Mcre Less No more Same amount Don't know
Water-logged 2 3 24 1 3
River-flooded 4 3 2 1 2

o
-
—



* owes rescheduled loan + previous and/or subsequent loans.
** has repaid rescheduled loan, owes previous or subsequent loan,

One of the borrowers in the river-floode® area had repaid "fully"
with interest his share of a joint loan.

All borrowers were saware that their period ot exemption was over

in the water-logged area. They spoke of diversion of loana (raceived
ITAP loan when there was no time to cultivate it, sc he used it to
buy cattle). One borrower expects to sell land to repay.

Ability trn repav

-~.—~-.————J e T )

Can repay Cannot repay Don't rnow
Water-Iloagec - 17 14 1
River -flooded - E 3

A water ‘logged farmer had repaid in full all his debts, claims having
repzid with interest. However. it is not clear whether this is so, since
he spoke once of repaying “after aman, if God wills" and then again that
he did not owe the bank any mcney.

Those ‘ho were unable to repay any of their loans tpoke of :

e crop failure

° high production costs

° lew price of jute

° distress selling of fruit trees

° food shortage, death of livestock

° liquidity shortage due to lack of zlternace source of jincome.

Both groups were suffering from liguidity shortage, and were affected
by the price of jute. A water logged borrower was angry - " do we pay
the bank or the hired help ? Market prices are lower than production
costs". He was referring toc jute prices.

Those who could repay needed more time (rescheduling of loans) and could
only repay in instalments. This was a common sentiment in both regions.
Scae borrewers said they would never be able to fully repay their loans,
and some wanted their loans tc be forgiven.

Informal market borrowing (last 3 years )

Yes No
Water-logced - 20 13
River-£looded - 7 5
Source : Friend Relative *Multiple  **Other
Water-logged - 3 13 4
River-flooded - 2 4 1

* relative and friend ,
** money lender,etc. W



Farmers in water-logged areas did not want to borrow any more from
banks (73%). Bowe comments made by them wers ;

"The more you borrow the more complicated is the calculation”.
"It (the debt) is like a burden cof sin - if my crop is good this

year, I will not borrow any more".

Some farmers in both region s who wanted to borrow less worried
about repaymenl of current loarns and wished jute prices were more
favourable.

Those who wanted mecre loancs needed it for the purchase of livestock.
This waz common in both areas. Some borrowers in river-flooded areas

needed more lcans for consumption purposes.

Has beern financial institution borrowers for

1 - under 2 yrs. 2-under 3yrs. 3-under 4 yrs. More than

4 years.
Water-logged - 8 14 4 5
River-flooded -~ 3 1 1 7

Water-logged area has a large proportion of new borrowers who borrowed
for the first time in 1983-84, mostly from BKB and Sonali, hrpara.
They felt they had needed the loan because of crop failure in 1983.
Two borrowers coulé not recall how long they had been borrowina for.

River-flooded arza had borrowers some of whom began borrowing with
the inception of ADBP (BKB) in 1962. Another claimed he had been
borrowing since "British period".

Most loans in river-flooded area were taken for cattle purchase. The
water-logged area had a large number of land-mortgage loanees.

The debt Owes
No payments rescheduled Resche- *only
at_all loan only duled + others
others
Water-logged 20 15 5
Partial payment
12 5 7
No repayments Oves **x rescheduled
rescheduled + others
loan cnly
River--flooded 6 3 3
bPartial payment
5 3 2 (only oti

Full repayment (no debt) 1 Ay



Secured Borrowed Borrowed Ret.in Ret. Ret . wit})

once multiple kind w/int  out int,

. _ times in cash in cash
Water-logged 0 17 3 1 2 it
River f{looded q 5 2 v 0 7

High proportion of informal mar.et borrowing

° €1% in water logged and
° 58% in river-flooded areac,

Sources were mostly relatives {(cousin, son-in~-law) where repayment was
in cash, interest-free but some were secured (lard). Some water-logged
borrowers tcok loans from village money-lenders (10% interest per month)
while an acgquantance charged 60% per year.

These loancs were taken because of

° insufficiency/absence/delay of pank loans, absence may be due to

earlier default on loans,

served immeciate needs of borrowers (consumption,; weddings,
investment such as purchase of land).

One borrewer takes money from the informal market regularly.

Financial position of farmer

Owns livestock Has alternate Share-
source of income crops in
Water-logged - 22 € 18
River-flooded - 10 8 4

Alternate sources of income had a median (office job, sale of produce)
of Tk.6000.00 per year in water logged areas and Tk 4158.00 per year
in river-flooded areas (source - pension, money sent by children).

VWater-logged River-flooded

Madiar of formal market lcans/time 2475/~ 2052/~
Median of informal market lcans/time 2000/~ 2000/~

Both groups split their monetary demands betweer. the two markets often
in almost equal proportions.

i:\
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THE BEMALL FARMERS

Water logged area - 34
River flooded area - 20
Total damage Partial damage
Water logged - 30 4q
River flooded - N3] 2

All crops damaged in water-logged areas were eligible for exemption,
2 farmers in river flooded area also had crops partially damaged
that were nct eligible for exemption.

Number of borrowers losinag

Livestochk Poultry Property Median of
repair cost

Water-logged 1
River flooded

1 10 2500/~
3 7 1285/~

~ o

Four borrowers in water-logged areas had their houses as well as live~
stock damaged.

Were they aware of the announcement ?

Yes No % unaware
Water logged - 29 5 15
River flooded - 16 4 20
Some borrowers (slichtly smaller 3 in water-logged area) were
unaware of the announcement.
Source

Hearsay Media President Bank *Multiple

{only) (only) source
Water-lougged 14 4 9 2 . 0
River-flooded 5 0] 0 2 g

* radio, hearsay, bank employee.

The water logged borrowers of Salikha had come to see the President
when he made the announcement of forgiveness in S€:likha. Many other
borrowers had wanted to come, but could not do so due to the distance.

When did thev hear of the announcement ?

