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RURAL CREDIT FORGIVENESS PROGRAMS 
1984 & 1985
 

SUMMARY AND REC AENDATIONS 

Background 

With 	the onslaught of unprecedented countrywide flooding in 1984,
 
President Ershad announced a program of interest exemption. 
Borrowers were given one years waiver of interest on loans taken
 
for 	 four specific crops damaged by the flood. The loans 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 the,e 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 1984 and of May
 
1985.
 

The following issues were to be addressed:
 

1. 	 the tize 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, uhiy 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 forthconing? 

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.
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Methodology
 

We divided our period of study into four phases:
 

Phase I : Meetings at Headquarter Levels.
 

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

Phase II: Field Study 

1Ihree financial institutions (BKB, Sonali and Pubali) were
 

selected for detailed field level study. BKB and Sonali because
 
of their volune of lending, and Pubali because we wanted the
 
views of a private sector bank affected by the program.
 

The field work areas wtere selected to include waterlogged as well
 
as river flooded regions. The borrower sampling was designed to
 
draw insights into and to affirm general corroborations of
 
findings drawn from other studies.
 

Phase III:
 

Field level findings were compared with the data and observations
 
'at the headquarters. Further discussions were held with the,
 
persons interviewed in Phase I. 

Phase IV:
 

Comprise. 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 estimate of the loss due to interest exemption has been
 
supplied in the report. However, we believe that the actual cost
 
to the financial system is 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 of interest
 
income, increased adninistrative costs...) and implicitly because
 
financial discipline had been disrupted. There were also indirect
 
effects such as the excessive ITAP loan disbusements in 1984.
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We felt that the programs had limited efftct in the borrowers' 
minds. A subsistence farmer 1,,s feel theoriented unable to 
impact of implicit relief (such as an intu!!rest exemption on his 
loans). In times of distress he would really prefer relief in 
cash or kind. 

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

It was difficult to get any concrete dataj to compare inter-bank
 
performances since there is no uniiormity in accounting
 
practices.
 

Our field study high-lighted the actual problens 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 categ;ories (i.e. the affected 
borrowers and the unaffected ones). 

It is 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 isno 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 frm 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: 

- uniformity 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 repaynent of the 1984 rescheduled loans
 

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

- financial institutions take iimediate 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 out for a number of years to 
fully at.quaint 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 prograins. We suggest, 
therefore : 

(a) the setting up of a Standing Conunittee consisting of
 
the representatives of financial institutions and some
 
relevant Ministries. The Corittee 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
 
executing social welfare programs which the government wants
 
them to participate in. 

(b) an alternate instruTient 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,.zial taxes on bank surplus or the 
establishment of special tax-exempt fun~ds. 

- the launching of an ARGF-like fund be considered in view of 
the above recomendations. 
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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)wpter - 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 AgriLulture issued a country-wide flood
 
situation 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 June 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 cf 
Agriculture. Their strategy was detemnined by the type of land 

affected in these floods and provided :
 

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

lands,
 

- cash relief to plant MV aman on the higher lands,
 

- seeds and fertilizers were to be issued in kind.
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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 I984 announced the exemption of interest on four crop loans 
(boro, aus , b.aran , jute ) in the flood affected areas. He also 
extended the time limit for repayment of these crop loans for a 
year and excused penal interest on them. The public announcement 
was made by him while visiting Salikha upazila in Magura 
district, one of the worst affected areas of the country. 
(Annexure 1).
 

DECISION MAKING PROCESS 

There are no official records indicating the exact dates or the 
sequence of evemts within the official circle which would fully 
explain 'he decision making process . The proceedings were 
primarily verhal 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 QMLA's secretariat which was presided over by the 
President and was attended by, among others , the Secretary M0F ;
Joint Secretary in the (MIA'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 prozeedings. As a result none of them could say, with 
any degree of certainty, w.ihether the President had already made 
the announcement at Arpara in Salikha upazila (on July 03, 1984)

and then this high-level meeting was suxmoned 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 to its contents , and 
then had it issued to all other financial institutions . The 
announcement over national television was made on orders from 
the CVLA's secretariat. 
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RATI ONALE~ 

Officials in the Finance and Agriculture Ministries and the
 
QILA'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 exenption would have no 
effect on production levels . The financial institutions were of 
the opinion that interest exemption was a purely goverriment 
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
 

INTITET EXEMPTIONS IN THE PAST 

Interest and loan forgiveness on agricultural loans has a long 
history in Bangladesh. The present structure of the rural credit 
system is the gradual evolution cf a chain of policies and 
programs having historical roots in British India. Taccavi loans 
began 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
 
imarket 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 
Bangladesh. 

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 a2ent 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
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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 out of their pre-Liberation loans , had been 
destroyed during the Liberation War . But gerzerally speaking 
repayment 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 governent announcemeit was made in 1977. 
Official records of this announcement were obtained from BSBL and 
it was found to relate solely to government's policy on pre-
Liberation loans ( Annexure 11 ). Although this note speaks only 
of cooperative loans it was also applicable to BKB. The gist of 
the announcement was that if the defaulting borrowers repaid 50% 
of their pre-Liberation loans - principal plus interest - the 
temaining half of the loan would be forgiven . If the borrower 
repaid the principal portion only, the interest portion would be 
forgiven . In eitther 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 a~ked to furnish the government a statement 
indicating the status of the loans . In July 1979 a fresh 
circular was issued by Bangladosh Bank to the crwinercial banks 
(Annexure 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 50% if the loans were repaid.
 