Time of Recently Don't remember
announcement

Water-logged
River-flooded

Lol (N ]
oW
W
w
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Have they repaid their rescheduled loan ?

Yer No Don't remamber
Water-logged 2 32 0
River-flooded 6 12 °

-

Are they able to repay 7

Yes No Don't know
Water-loaged - 3 30 1
River-flooded - Y 6 3

Of the 3 berrowers of water-logged areas wheo said they were able to
repay ¢ had already repaid their rescheduled loans. One repaid with
interest from money obtained from the sale of two cows.

In th» river-flooded areas, of the tarmers who said "yes",

® three had repaid partially,

° one had repaid his share of a joint loan (with interest,he claimed),
® one borrower claimed he had already repaié his rescheduled loan
with monev from the sale of a fruit tree. He repaid his loan with
interest tc his village leader so that he could repay to the bank.
The money hacs not been heard of ever since, nor does the bank have
any record of the pavment.

Both areas had borrowers who claimed having repaid with interest
within the exempted period.

Problems included (due to which they are defaulting)

° crop failure (aman damaged) - both areas,
° lequidity shortage - common to both,
e consumption needs - common to both areas,

° low price of jute,
high production costs (pesticide, fertilizers) - common to both.

A water-logged borrower thought money from the sale of aman will go
into consumption. and cannot be used for repayment of loan. Others
complained of loss of livestock. A very common complaint in water-
logged areas was that of food shortage . Other farmers here
;Ezévzhey had nothing lefr to sell. Crop failure and loss due to flood
were repeated over and over again.

Why was the anncuncement made ?

Relief Don't know
Water-logged - 29 10

River-flooded - 16 4
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A water-logged furmer said, 'how can I tell what is actually in
the President's mind" ?

Did 1t help ?

Yes No Don't knqi
Water-logyed 3 24 7
River-flooded 10 2 2

Majority of water logged farmers said the exemption did not help them.

A borrower remarked, “when in distress, my bank loan i1s the last thing
in my mind". Alsc, "no use exempting interest, can't repay the loan
anyway". "We don't want arn exemption; ancg we don't want a4 “lood®.

Best. way tc helr distrecsed borrower

Cash Fresh Timely receipt Total interest

relief loans of loans forgiveness
Water~logged 0] 1 1 4
River-florAiagd 17 4 2

Total 1loan Fair Relief Rescheduling Don't

forgiveress prices in of loans know
kind
Water-logged 13 1 2 1 3
River-<looded 1 1 1

There is a marked difference here. The water logged farmers want a

loan forgiveness, the river flooded borrowers want cash relief when .
in distress (they also want fresh loans which indicates their demand
for cash). Both arezs had farmers who wanted a total waiver of interest.
Cash relief was needed for cattle and rehabilitation.

Twc borrowers in river-flooded areas knew of other farmers who had got
an interest exemption but had not really needed it.

Future borrowing trends

More Loce N2 more  Same amount Don't know
Water-loaged 5 3 26

River-flooded 8 4 6 1 1

The water-logged borrowers - somz wanted more loans so that

° they coulé repay their "other loans" .
© The river-flooded borrowers needed money for farming and for
cattle purchase.

® Others felt they must borrow in order to survive, and a large
portion of them in both areas consider their debt to be a “burden".

. Ty
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Repayment habits

owes * ower
LR
Repayment so far No repayments Rescheduled Reacheduled
1 other loans only others
29 oan.
f 2
Water-logged Partial repayment 1; 11 ;
5
Full repayment - ] (so0ld cow to repay loan)
River-flooding - No repayment owes resche-  Rescheduled Only other
dulesd only. 4+ other
10 7 2 )}
Partial
repayment
9 7 1 1

Full repayment - 1 (sold cow to repay lecan).

*Rescheduled + previous cr subsequent loan, ** only previoas or subc.lzan,
Very poor repayment trends. 85% of the water, and 50% of the river

flooded borrowers have defaulted. The majority in the river flooded

areas owe their rescheduled loan only. Borrowers spore of

° diversion of loans (tock a potato loan, got it too late,
rlated boro or cattle loans used for consumption - very common).

° bribegx

repayments by "adjustment" (in both areas)

Most river-flooded borrowers had taken loans for livestock, consump-
tion, crops and irrigation.

Can they repay ?

Yes No Don't know
Water-logged - 9 24 1
River flooded - 14 5 1

71% of water -logged borrowers are unable to repay. The majority (70%)
of river-flooded borrowers remarked that they could repuy. Howevar,
they needed time. They would like

° their loan partially and

° their interest fully exempted.

Their common probLlems included

liquidity crisis - need money for consumption
° low jute price
° distress selling of livestock

Water-logged farmers spoke of

° large proportion of informal market loans which had to be paid
off first o™

e death of livestock
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Has been borrowing from financial institutions for :

°16 - under 2 yrs. 2-under 3 yrs. 3-under 4 yrs. Over 4 yr
Water-logged 13 7 5 9
River-flooded 2 5 6 7

Most of the river-flooded borrowers have been taking loans for a long
time. One recalled beaginning with ADBP in Pakistan.

Informal Market loans @ (last 3 years)
Source . .o
Yes No Relative Friend Other Multiple
sources
Water-loaged 20 14 14 4 2 2
River-flooded 9 11 5 1 2 1
Multiple Ret.in Secured Ret.in Ret.in cash
time. kind cash and kind
with int. without
interest
Water-logged 2 0 1 3 15 2
River - flooded 3 1 2 .0 8 0

* "Mahajan", charging 10% month interest,or neighbour
** friendé and relative

59% of the water-logged farmers and 45% of the river flooded farmers
borrow from the informal market. Both groups borrow most often from
relatives (brother, father-in-law, daughter). 23/29 or 79% of the
loans are interest free.

Median of loan (taken at a time)

Formal loan Informal loan
Water-logged - 2133/~ 600/-
River-flooded - 3000/- 2000/-

Amount of loan taken by the water-logged farmer is much less than that
of river-flooded farmer.

Water-logged farmer borrows

° when bank lcan is insufficient/absent

° short-term liquidity shortage

River-floonded farmer borrows

° for counsumpition

cultivation

Both groups complain that bank loans are insufficient. ~()L



Finuncin) status of farmer

owns livestock sharecrops in has alt.source

of income
Water-logged 14 18 2
River-fiooded 12 13 15

Twe river flooded and one water-logged farmers who sharecrop in are
landless. Alternate sources of income include practice of Ayurvedac
medicine in water-logged and ownership of grocery store, taxi driving,
daily laborer, mechanic of decp tubewell, ferry man, small trading,
rickshaw pulling in river-flooded arcas.



ANNEXURE - XiX

THE BRANCH MANAGERS INTERVIEWED :

Name District Upnzila Bank/Branch
Mr., M.A.Amin Magura Salikha BKB/Arpara
Mr. Y. Miah Janata/Arpara
Mr.A.Rahman Sonali/Arpara
Mr.M.n.Rashid Manikganj Manikaganj BKB/Manikgans
Mr. A. Sufian Pubali/Manikgani
Mr.L.Rahman Tangail Tangail BKB/Tangail
Mr.M.S.Islam Pubali/Tangail
Mr. H. Talukder Rupali/Tangail
Mr.N.Amin Sonali/Tangail
Mr. Zz.Hussain Pubali/Nalshuda
Mr. M.N.Alij Jessore Jessore Pubali /Kashempur
Mr. S.M.Ali Janata/Chachra
Mr. M.A.Shatbir BKB/Jessore
Mr.M.R.Mollah Jhenidah Jhenidah BKB/Jheniaah
Mr. M. Qutubudd.n Pubali/Jhenidah
Mr. S.Hussain Magura Magura BKB/Magura
Mr. C.A.Harnnan Sonali/Magura
Hr. A.Islam Pupali/Maqura

Flood affected area - Total 18 branch managers
Mr. M. Rahman Feni Sonagazi Sonali/Sonaqazi
Mr. Rahmatullah BRB/Scnaqazi
Cyclone affected area - Total 2 branch managers

\ '\'}U\
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ANNEXURE -~ XX

BORROWERS INTERVIEWED

District Upazila Bank/Branch Number of Number of
__ o villages borrowers
Magura Salikha BKE /Arpara 9 15
Janata/Arpara 2 2
Sonali/Arpara 7 14
Tangail Tangail Kupali/Natiapara 2 3
BKB/Tangail 3 3
BKB/Santosh 2 2
Sonali/Tungail 5 8
Delduar Pubali /lial chuda 4 6
Manikganj  Manikganj BKB/Manikgan) 6 ' Co1s
Jessore Jessore BKB/Jessore 1 10
Sonali/Churamankathi 2 11
Sonali/Pupdiya 5 7
BKB /Rupdiya 2 2
Magura Magura EKB/Magura 1 3
Sonali/Magura 2 6

Total 15 branches 53 105
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ITAP Loan Announcement

= Translation of Annexure XXI|

Dated 2-8-84

A Bangladesh Bank circular indicates that in order to facilitate speedy
disbursement of T.Aman loans for the current producticn season, the gov't

has Instructed the financinal institutions to the effect that

Flood affectec farmers who had defaulted on their previous year's T. Aman

loans were also eligible for fresh T.Aman loans this year,

Repayment. date on previous year's T. Aman loan has been extended.

Fiood affected ftarmers who had taken loans for boro, Jute,aus-aman for the
current season (and which should have been repaid by the T. Aman season)
would also be eligible for T. Aman loans. Under no circumstances would such
borrowers be regarded as defaulters nor should penal interest be charged

on their overdie crop loans.

We would like to remind you that the gov't has already exempted one year's
interest on boro, aus, b.aman and jute. These loans have been resehediled

with no penal interest being charged during the rescheduled period.

Branches of financial institutions are hereby instructed to begin
disbursing louns without awaiting the official circular from their

r.ead office "

\D/\



"ANNEXURE - XXIT

WIRISTRY OF FINANCE

soes
It appesara from uvailable reports thet Ajatribution
of ITAP loans was 145% of the target., This lonkn unusual, In
gll previous yeare , nctual dipburaenent was below the target,
and | any programne at jts best cun only achieve the tarpet,

It is unusual for eny cvedlt prorormne Lo oxoent the targeis.

It is,therefore, nenenanry to inveusiirete whether che Tepnris
of the participeting banka ere correct, AL the cune time 5
will be necessary for the be.n Lo engure that the Jorns fhwve
peer: uged for the productive purposes, T ahinll e erateful

if e report in the wutter is olir ine? from the NCRe/LK3 ant

sent to us  with the comnmonts of the Repzladoate hrnk,

{3 Byeoveznumng )
13, 10,1774

Looanioe) Tinence SeaYceievy

Janabh W Tiurul Islam,
Governor,
Bangladesh ek,

/
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ANNZXURE - Xx1
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LVALUATION OF ITAP' 10AN - 1084

A orodit tarpgat of Tk, 115.00 orore pno fixed for the ITAP prograime
198k, Total dinburnement under tha propramme smounted to Tk, 202,00 crore
88 apalnut lost yenr's tota) diebursemont of Pk, ﬂh.OO:croru. thus recore-
ding wn increnne of nbout 14Oy over Yant Yenr's dicbursument and axcondln;'
the curront ydar's tarpet by nlmont 7940, Thio phenonenal ficronse in the