- The cut-off date was extended upto June 30th, 1931.
 

A clarification to this circular was later issued , since there 
' =
 was some confusion regarding the date from which the inte es 

would be waived . The cut-off date was again extended upto June 
30th, "1982 . The amoun of loan that would be eligible under the
"compromise formula'" , as came known was toit to be , limited 
Tk.50,000/- per borrower ( Annexure IV ). A BKB official informed 
us that g:!,,-ernment had extended pre-Liberation loan facilities to 
the bo:)wers upto June 30th, 1985 but BSBL was apparently 
unaware of this. Their outstanding pre-Liberation loans as on 
the dates indicated were : 
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Table 1 

Pre-Liberation Loans
 

(inmillion Takas) 

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 

* 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 comnercial 
operations through rebates and concessional lending terms . 
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NATURE OF TIE 1984 LOAN FORGIVEESS 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 '83-84 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 August 13 and 

'22nd. Uttara Bank , wipse 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 27 th, 1984 Bangladesh 
Bank issued a circular identifying flood affected areas where
 
land mortgage loans were to be granted. These loans were meant
 
for flood aff cted borrowers in order to prevent distress selling
 
of assets.
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The majority of the rural bank managers accepted this a theofficial list of flood affected areas where interest onagricultural loans were to be exempted . This was not a correct
interpretation of the circular by the branch managers
Bangladesh Bank in a subsequent circular pointed out that the
land mortgage areas were the " severely affected " regions and 
interest exemption was to be granted to additional 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 exrept 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". (Anrvxure XV)
 

FINANCIAL ASPECIS. Oil R E PROGRAM 

Bangladesh Bank 
sent to the HOF 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 the3 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 . Sonali 
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 decisi 1i 
such as this would ' naturally' affect the banking system
adversely . The announcement was viewed as a problem - the 
greater the disbursement the more acute the problem of loan 
recovery . The cost isbelieved to be smeller than what itmight
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 itdifficult 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 estimateL formed a 
sizable c--ount . Sonali officials were genuinely concerned 
because of their long-termn agricultural loan commitments and 

,.programs with IDA and BRDB, since this meant that thiey could not 
reduce their volune 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 thereforeare 
somewhat suspect 
- Rupali's original calculation showed the country-wide position

and was later rexrised ( on our request ) excluding the four 
unaffected districts . 
- Pubali's figure remained unaltered since the bank found itmore 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 fuLure loans would be forthcoming from their 
institution 
- Uttara's estimate is slightly higher since they were 
i.uL,1n.cL LAM disbursement figures for b.aman and jute. 
- BKB's figure remained unchanged . 

able to 

- 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 is 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 loans as well 
as total agricultural credit disbursed by them . This was 
relatively easn, 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"X of their agricultural loans involved in 
this particular program . BKB's total disbursement in this sector 
is much greater but only 23% of their entire volume of loans are 
affected by this program . 

Penal Interest Loss & Opportunity Cost of Capital : There has 
no Tculati- of loss of penal interest 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 loans would have 
default . A more realistic calculation would have been possible 
if a standardised and accurate recovery rate for each of the 

:-'financial institutions was available. Without such information 
* opportunity cost of capital cannot be calculated - and bankers 
do not seem overly concerned 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 turned out to 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
 
bears 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 so. 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). 

http:Tk.683.83


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 
reasonably 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 isprobably not as large as originally estimated. If
 
the cost is smaller than presently calculated, and if the system

is health), 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 sector came into focus as we 
tried to gauge 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 this 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 nor can one judge in any manner the institution's 
financial performance by then. 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, 50% 
of its total loans outstanding may be classified as doubtful . 
D.Bank, allows classification of loans as doubtful only if remain 
overdue for five years without an), 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. If 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 Pt all thinking that as 
interest has been exeptod, at some future date the principal
portion will be forgiven / exempted as well . 

The relevant data was furnished by the institutions (Table VII). 
There was a probln here since each one 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
 
comrnents on the figures in this table are :

- Janata : rate of loan recovery fell froml 50% to around 
30 - 35Z in 1984 and their officia]s believe this was 
an effect of the exenption progra . 

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

- BSBL : the cunulative recovery rate is 72 % . But their 
recovery against due and overdu(t 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 . Accouting and 
computing practices differ from institution to institution and 
what is more astounding , between branches of the same 
institution , as our field study 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 disnal situation reflects the burden of loans long overdue 
which 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 wich loan 
suspense aging criteria is the same for all banks. The recovery / 
de iTand 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 whiether there was an impact on the recovery rate or 
not ? No , this will not be aplarent at least until 1986 when 
these rescheduled loans will becoxme 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. Targetod recovery was
 
Tk.6000 million against which actual recovery was Tk.5750 
million. 

Accounting for the exeapted 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 anamolies exist in the accounting 
procedures of the interest that was exempted . Some institutions 
( BKB , Agrani and Sonali ) issued specific instructions to 
their regional / zonal offices about what to do with the exenpted 
interest . 'These instructions are enclosed in Annexure IX & X 
Sonali's instr-uctions 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 books 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 sane manner as would have 
been necessary had the borrowers repaid their loans with 
interest. Their instructions required that each account be 

.
identified and every loanee informed of the amount exempted 
the field survey we did not come across any BKB borrowerDuring 

wio 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 loans 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 treated this exempted interest as income 

the balarce sheets of these financialMDF has cleared all 
.institutions thereby accepting the accounting anamolies 
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under BR1 (RD-i and RD-2 Pro rams fundednCooperatives 	 Eqd qn
idotler7. wthe worz 

An official in the Credit Departtment of BRDB inforned us that the 
majority of the loans (boro, aus, b.umna only, since )ute loans 
are not given out by BIDb) affected by the exenpLion progLn were 
already due, and a large proportion had [ eii repaid when the 1984 

wasannouncement of exemption was made. There considerable 

confusion at the field level after this particular announceifent.
 
Some borrowers got an interest exemption, but others did not.
 

The BRDB official had no estimate of the total amount of interest
 
All flood
exempted ana thought the amouin.t would be very small. 


aHOetcJ c 'JI o:iw. 'r: , hL,f.cvc) , rescheduled and a World Bank
 

offiial 	coru-barated this. 

1he World Bank officer responsible for the RD-i & RD-2 under BIMB 
could not recollect receiving a circular from the Bangladesh Bank 

informiing him of the interest exeiilption program. In fact, he was 

unaware of such a program and loans were rescheduled only. 
criteria 	is based on loan recovery. This isBIDB's perforiance 

calculated as :
 

Annual Recovery / Danand ( due + overdue ) 

In 1985 total demand ( asCurrent 	recovery rate is about 40 % .
 
above ) equaled Tk.695 million . Recovery was Tk.278
defined 


million of whidh the proportion of recovery against rescheduled 

loans was Tk.59 million or 21 %. This is an estimate of recovery 
of rescheduled loans as a percentage of total denand. 

141 D BEARS 111E BURDEN ? 

The cost of the interest exemption -~ n has so for been borne 
by the respective financial inst.'Lutions . Most bankers 

. BSBL'sinterviewed do not expect this issue to be ever resolved 

that the 	interest exempted on pre-Liberation
manager 	remarked 


loans was still being maintained in a separate account because 

there has been no goverrinent decision regarding its disposal. 
Bankers believe that the amnount will ultimately have to be 

as . and Uttara are privatewritten 	 off bad debt Pubali , uho 

sector banks , feel strongly that they must be reimbursed for a 

loss that affected the, rh,= to governmrentP decision 

M4F felt that it was their responsibility to see that the 

viability of financial institutions was not affected because of a 

decision taken by the governmuent to provide relief to a disaster 
hit area.They felt that it would be unreasonable to expect the 

sanefinancial institutions to bear the entire cost, but at the 
time they would like them to 'pick up a part of the bill'. 



Negotiations are continuing between tile ,KJF and B.Bank regarding 
this issue . B.Bank's proposals can be seen in Annexures Xl & 
XII . 'he central bank feels that the goverment siould bear the 
major portion of the co;t and have suggesteo certain ways by 
which this could be done . Annexure XII also closely reflects the 
manner in wlich Sonali bank dealt wi th the exempted interest. I4JF 
did not accept the first prolx~sa. sent by B.Bank since they saw." 
no justification for bearing th entire cost in a systmi where 
mos t loan.; arc not reco\'ered by the institutioils . ?DF and the 
financial institut ions tail' at. crc....; purixose! iuc tLhe bader 
believe that thcy have been saddled witl bad loans imadc at tL 
behest of the governent . Suggestion b' of Annexure XIII 
states 

I B. A certain percentage may be deducted from the 
interest amount as provision for bad debt and the rest may 
be adjusted by the 4CB'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 ,aking reimbursement of 
exempted interest 

7Tis appears to be a reasonable way to resolve the issue , bat 
complications will probably arise 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 valid rain sample was not the intent of this 
study. Such a sanple would have been possible only if we had more 
time, manpower and finances. Instead, the field work was 
designed to draw insight into bainker-horrower attitude and to 
affirm findings drawn frm other studies. 

BKB, Sonali. and Pubali were selected for detailed field level 
study. BKB and Sonali were chosen bec-ause of their voluiie of loan 
disburseients in the agricultural sectOr . Pubali was chosen 
because we felt that a private-sectoi bank, affected by the 
aiinounicont, should be representec: ii! t w su-vey 

'The basis of selecting the areas .o be surveyed was the nature or 
nmnner 1Y which, the borrow)rs were affected by the disaster . As 
nntioned in the beginning of the report , ttie damage in 19S4 was 
caused by 

a) River flod!ing due to the overflowing of river beds and
 
the breaching of enbanhments . 'The areas selected were 
the districts of Tangail and Manikganj . 

b) Waterlogging, in poor drainage areas, due to excessive 
rainfall - wiat some people in the district of Jessore 
refered to as the " flood from above " . lhe 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 ccinpare 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 -ad originally 
intended to classify borrowers according to the size of their 
loans ( smll , mediui , large loanees ) But this was not 
practical since 

borrowers were not forthcom.ing about the total amount 
of loans they had taken. flost were uncertain about how 
much they owed the ban[ and how much they had actually 
borrowe- sc far . 