- flow of crodit was moinly attributed tn hirher demnnd renerated by s mort

©f crash promramme lounched by the banke, at the infitunce Qf the Covernment

Lo oxtend credit lucilitic&/cuncecuiuru te the furmeru foellowing flood,

To ascertain the Putlern of the eredit fiov. ac woll as ite
utilicntion, o Sample Survey was conducted by larking teo unionn from one
Upazilln ench of 10 districtn, The Uminilles and unions were pelectod on the
basio of wiximun wnd mininun disbursement performonce, Within the surveyed
area & totel number of 1559 Yorrowers were interviewed, Total crgdjt uvailed
by then for preduction pf trinsplanted Luny wne Teported to be m-~ound
Tke h3.62 luc nnd the totn) nrea ;overed under the credit wos €§N6.7§ acres,
1016.75 scres for Y variety huvinp irripation facility and the rest 1520.00
acroe for Locul variety bheing non-irripnted area. The prnuc}ibed credit norm
for the irrigated (HYV) und tic non-irriruted(Locol) arcns were Ty, 2,000/~
and Tk, 1,000/~ pur nere respoectively. Cu the basis of theue norms total
flow of credit woinld hove been around Tk. 25.62 lac us against the octunl

dibkbursemont of Th, 47,72 1uc which reflects over Finencing to the cextent

£ 22, Dotuiled positiorn huu snown in the Annexura,

The survey revealed that mujoritf of the Yorrowers hud not nvailed any
T. Aman loarn in previoue yenr, Due to the I nst flood, they wers compelled
to tuke this loun 10 overcome the loos they suflfered, Ao ;cgnrda utilisa-~
tion of the:lonn moriev. the tears discerncd that on nn nverage cbout 254
to 30% of the loun mmount were diverted feor ather purpones, There were

nlso quite o few dutes of cumplete daversion of the loan money. 57 cuses
i .

within the survey cres, of providige Joans to previons defnn’ters were ulgo

p.T.0, \Sf\
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The ganeral findinges of the study tonms nre enunwrotod below 1=

‘9. Damund for cradit for T. Aman loun incrennmd mnnjfold duo to loon
enueed by the lowt flood, Large nuaber ol thu bhorrowers viio weres not

[}
roguired to nvoil of tunk lonn for thair production uctivitien in the st

yonrs, were com*ellod_to tokv bank loan thin.yenr to overcome thu lous

they suffered due to the flood.

2. Extonsion of eredit conceraiona/fucilition and its wide publicity by

differcent quarters prompted foariners porticularly to avail of the T. Amun

loun.

N

. in prood many cases, bLunk bronches dicburped loans withnut follewing
the credit normg which resulted in over finincine. 1t wan found thut
brénchcs disburped the T.Aman lonn at the rate of Tk, 2,000/~ per wcrs
even in cnsen of local veriety production(non-irripnted arvos) for which

the prescribed credit norm wuE Tk, 1,000/- per acre, Ip many cases the

maximum credit limit was also not obaerved,

L, Bank Hanupers were under pressure to disburse lorno without giving

sufficient time to verify the genuineness of the lonnecs nnd their demnnu.
Lints of loanees were not cubmitted to the benks well in time. But as soon
as the liests were gubmitlcd, pressurcs were creoted for enrly disbursement

of 'oun as per those lists Ly the district nnd locul muthorities leadin

to indiscriminate ditbursement.
5, Substantiul smcuut of the loan money had been divertud to other
purposes.
6. Cash ond kind component of eredit was paid in cush vidlating the
credit norm. 4n many casen, it wng gathered that farmers initially «old

)
thoeir fertiliver to the dealers ut lower prices and re~purchased the same
from the denduro wut o higsier price lueter on. In Yabine and Hntoré, the

+

fortilizer denlers did rol pupply fertilizer threly on vigtaoun ples and

L}
cumpelled the furmers to receive cach at discount.

Contdeuaeeeede
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7. ; good many farwers ayailed of ITAP Jonn bath from the allotted bank
for thu union nu wal) i from BRI, In poeh enpen, Whoru the unjons were not
sllotted to thum, il ehoudd have teken retquired ntep to nvold double
finrncing. Thio ki of drrepulurity wan found particulurly in }'abun and
lptore. In Bome Cnbei, Jonueun haviny previono Jonnu with one bank,

availed of| fronh lonni: from wpother Ly pupprecuing, their indel:tudnann on
provious lonnt.

B.  Non farmer pronps weve uine provided with cradit {n viclntion of

credit normG. i

9. Hony formurs took the I9AF-198k loan on the supposition thnt they

1ot 3t 8o fiood relief and would not be required to pny buck the same.

10. 11 mony cabeh, Larks resorted to the practlicey of ndjusting previous

outstending loGn wocounto by showing frogh disburcement of ITAP-1984 loan

without having petunl cush dicbursuoment.

Couclunion:

Demnnd for current T. Amun crop had repuinely been high during this

yenur comjured to the previous yeurs. llnd the bunks been allowed to follow
1

their normal procedure ny keeping them free frow the reported prespure,
over-finnncior could have bhueen avoided te o lnrpe extent. Concorned open=
cies should tuke note of thic vopects S0 fur the bouks are concerned,

they should ensure thet credit s diuvbursed by itu branches a8 per

prescrived procedurct and norms hnid any deviation therefrom should be
properly denlt with. Banke shonld nlso ensure regular supervision and

follow up of the loan cases to reutrict divuruion/mib-utilisntion of

the lonn money.

\\\



In

connection

interviewed :

1. Mo .MM Raiman

2.

wn

(0]

9.

Mr.A R, Amin

Dr.S.A.Samad

Mr.S.Hossain

Mr.N.Islam
Mr. ML A, L’;eg
Mr. KL UL Alvned

Mr.ML.A Rahinm

Mr.A.llug

10.Mr .t 1.Hiah

11.

Mr.N.A.Khan

12.Mr.A.Samad

13.
14.
15.
16.

Mr.H.A.llague
Mr.M.llasan
Mr.A.lHannan

Mr.M.Zakaria

ANNEXURE XXIV

this study, the following persons were

Secretary Finance Division
Ministry of Finance

Deputy Secretary Ministry of Agriculture

(formerly Deputy Secretary ; Investment

Section ; Ministry of Finances

Joint Secrctary External Resources Div
Ministry of Finance

(formerly Joint Secretary ; CMIA's

Secretariat)

Registrar Co-operative Societies

Governor

Executive Director
Bangladesh Bank
Chief Officer

Agri.Credit Officer

Manaping Director

Asst.Gen.Manager

Sonali Bank
Asst.Gen.Manager
Principal Officer
Managing Director
Asst.Gen.Manager

Rupali Bank

Sentor P. Officer

Principal Officer

7



17.Mr.A.Islaw
18.Mr, Q.M. Mustafa

19.Mr.S. M. Masun

20.Mr.0.Huda
21.Mr . SLR. Chowdhury

22.Mr .

F2]

.E.Haque

23.Mr .M. Tahiruddin

24 .Mr. S, Ahmed

w

25.Mr. A Hussain

26 . Mr .M. Mohsin

.7 Mr .11, Rahman

28.Ms.A. A, Khanun

29.Mr.A.Q.Siddiqui
30.Mr.J.R. Chowdhury
31.Mr.S.H.Rahnan
32.Dr.J.C.Saha

33.Mr.J.R.Tribedi

34 ,Mr.D.AKhan

35.Mr.N.Z.Bhuiyan

=)

36.Mr.F.Rahman
37.Mr.Mozamnel Huq

38.Mr.Z.1luq

Managing Director
General Manager

Principal Officer

Dy.tMang.Director
Dy.Gen.Manaper

Principal Officer

General Manager
General Manager
AssL.Gen.Manager

Principal Officer

Dy.Gen.Manager

Principal Officer

General Manager
General Manager
Dy.Gen.Manager
Dy .Gen.Manager

Senior Officer

General Manager
Manager

Senior Assistant

General Manager

Manager

Pubali Bank

ULtara Bank

Janata Bank

Agrani Bank

B.K.B

B.S.B.L

Grameen Bank

Sadharan Bima Corp.



39.Mr.D.Hughart Senior Economist
40.Mr.K.loganathan  Project Officer
The World Bank
41 .Mr.D.D.Gupta Economic Officer
42 .Mr.1.Ahmned Program Officer
43.hr.L.Acistrong Project Director
44 .MM, Mol lah Consultant
Rural Finance Project
45.Mr A0 Donnel Consultant
46.Mr . 0. Chowdhury Consultant
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RURAL CREDIT FORGIVENESS PROGRANM

1985

Backpround and the Nature of the Propram

In May 1985, the coastal districts of Bangladesh were affected by
a tidal bore/cyclone.  Ihere was almost total destruction of
crops, lives, livestock and property. \Mile visiting an affected
area the President announced one year's interest exanption on
agricultural loans.

In the wmanner of  the floxd disaster program of 1984, this
decicion wan also taken internally and the financial instituticns
were  then  informed of it.  ‘The proceedings of the high level
meceting  were not recorded. Officials have cited the sane
rationale for granting en exemption to borrowers of cyclone
affected  areas as they did for flood affected ones. 4 letter
(Annexure -1) frow the GHLA Secretariat was received by the
Banzladesn Lank through the Principal finance Secretary in August
1985, Tne letter danarcated the cyclone affected zones.

The B.B. in turn issued the official circular to the financial
institutions on August 22nd, 1965 (Annexure-II). The salient
features of the circular were:

- Interest on agricultural loans of affected borrowers was
exempted for a year.

- A list of seriously affected districts and Upazilas was
furnished to the institutions. ‘There were S5 affected
districts and 10 Upazilas.

This circular differed from the 1984 interest exemption circular
in several ways:

a) The flood~-affected exemption circular had mentioned the
crops eligible for exemption. This circular merely said,
“agricultural loans'. There was some confusion as to what
particular loans were eligible for exemption.

b) 1he areas were clearly demarcated so there was no
controversy  reparding the geographical extent of the
program.

c) Tnis circular does not mention rescheduling of loans nor of
exeiprion of penal interest during the rescheduled period.

The regional/zonal offices received their circulars from their
respective head offices between 9-29-85 to 10-16-85.  Uttara did
not and doecs mnot intend to issue a circular to its district
offices. Rupali and BSBL had not sent any circular to
Regional/Zonal branches/societies at the time of interview.
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Problems of Interptretation:

The circular does not mention what apricultural crops were to got
interest  exemption.  Bankers ot the head office level wore
confused as Lo what dirvectives they were to give Lheir outlying
offices, Clarifications {row the BB, were soupht,

The same wanner of infommation pap exists here, the branch
mangiers  arce  executing the program witnoet knowing  its  exact
intent,

One of the manapers inteviewed had rescheduled the exampted Joans
widle  the otier branch manazer dn the oo Upaciia  bad  not
rescheduled  loans  since the official circular did not muke any
mention of this,

The size of the loss:

The bankers were surprized, but not unduly worried aboul the
progra.: since mainy of tiem had little or no involvement in these
areas.

However, it was almost impossible to get any data regarding this
program  at the headquarter level, Bankers were somewnat
unconcerned about it and remarked that they would ask for field
level data when the B.B. would ask for an estimate from them.
Thus what we  werc able to get from some institutions at the head
office were estinates based on assunptions and approximations of
the size of loss. Tuey are tabulated below:

Approvimate size of the Program (in million Tk.)

Bank Nunber of Amount of Name of Amount of int.
branches loans loans exempted
affected affected

Agrani 3 NA NA .005

Rupali 6 563 W .09

Uttara i 14 A

Pubali A 030 006

Sonali NA HNA NA

Jauata NA 3.0 .48

BKb All 5 districts 7064 122.24

BSBL All 5 districts 10.42 1.067

w Boro

W Shrimp

R Aus, b. Aman, Jute, fisheries, Shrimp, salt.

R Shrimp and frog legs, salt, horiculture, boro, shrimp

culture.

it Boro, Aus, L. Aman, Jute, Med. termn cattle loan.

\\.L



The points Lo be noted are:

- Acrani  expecls very  little effect due  to this cyclone
interest  exeaplion progran. Only Aus was affected in o one
district where they have involvencnt.,

- Sonali 1s still seeking clarifications regarding the  exact
apricultural itess cligible for exeaplion.  They are having
interpretotional  problems and say the circular applics Lo
all affected "crops and all current Tounees", bl not sure

as to the exact connotation oi "offected cropu''.