- in most cases the bank data and the borrower 
statinent contradicted one anotier 

Instead , therefore loanees were classified as snall , mediun 

and large farmers according to the fol lowing criteria 

0.16 - < 2.50 acres small fainer 

2.50 - < 7.00 acres : medium farmer 

More than 7.00 acres : large farmer 
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Most of the borrowers were small to medium farmers . This was a 
puzzle for a while . Why were there so few large farmers on the 
borrower list ? Wo later realised that large farmers do not take 
short-term loans, which iswhat these crop loans were , since 
they do not want to be bothered by the extra complicaqtions an 
institutional loan brings in the form of paper work , interest 
rate conputations 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 

k. 10,000, wheras short-term crop loans are usually between 
Tk.800-2500.Our sample was designed to survey short term crop 
loancw. W could nut therefore expect to find many lar-e 
fanmers. Uhen they do neecd short-term loans, the large fanriers 
probably go to the informal market . lere is also a statistical 
explanation for having found such poor representation of large
farmers in the sampl-e. The IMT 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 reiaining 95% are the small and medium farmers whose average 
loan size is Tk. 800/-. Our findings indicate that there were 
only 6 large fanmers out of our sample of 105 farmers (5.5%). 

Rationale for selecting branchi managers : We intended to 
interview t- 'manager of te-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 wio readily volunteered to 
be interviewed . leir enthusiastic response to this study was 
difficult to interpret. . It is debatable 4iether it was the 
topic we were researching that appealed to them , or wether 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 intervieed . Part A of the 
questionnaire required some input direr,.tly 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 uncooperative . Te data frm the 
eighteen comupleted questionnaires is being presented in this 
study. The questionaire used for this study is in Annexure XIV.

lie list of branch managers interviewed appears in Annexure XIX. 

Branch !-tinagers : We suiir-narize below some of our field level 
TTrngs . Details of our interviews are in Annexure XV . 

The majcrity of the anagers had heard of the Presidential 
announcemnent of interest exemption on media (radio and 
television), One of th:a 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 yoars. 

The interest exenption circular from the head 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 whmt date was the exemption valid ? 

- did their branch fall within the affected area 7 

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

Official clarificotions arrived later and in the meantiji, 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 exe.;iption program by preventing 'distress selling'. Some 
managers rc-arked 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 on 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. Ils could be because the record-keeping
procedures of these banks had been updated and therefore gave a 
more realistic picture of the situation. le found inconsistencies 
in the criteria for calculating the recovery r;tes within 
branches of the sa-e institution. BKBi was the only institution to 
show overall consistency in this respect. 
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There wre several instances of loans eligible for interest 
examption that were repaid with interest befr' e or during the 
exempted pericd. None of these borrowers 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 identi.fied several costs to the system other 
then purely financial ones and related to administrative and 
psychological effects of the program. All of them were emphatic
abojt the fact that the government should bear the cost of the 
program since the decision to ,.xernot 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 analysed according to the size of the faniuer 
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-lo Jerareas. Farmers 
from Arpara (Salikha Upazila of Magura district), N-i3gram (Magura
Upazila) and Islampur (Jessore Upazila) appeared to be very badly
affected. Tne villages are in a depression and drainage is very 
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. anikganj 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. I-Jost BKB 
borrowers in Manikganj were unaware of the program. Borrowers in 
Tangail were knowledgeable and enlightened. The villages visited 
were clos te. .!,M,1ana_ Bhashani 's home and his influence is 
apparent in the manner and views held by the borrowers there. In 
a particular iilage 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 the), 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 Farirers 12 33 

Small Farmers 20 34 

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

All the large famners as well as the majority of the medium and

small farmers were aware of tie interest exyem)tion program. They
had heard of it at the time of its announcement. Sources 
included, inter alia, hemrsay, media and the President himself.
Among the small farmers 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 frequently spor~e of the low
price of jute this year when explaining their defadlt. 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
 
Gefault. The problems peculiar to the small farmers were extreme
 
shortage 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 mediun farmers 
were most anxious to 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 1 tell what is in the President's mind ? " when asked 
what they thought was the reason why they were given this 
particular form of assisLance. Some farmers, particularly in the
water-logged areas felt that the program did not help them and 
their coavients were to this effect: "How can the program help me? 
When I am in distress the bank loan is the last thing in my mind" 
and "no use exenpting the interest, can't repay the loan anyway." 

Repayment trend among the large farmers the poorest. Severalwas 
borrowers in the small and 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 farmners would have preferred cash relief 
instead of an interest exerption. The water-logged borrowers 
would have liked their loan to have been converted to an 
interest-free one or to Iave the princloal amount forgiven. 

Non-formal market borrowing was comnon anrng the smal1 and medium 
farmers. C/x-zn sources were relatives ano the majority of these 
loans were repayable in cash aod were interost-free. 

The water-logged area had a large porportion of borrowers who 
had taken loans for the firft time during the 1983-84 season. 
They were 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 frog 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 among the small and medium farmers, 
in particular, it was one of a ntrnber of sources of livelihood, , 
We observed that the borrowers in the water-logged areas were 
more adversely affected by the disaster of 1984. 
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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 implanent their policies. Bankers are called
 
upon to maintain arid even increase profitability while executing 
goverinent policies wich 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 if the govern nent is going to assume even a partial
burden of the 1984 announcement. It has been suggested that if 
the upper estimate of 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 andto force them to 
do so detracts them from operating efficiently in their 
primary function, 

the exemption program was an external decision, and 
there is no 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 whichi were effects of the exemption prograin 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 loan disbursements. The program was an 
off-shoot of the interest exemption program 
announcement.(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 the next announcmnent of forgiveness. 