- Jawnata v o darc et of affester] arricultural  loans.
salt production coacd dn March,  whereas Ui cyclone was  in
May.  Juanats borcovers wie hao stored their salt before the
cyclone claimed an exemption on tneir salt loans saying that
it had all beon washed avay!!

- BSBL nas ziven the figure nzintained at their head office
and shows tnelr maximus possible exposure,

Accounting for the erxoipted interest:

Most officiale at the headquarters are still unacquainted about
this  prograiu. However,  instructions regarding accounting
procedure were sent to outlying offices by Agrani, Sonali and
BKB.  ‘fhe instructions required that the branches treat the
exempted amount in the same manner as they treated the exempted
interest of flood affected areas.

- Agrani reguested its branches to identify every loan account
eligible for exemption by affixing a rubber stamp on them
indicating the amount of interest exempted on  that
particular loan. They also asked for a branch wise
statement of the amount of loans outstanding as on May, 3lst
and the amount of interest and service charge exemjptedon
those loans (Annexure 111).

- Sonali asked the branches to apply interest as usual upto
December 1985 (end of accounting year) and to bring it into
income.

- BRE made a temporary arrangement by placing the exempted

interest in a "suspense account".  Interest was treated as
income by Sonali.

i

The Field Vork:

We visited some of the branches of Sonali, BKB and Pubali in Feni
district . letters of authorizatio. were sent out to the
regional/zonal  offices from the headquarters here informing them
of the nature of our study, They were also required to prepare a
borrower list of 25 - 30 borrowers from some of their outlying
branches in the following format:

Borrower name Awount of Joan Amount outstanding/




Sonali 1is the lead bank in that area. Field work was conducted
between the 25th = 30th November and the 4th = 9th December.  We
tried to delay this portion of the study as long as we could
since we hoped for more data bul this was nol possible after all.
We were informed that Noakhali's oullying branches had  suf fered
no damage. Therefors Sonagnzi was selected.,

The arca selected:

Sonapazi lies south of Feni along the coast of the Bay of Bengal.

Most of the area is low-lying.  The Upazila is partially
protected by Muhuri dam (constructed '84-655 and partially by a
WAPDA esbaduicot., Hobhuri das proved to be countoer productive

during this cyclone.  The tidal bore found obstruction in
Muhuri daa. Its course was deflected and it wenl on to hit the
WAPDA  embankmenl with  tremendous force.  The acibanluent  was
breached and water flowed into the adjoining villages,  Once the
water had entered the arca it found no drainage channel to go
out. The embankments prevented the nomal recession of the water
into the sea and the entire region was water-logeed for a long
time damaging zrops and livestock.

Branch Managers: Questionnaire is in Annexure XIV

We had gone with the intention of interviewing the Sonali and BKB
managers since Pubali had said they did not have a branch there.
We were therefore, suprized to find a Pubali Bank in Sonagazi,
and went to see the manager. However, the branch there only
dealt with industrial loans (small traders and retailers)., There
is enough money in the Upazila to make it cost effective to have
such a branch there. ~ On enquiry we were informed that there was
a large influx of iliddle East wage earner' dollars into the
Upazila.

BKB/Sonagazi had been set up 16 years ago, and Sonali has had a
branch in that area for the last eight years.

The official circular from their head office arrived on 29.9.85
for Sonali (4 months later) anc on 16.10.85 (5 montis later) for
BKB, after the managers had heard of the program on media.

Agricultural loans due for interest exemption (BKB/Sonapazi and
Sonali/Sonayazi): (Taka millions)

Boro Aus B. Aman T. Aman Potato Fish Live Total
eries stock

BKB .319 ,044 0 0 001 .464 2,95 3.78/
4.1*

Sonali .441 .151 413 .169 - - - 1.17/
1,17

Total 4.95/
5.27

A
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= Total amount of loans disbursed that year.

BIKB

Sonal

Almost all of Sonsli's loans (Y37) were affected.  All  of
BRE loans that year became eligible for excmption.

Loan recovery roies were colculated by :

= Annual and monthly basis Recovery/tarpet
i = Amwual basis RQCUVury/ouLstanding

- BIO had a larpe proportion of borrowers who had repaid their

a)
b)

Some
wary.

Joans  with dnterest before the announceicitl of examption,
We  realize thot  Lhis is possible becausc nany  villagers
obtained funds {row abromd. Jhe manazer had discussed with
nis  Repional Manager as to what chould be done about these
borrowers but no refunds have so {ar been made.  There 1s no
official circular reparding such  borrowers.  All thesc
farners had fully cleared their debts.

Specific circulars had been received from head office of
both  banks instructing then about the accounting procedure
of the exempted interest,

These were received by BKid on October 27th 1985 and by
Sonali on November 21st 1985, BKB received their accounting
procedure circular a month after receiving the interest
exemption circular. Sonali received their's two months after
the receipt of the interest exemption circular.

Both managers had heard of the announcement on media (radio,
newspaper).

There was confusion at field-level regarding:
What specific loans were due for exemption.

An Upazila-wise geographical list ic insufficient. There
were unaffected villages in many areas,

Both managers remembered occasions of interest exemption in
the past.  Sonali's manager spoke of the exenption on pre-
liberation loans.  BKJ manager recalled having gone as a
part of a rclief tean te Neolhnli in 2070 and had witnessed
the disbursenent of interest-free new loans and the
rescheduling of old lonag,

Tne announcement has  provided temporary relief to the
borrovers.

Effect on future loan repayment:

borrowers wio had repaid before the announcement will now be
Tnis will adversely affect loan recovery. ‘The other
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manager thought that the relief the borrower is getting  will
motivate him to repay.

- Reasons for which loans default were cf tod as;
a) Diversion of loans

b)  Natural calamitics

c) VWilful default

They both felt their volune of work had increased because of the
announcaicnt . Their existing staff was not large enough to deal
with the implesentation of such a program (increascd paper worlk:,
identification of distressed borrower ele. ),

- Alternatives to such announcenents of forgivenese:

a) Financial institutions could directly reimburse the
borrower.  Banke in turn should be reimbursed by the
government.,

b)  Such  amnouncements affect credit discipline. A more
effective way to help borrowers would have been a "food for
work' kind of program supervised by the Ministry of Relief
end Rehabilitation,

- The managers conplained of the delay in the ¢ sphsal of
certificate cases and remarked that they need Government
help to deal with wilful defaulters. they suggested the
setting up of a separate commercial court in each district
whose functions would be limited to the disposal  of
certificate cases.

The Borrowers (11 borrowers): Questionnaires are in Annxs. XVI & XVII

- All borrowers claimed they suffered total loss of crops due
to the cyclone.
- Loss of: (nunber of borrowers)
Poultry - 0
Property - 4
Livestock - 2
- Were they aware of announcement? Yes No
10 1

.\/



- Source:

Hearsay -
Bank
President
Media
*Multiple
sources

1
e RO

One borrower was unawarce of announcement

“Multiple sources included nhearsay and bank employees, and the
majority had heard fro hearsay.,

Repayment of rescheduled loan. Have they repaid?

6 5

of the six who have repuid, two have done so partially.
- Only one borrower knew how much he owed the bank.
- Can they repay their rescheduled loan?

4 had already repaid., ‘The others said:

Yes No

—— —

5 2

Most of them intended to repay but required from 7 - 12 months to
do so.

- They were defaulting because of:
a) Crop failure

b) Distress selling of cattle

c) Loss of assets due to cyclone

- They all believe that the announcement was the Government's
way of providing relief to the distressed borrower.

- None except an interest forgiveness every time there is a
natural calamity.

- Did it help them? Yes No Don't know
8 2 1

- Best way to help distressed borrowers:



a)
b)
c)
d)

Reliefl in kind for production purposes
Total loan (P+1) forpiveness

Relief in kind (cattle for ploughing)
Total interest exemption.

3 borrowers knew of others who had repaid their loans with
interest before the announcement of excption,

1 borrower knew of somcone in his village who was unaffected
by the disaster yet had reccived an inlorent CXeaplion,

None of the borrowersvanted anymore bank loans.  They spoke
of the hassle of interest calculations and bank  notices
which arc sent to them whenever they default,

Some  borrewers had  been borrowirg for a long time - one
borrower since 1970, another since 1977. ‘Ihe majority had
taken loans for the first time in 1954 when tnhey were
affected by the cyclone.

Median of amount/loan was Tk 4000/~

a)
b)
c)

One

Can they repay loans taken so far? Yes No
10 0

1 borrower has no debt.

Do they borrow from the informal market?

Yes No Relative Friend Neighbour Other

8 3 3 1 1 1

"other'" includes villag: money~-lender, acquaintances, etc.

Only 1 loan was securcd (land-mortgage)

2 money-lenders charped interest at 10% oo mooth while
the third money-lender's loan was interest-free. - One

borrower had borrowed, and was to repay, in cash and kind.

of the borrowers had borrowed from the informal market to

repay his bank locan.



Financial status of the farner:

Ownss livestock  sharecrops in has alternntive
source of
1NCoe

5 ) 4

Alternative source of income included ownership of wvillaye
grocery store (2) and moncy from relations abroad (2)

- Median of informal warket borrowing, Tk 3600/- each time
Median of torwal market borrowing Tk 4UU/- cach Limg
- Our sample included: 3 Jarge, 3 wediun and 5 small farners.

Somec commnents:

It is too early to make an analysis of the effect of the interest
exenption program in tidal bore/cyclone affected areas. The
impressions we got from inlerviews at the headquarters, and
branches of the financial institutions and our field visits were:

= Damage within the official list of affected districts and
Upazilas was neither universal nor uniforn, Villages lying
along the coast-line vere almost totally affected. Others
that were further inland wer ™ more fortunate. A Sonali
official in Noakhali informed us that none of Sonali's
branches there had been affected, and there had been
no remision of interest for Sonali borrowers in Noakhali.

- The program seems to have benefited some farmers who  were
unaffected by the disaster. An official pointed out that
most borrowers in Sonagazi were wealthy and did not require
an exeuption. This was not entirely true but there are
technical problems about sorting out genuinely needy
borrowers.

- There is no official circular regarding reimbursement to
borrowers wino had repaid with interest before  the
anouncesient.  These  borrowers with good repayment habits
may now be wary aboul making fiture loan repayuents.  Some
of them were puzzled because they could not benefit from the
progran.

- Most borrowers wanted relief in kind in the form of sceds,
fertilizers, cattle, etc, or total loan or interest exemption.
- The small faruers were badly affécted.

- Bankers were not overly worried about the announcement. Nor
were they as upset or surprized as they had been about the
1964 announcement of interest exemption.

W
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ANNEXURE-1

MO8T IMMEDIATE ,

Chief linrtial lLav
Admpiniaot-ator's Secret.riat
0i1d Sungnud Fhaban
Tejgaon _, Dbuko
Tolophone 1t Civil - 311205
\3 Augunt 19085
71581/5/1npl-2/ 55§ .

¢rinciral Finnnce Cecretary
and Advisor
lidnistr, of I'inence

walVAL OF '.T.HTRT]!I'_’:'\'I‘ O AGHICULIMITAL CREDIT IN e CYCLONI AFFCTED
s -~ - ]

Reforencs

L, YFrinsipnl iinance Beceretum erc hdvicor's U.0. liote No.
205 .} AA(B)/85 datsd 01 Jine 1885,

1, AB desifed vide refercence ‘'h' wmbove, following are the
geriously offectod Upezilan due to the recent cyclons/tidal Lore
where iubercst on agriculturs) credit moy be wnived for one yenar
65 cirectsd by the Hon'ble FPresident and CHMLA.