The official circulars from the different institutions were late 
in reaching the branches. Mhen 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 to. 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 follo .ed by our translation in the next page. 
In particular, branci 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 
announcenent compelled them to begin iriediate 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 coainence disbursement 
right away. Pressure to disburse loans was so great that there 
was no opportunity for the managers to conduct any foii of credit 
analysis. Disbursements were therefore far in excess of target 
allocations and there was evidence of considerable misuse of 
loans. An estimate of the disbursement of these ITAP loans 
funished by Bangladesh Bank shows : 
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ITAP LOANS - 1984 
(inmillion Takas)
 

Banks Allocations Disburserents 

Sonali 355.0. 751.1
 

Janata 110.0 255.0
 

Agrani 105.0 241.1
 

Rupali 50.0 115.5
 

Pubali 20.0 66.5
 

Uttara 9.5 2.6V,: 

BKB 410.5 660.9
 

BSBL 90.0 63.2
 

1150.0 2125.9
 

* includes SACP as well as BRDB loans 
* Uttara's allocations had been set before the institution 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 and 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. 

When 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 to reinforce
 
it. Mhen borrowers feel that they can get new loans even though 
they are defaulters or that their interest dues can be exempted 
by non-bank personnel, the credibility and financial discipline 
of the bank is undcernined. Bank-borrower relationslip is the 
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It is very difficult to get atny concrete data in order to compare
bank to bank performance. There is no uniformity in their 
accounting procedures. Unless this situation is iruiediately 
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 announc.ient. We think the 
program had limited effect because : 

- the nature of the relief was inan 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 fram this that 
they had no intention of repaying their loans 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. Tlhey were unable to see any tangible/positive effect of
 
their work On th1 , "r society. Consider what one of them 
said, " It is irrelevant to maiatain records, All these loans 
will be forgiven wihen the time for election comes - all that the 
borrower has 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 DIE PROGRAM 

Ideally such interest exemption announcenents should be avoided
 
They interfere with financial discipline . Given the fact that
 
the government may make such pronouncements, the best that can
 
be done is to look for viable alternlatives or solutions. Can this
 
interest loss due to exemption come from somewere else other 
than the eoinc"he '-r-' b-l--co ... ? itmust be borne in 
mind that adrinistrative reforms cannot solve political problens. 
Thus the success of the alternatives being suggested is 
debatable. 

Bangladesh Bank : Statutes 60 & 61 of their Ordinance mentions 
the creation of two special funds vz , the Agricultural Credit 
Stabilization Fund ( AC6F ) and tile Rural Credit Fund ( RCF ) . 
The former was set up to help the apex Cooperative Bank ( BSBL )
arnd its salient features were 

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

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

- the Fund would be used to advance loans to BSBL . These 
loans were to be of special nature ; used 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 T.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, 

- appropriatin-r frrv R.Nnk's surplus were to contribute 
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 
includiing sone of the scheduled banks, 

- rescheduling and refinancing of loans to cooperative 
societies or to fanmers dealing in agricultural inputs, 

- the loans were to finance guarantees to cover,partially, 
the losses incurred by the scheduled banks. 



30
 

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 . Te amount of fund that has 
accumulated with some of the. institutions is tabulated bel, -

Sonali Tk.217.00 mi]lioit Reserve Fund 

TM.190.00 million Rural Credit Fund
 

Rupali Tk. 14.50 million Reserve Fund
 

BKB T.. 22.90 million Special Reserve
 

Sonali uses the RCF to put aside an arbitrary amount every year 
as provision for bad debt . But they have a sizable amount in 
both the Funds and the officials were not sure if either has 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 Governent - 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 governments account from financial institutions 
as goverment's share of their surplus . The amount so transfered 
in 1984 was about Tk.2300 million . 

Funds Set-up by External Donors - Most banker_ and governmcnt 
officials interviewed mentioned that the setup of such a fund 
would be helpful . However , 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 th ough them . Government officials' remarked that if 
such a fund is setup it must be wider governent'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 Governm-ent of Bangladesh in August of 1983 . 'he 
Fund is now a proposition being actively considered by the World 
Bank on the basis of the suggestions in the Review which were 

http:TM.190.00
http:Tk.217.00
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the credit guarantee fund was to b0 set-up for the 
protection of the financial institutions operating in 
the rural sector , 

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

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

participxitioi was voluntary , 

borrcy.:er eligibility was restricted to small and 
landless farmers 

a Board of Trustees were to be in-c_:arge of managing 
the Fund . Other eligible purposes for which the credit 
could be advanced would be determined by then 

- 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-1 3 team of the WB who was in Dhaka recently 
said that ARGF has remained a k 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 hs sources of ontribution to 
this Fund, geographical extent of the prograr anu the amount of 
coverage to be provided is being prepared by Bangladesh Bank. 
11is scheme appears to be what the system needs - help for the 
marginal farmer and risk protection for the lending agency . 
However , there are too nmany details wich need sorting out and 
C=-. it-1utiona]-- as well as policy-related clanges 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 determnining the guarantee fee which 
include (a) average annual increase in debt, 

(b) bad debts being written off, 
(c)average annual ir:crease in overdue loa

would 

ns 

- but the criteria assumes uniformity 
practices and the correct aging of loans. 
this criteria cannot be met. 

of 
We 

acco
know 

unting 
that 



Other details that noed to be worked out include : 

- %wtshould be the size of the fund ? and geographical 
extent ? opecific peril or multi-peril coverage? 