Diutrict Upazrla
a. Cux's Bazor a. Yatubdiea
‘p. Nohesrkhali
b, Chittagong Eo Snnﬁwip
c. Bholm 1, -Monpura,

L, ‘Tazumddin
¢, HKherfupsuion

d, MNosxhail e. WNoakhali Sadsr (Shudhuran)
' o] Hﬂtiyﬂ.
c. Company(ianj

2., Poni a, Sunijaz'

Nindly ncknowledpe receitt.

c

' \
Y . \I'I‘ [ lhl\
i A,
N } HUDTAL AIMED
——rT {ieutanant Colonel

fop Principal StalS Criicer



ANNEX OB DYP . 17

. —————— e

TELEGRAM BANOLADESH BANK AGRICULTURAL CREDIT
YBANGLABANY,! HEAD OFFICE DEPARTHENT
POST BOX NO, 325
DA¥A
CIRCULAR LETTER BO, ACD(POLY)911/85-3900(4) Dated the 22nd Auguat,19Bs5.

The Mannging Director,
Bonu]i/Jnnnln/Agrnni/’HupnM Bank/
Banglndoeeh Krinhi Bank,
+Bond Offico,

Dhnkn
.+ Doar 8ir,

DXEMPTION OF INTEREST ON AGRICULTURAL LOAN IN TE CYCLONE/
TIDAL_BOVE AFFLCTED AREAS

In view of the loooos caunod to the ogricultural loansea by the cyclono,
tidul bore that hit tho corctnl arens of the cuuntry some time back, Qovern-
Beént Faq decided that interest nn the sgricultursl loons in the following

seriously affucted Upnsilas will be uxezpied for one year:.-

_ o District: ' 0 zilan:
‘4, Cox's Bosar g) Kutubd{a =-
b) Moheskhali.

i1, 'Chittagong _u5 Bandvip "

ié“gigf__léholé a) Monpura

b) Tazumuddin
. c) Charfassion

~dv. Noakhali . a) Noakhali Sadar(Shudharan)

b) Hatiya
¢) Companygonj

v. Feni 8) Sonagazi

The sacidit: of iL{oréut *xemption will not, however, be allowed to

the chrordo defarlters. Tho oxomption mav he Allnved on the outstanding loans

as on 315t May, 1385,

LI ' ‘

"o You are, therefore, requested to issue heceusary instruction to your
branches in this regard under advice to us, The amount involved in such exemp-

tibn maf Please be furniched to us at the earliest,

Heanwhile please acknowledge receipt,

Yours faithfully,

-—l{ s 7

( H.N. Majunder )
GENERAL MANAGER.

&ndt. No. ACD(POLY)911/B5- 3955(100) of date,

Cory forwarded for infermation and cecessary action to :-

1. The Principn) Staff Officer to the CMLA, CMIA'g Secretarist, 01d Sangshad
Bhaban, Dheka,

P,T.0,
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AGIANT BANK ANNEXURE ~
RURAT. CR“DIT DIVISTON :
1M AD OTTICE

LKA,
] Jn [
The Asatt,Ceneral Mananger RCN/¥I/2058
The Zonal Munnger, ' Patrdi22,9, 80,
srani Bank,

Zonnl Office,
Chi ttnrony (onth)/Dholn/lonkhld (B)/Monyhnd 4.(5).,

Sub: Exemptlon of intereat on Azricultnrol Joan
‘_l_‘p_'(_x_\:_(-_l.(‘m‘“/tidrﬂ Yore affrcted conain) arcon,
Donr Sir' - - - oo 'd-.ﬁ&—’v‘—--——--‘-i‘ om W 0.1 & 4w s T mE ey
In view of the lonacc oouoed to the Apriculturel loonres by the
eyclone /tidul bore {hnt hit the ocoapntsl arcna of ihe country somo-~
time book and aa informed by dunplodesh Bonl vide their oirounlu:
Jetter No.ACD(Foly)911/85-300(5) dotrd 22,6,0%, Governuent hno
decided thrt dntercot on the avrteulturnl lovna in the following
pertovsly offected Upnutlos will be exempted for one oyeor,
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1, Cox's Enzur (a) Kutubdio
(%) Yiohnekhull
2, Chittogong (n) Sendwlp
3, Bhola a) Wonpura
. bg Tazumuddin
¢) Chertaozion :
4. Nookhnli (ag Heekhnli Scdar(Shudhoran)
?b Compenypon)
c) Hativa
5, Peni _ (a) Sonngozi

The focility of interest exemption will not, howover, be ollownd
to the chronic defoulters, The exemption may be ollowed on the out-
gstonding loons as on 318t May,1985, The amount involved in such
exemption should be furnished to us bronch-viee imncdiately in the
following proforma for onword tronomission to Bangl.odesh Bank.

Xeme ol § Wome of 1§ Eount outuian- § Fmount of interngst
bronoh { union ding as on ¢ and scrvice chaurge
§ ' to_be_ rxempted,

- S - m— ¢ & - e e

Tor oorrect c~lculntion of intercot to be excmpted, ostep as
under moy be followed by the concrrned tronches:

A rubber stomp with the following words may be prepared and
affixed on each and overy loon anccount of the borrowers,

8Iﬁ?€?€§?‘cnd snrvice cﬂ?&?ﬁrﬁﬁﬂf-fﬁﬁﬂfjﬂzfj:::‘TTT25&5ﬁ;’? I
pon the outstrnding losng <8 on 31.5.85 0o por Ton7l~desh §
Qnank circuler letter No.ACD(Poly)911/85-3960(5) d-t-d 22,8,B5.

-.—-...'...o—-...um—'-—-.._..-.—¢--~__..-c 0. w2 e—— -

Plepse issuc necelss Iy insiruction to your br“nquu cccordingly

under advice to us. - )
-

N
e A——Naure it
lug 5Aotﬂminurié£sh (HeptTur “ighmon)

Generecl Maonager. ! Deputy Grneresl ¥onoger.

0.0, to: .

1. {onoging Dircctor's Scctt. ,Azrrni Bank,H.0,,Dhcka,

2, Generaol ¥~nngerse! Seott.(Cnntrnl/Northcrn/Southern)
Arrond Benk ,H. 0., Dhake,

Ganorol Monangert's Scctt,  (Bastern circie),Agroni Bonk, -
Laldichi LEnst Bronch Building,Chittngong.
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