- the aiount of maximuii indemnity payable (%), 

- the dedu tible portion of the guarantee if any, 

- t-e 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
11icLi tous ai id U: id]c. ,rving bo-x~.,, r;.

Crop Insurance Prograji (CIP) : In principle, crop insurance 
is a siLiple concept, Its aim is to help the farmer in bad years 
and to let him pay back in good ones. However, there are 
difficulties at the implenentation levels. Critics speak of high 
administrative costs specially if the size of holdings is small 
and fragnented. Crop insuran,e has been a publicly supported 
programn in umany coLutries - Sri Lanka , Mexico and Japan. But 
crop insurance addresses only yield risks. Its contribution to 
income stability is therefore limited, mhtere yield variations are 
not the prominent factor in incocne 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.amnan season. HeIm~bership 
was restricted to farmers in 18 districts where IMDP (now known 
as the BRDB) was in operation. Maximum sun insured was 30% of the 
value of the crop and the area was 3000 acres. As memnbership 
increased a disturbing trend energed. Instead of a reduction in 
cost due to a diffusioLl of risk, costs were rising. Indemnities 
paid far outweighed the preniums received. A review comittee in 
1981 made the following observations : 

- the experiment had been running at a loss, 

- the ratio of claims to crop values insured as well as 
that of claims to prmnium was rising. Rie insurers were 
handling only the risk-prone crops and areas, 

- tJhee wac a lack of accurate data on production per 
acre; cyclical beliavior ot natural hazards and of land 
records, 

there was also claims adjusment due to moral hazards of 
insured fannurs, 

it was rec(Am2nded that area coverage be increased in 
order to spread tne risk. °the logic was that large 
insured acreage will increase premius and offset 
clai's.
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Swladran Bina Corporation's crop inurame schune suffered 
trcnendous losses. One of tile reasons for the failure of the 
schane was the fact that insurers were stuck with tile problan of 
" adverse selection ". As it was aivoluntary scheme, only ui 
high risk faniers bought policies. "lhe re'uilt waS that 
indurnities paid far outweighed preimiu[s received. 

Sachiaran Bima is currently trying to restructure itself by 
bringing 50,00Y acres under their sciehiie. lhey are also planning 
to introduzc a link-u) of crop insurance with agriculturul 
credit. Thc uiaii features of the new Bi o scharic are 

bIxL w.Vill ta e out i ;i': :l: .icj o:. theiri> for 
borro1.er; ti ii0-c7by iaki.ng LiI iILLitutiuoi UC insured 
par ty, 

policies wil Le issued witnin a month froc. tne date of 
sowing of crops, 

if institutional credit is delayed and borrowers are 
unable to sow their crops in timne, the property will 
ranain uncovered, 

- %.Ath crop insurance, the genuine farmer will be helped 
to claim his indemnity, 

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

Th-eoretically , crop insurance sounds ideal for our purposes. But 
one should be wary. Eperiences in other coutries - Japan, 
Brazil, USA - have not been favorable. lhe scheme can exist only 
in the presence of goverivient subsidies. GCje established a 
subsidy becomes difficult to remiove and nowhere is the programn 
self-financing. There are other probl&ns. Crop insurance is 
uilikely to be of value to the marginal or subsistence farmers 
wiio are least able to pay a cash prea:uu,. It can be effective 
only if : 

the typas of rist: are carefully selected to avoid losses 
arising out of moral hazards, 

- the tvpe of risk selected penidts easy and objective 

http:borro1.er
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Agricultural Debt Relief Fund (ADRF) . The Registrar,

Cooperatives suggested the setting up of such a ftrx. Its main
 
features are :
 

- it wouhI e acbniustered 
Rehabilitation, 

by the Ministry of Relief & 

- it would be funided by 
governrient, M1angladesh 
institutions and intere;ted 

grants recived 
k other 

donor ageiicies, 

from 
financial 

the 

- the 
the 

;:iain objective of the 
xorrowIr well as; t 

fund would be 
l:1n1C acn:.z, 

protection for 

- the suiested initial capita] for the fund was Tk.500 
mil lion, 

- the district ad.inistratioi would be entrusted with the 
responsibility of executing the program along with the 

field office of the Ministry of Relief & Rehabilitation. 
Losses suffered by a distressed L:)rrower would be 
ascertained by them. Tie relief money awarded to the 
affected borrower would be credited to the appropriate 
account of the borrowers bank. the cel it institution 
would be insulated against .oan defaults in this manner. 

The drawbacks of this proposal are that 

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

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

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

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

This study has led us to make the following recomeidlations 

- uniformity in accoun ting practices should be 
established among all financial institutions. There may 
be other important ana.,olies 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 
rescleduled 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 prograi, 

- to improve the rate of l' an recovery, we suggest that 
interest-free loas be given out for a nuiber of years 
use this period to fully acquaint the borrowers with 
the methodologies of formal financial institutions, 

a rigorous systen be estab]ishod to ensure speedy 
disposal of certificate cases. The district 
administration needs to be made nore effective for this 
purpose. 

- devise scxe method to help the marginal farmer other 
than through the ccwircial banking systein. Gramneen Bank 
may have indicated one method of doing so. 

- commercial banks be relievdc] of all socia-wcilfare 
functions which are not an integral part of their nornal 
operations as it interferes with financial discipline,
 

- conduct a study to look into borrower behavior 
particularly borrower apathy towards repayment of formal 
ie. institutional loans as against his acute awareness 
regarding timely reaiyient1. of non- institutional loais, 

- the financial institutions take imediate steps to close 
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the information gap that exists between their different 
offices. This is a purely management problm and should 
.e handled accordingly, 

given our administrative and political structure it is 
ikely that financial institutions will continue to be 

drawn into social-welfare programs. KeepiLlg this 
possibility in mind it may be necessary to : 

(a)set-up a standing comnaittee where representatives
 
of financial institutions and the relevant inistries 
(eg. MF ; 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 be ome a part of the process 
of decision-making for disaster programs,
 

(b)protecc the financial institutions frcn having to
 
bear the financial burden of these programs 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 camercial banks 
should be reconsidered in view of the above 
reconda tions. 



g a ,i .. ..... 

Produotion season Due dat orialrpamn 

ji~br~eantreoovOrYDitsbursement Lrve t ing date after iohpil int. i 

applied 

Aus 

a) Looal March-1 Juna-15 July-1 Aug.-31 End September End Deoember 

b) TYV Feb.-15 ay- 31 July-1 Aug.-31 End September End Deoember 

B. Amani March-1 MaV- 15 Nov.-1-- Deo.-31 End fNbrua.y End March 

a) Local Oct.-15 Jan.-31 Apr.-15 Juns-30 EMd July End September 

b) YV Nov.-15 Mar.-15 May- I Jume-30 Ed July End September 

Jute klroh.- Apr.-15 June-15 Sep.-15 End Oot. Ed Deoember 



TPable - 11 s Agliggi&entimt4 au Plie sh Stthes-d
(after receipt of field level data, October, 1984) 

Bozro Aus B. Am an Jute 'PItal Int*7- Servioe 
1 3 4 5 1eatk12%) oag % 

Sona)i. 
SAC? 281.73 116.21 2.3 372.3 772. 92.7 3D.9 123.1 

BRIM 235. 4 84.99 - - ±.L4 -12.L 
1092.8 131.1 143.7 1747 

Janata 124.9 36.00 15.7 1.2 177.8 21.3 7.1 28., 

Agrani 171.3 44.1 1.6 2.1 219.1 26.3 8.8 35-1 

Rupali 51.4 12.7 .1 .8 65.00 7.8 2.6 10.4 

Pubali 70.8 8.6 .1 .1 79.6 9.5 3.2 12.1 

Uttara 6.4 1.7 2.2 .01 10.31 1.23 .41 1.6 

Total 941-93 304.3 22.0 376.6 1644.6 197.2 65.7 259.-4 

BD 1295.8 103.7 3.9 2.1 1405.5 168.7 56.2 225. 

BSBL 47. 26.1-,(AuB, B.Aman, Jute ) - 73.1 88 3. 11*7 

Total 2284 .7 3123.01 374-8 1249.5 496.1 

Origina. estimate (2k. in illiong) Revised estimate 
Sonali 123.6 174.8 

Janata 30.9 24.8 

Agraxd 35.1 35.1 

Rupali 10.7 10.4 

Puba.i 12.7 12.7 

Uttara 1.4 1.6
 

Total 214.4 259.4 

BKB 226.22 225.0 

BSL - 11.7 

Total 4 6 million 4 9.1 million 

Differenoe between revised and originea estimate t- 496.1 
...440.6 

55.5 million 
/I) 



Table - IT i 	 Affected loans as a percentage of total Agricultural credit 
disbursoement of the institution (1984).( (Tk. iO millions) 

Agrani- BTSOnali Pubali. Uttara Janata 

Total amount of 
agri. iredit tiasu- 843.5 2232.6 600 	 24.8 865.5 

Amount eligible 
for exemption 219.1 1092.8 79.6 10.3 177.8 

% of total agri.
 
ordit 26 49 13 42 21
 

,BL 	 BXB Bn 

Total amount agri. " 
oredit disbursed 700 219.7 1993.4 5924.3 

jmount eligible for 
in.t exemption 65 734 1405-5 1405.5 

%of total agri.
 
Oedit 9 33 70 23
 

" SACP loans only 

" "Total agricultural credit 

9 



table -V i 

Sonali 

Total amount 

1092.8 

of loans due for 

ih milion)(at 
Ptnal 

65.5 

Intiest lse 
6%/jsv9 

Uttara 

Rupali 

10.31 

165 

.6 

3.9 

Pubali 79.6 4.8 

Janata 177.8 10.7 

Agrani 

BXB 

BSBL 

-219.1 

1405.5 

73.1 

3123.01 

13.1 

84.3 

4.4 

187.3 

U,
 



Tbla -VI * act on bank wurplug (ThAjj minl )

AN t 2of t aMter oppropriat±Oa. kfo taxci)
 

Yearly surplus 1982 1983 1984 

Agrani 90.0 1187 170,9 

Soali 481.0 504.5 550.3 

Pubali 20.3 5.3 5.5 

Uttara 61.7 50.5 32.1 

Janata 171.3 1927 230,9 

BKB 92.319-128 2) 112.9(1'82- 83) 169,5(183.!84) 

BSBL NA 10.39 24.27 

Rupali 64.5 .85,2 115.6 

Source : Bangladesh Bank (Banking Control Department - BCD) 



Table - VII a &ygrao gate lonrcvv AnS j ki ltural Itctr( 198%),. 

U~m' of 

, t&tton 

Agrani 

Rupali 

Sonali 

Pubali 

Janata 

BKB 

0%-

50%

30%-

Uttara 

BSBL 

b ECriteria 

60% 

50% 

60% 

15% 

53% 


35% 


60% 


20% 


40% 

72% 

4% 

Recovery/Demand 

Recovery/Demnand 

Recovery/Demand 
(% of total credit) 

Recovery/Demand 

Outstanding/Disbursaement 

Recovery/Demand 

Recovery/Darget 

Recovery/Demand
 

Recovery/Demand 

Cunulative recovery/
Demand (since inception) 

Recovery/Demand (Monthly) 
September, 1985. 



Table - VIo R(Tci PCmilliona)
BWASHKR2SHI UK :n mdillimon)
 

.. r.advanc.dTargetYear ~ Affojt. Annual recovery RL0'.c=ovretaaryeae ~ttadnachieved r 

%979-80 141.49 
 70,00 	 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 
 240O00 202.24 
 84% 153.64 785.54
 
1983-84 592.43 
 414.00 
 307.96 74% 308.25 1253,38
 
1984-405 6!4.73 
 614.00 364.72 
 59% 506.1,3 1735.67
 

Table - IK t Cn 	 special request the following table was supplied. 

BANGLADESH KRISHI BANK 
YEARWISE RECOVMY POS3I3 N " 

jYear Recovery/Demand • Recovery/Outstanding 

1982-83 	 56% 26% 

1983-84 50% 25%
 

1984-85 	 42% 
 21%
 

* 	 due + overdue (BKB officials refer to it as " amcunt recoL._rable") 
Percentage calculations are based on estimates supplied by the statistics Department,BKB. 
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LoPoliic aillC 
ThycudC1 oe.forward to 
ItiT.. Bt said that 

%G~ 
people-~wilbout Fivicig lip-serY2)e 
eltriuag Inci 11i Ctiesc tLd townsZ. 

porllSacti~~ont, 

pr ovldc bel fc to ho c cl d 

1bfadt.O;tppaot*h 
Favrr. n=Fffo.ts ,io , )proy~d ~ 
g3u~ux 4o~ 6c fhood v'ieUi. . 

aske4~id (bh.7-xtudclta to 
. sa- ,0 

Ii Ca'cld- aRreas I 'And. 
~i~ bb ail. Of thilflocl IeI 

*~C(U-~~leilb:OvrD.b 
4aAWIIcb to-'L_xkd them t b 

ena~ivre~rr4.n1-distributed 

a S=n -bovf plc7 
jeiict(tlhdirtdiic2 

.~uerla 5.rr~sl-at, -Salkba 
-- . ffccled -rillago.'isdCillod 

-4-ia. walkeid alan; - mnuddy 4i 'llag 

o,,. thi 03311cr 3-mo boinmetcsdo 
'aird Tarms_.-. -tic talVe4 :to the 
. lev i4bo greeteA ;him '-ccihis 

S 

'Precudfro Ershleo~Or1 

gat n Takt two~l* abDJ 
en 1hooligod Moaunds, oti AdAtil 

for lest tellfItV!0 

In Maturs district and o-v.ithrf
 
Take two lakb and tw ftoviC
 

mo~unds of wheel fo' Malinorts a
 

! UIpvili 	 iftl; ltJAC 

. !2XI- inJsa!i 1,h1et Anrt r jvr Ups-

Zl ontz IrVtd 

r~ta o' dcvclo.~:\.* 

'~tie [in MraiI W at'ptelora Ire 
aornQj. -6 pn-ncrt~.lbat tm reCrr;r
 

bad -r -:~j'
 
.. a bCC UI!I'projet 
Itnplemnric. or) the upazik l 

-dhif cd~ tfeoratdt-opm ofs 
i ioafrdvIp f

the area 
Toe Presidrn: fbur.J c'rr 

offirial ribacn!l withou p-rmn isiot, 
and vrdr red for his immcd'.rec 

Rcvirv.-ing the fkmily plant)
cis'-c iadn rniin aciitcs PrsdntE 

iked t-c 0DCrnrei 015:1als if 
further iateeriily 111LIJ)Jprar0 

co tro l siti ilies. HeIsa i c w r 
enU31 control the urcbriicd so(0
wqb of population for outr xU-j
vi. 	 1 

Ihn~~6n(nmnn' 
c uz cril dvi 

.jibtI ,,CiTiCultUrC VT)1 lie 114 

-W'i the OmcPlOYOc tc4 a 
-eclquiiead about the -projccl. 

_7he balMartial-- L31-
Admnisutrathe. .Zone -E.' Main 
OenralSadiQur Ita mSD (2-iw 
dbur-y. c-_orMpanlcd th, Vncllider: 

- .Mu-nwhilt. r.Mtl-. he rr-t36a o 

-.01 tblc.60ood .v.'at r3 frm ill
.A~fTccled *rr&;,-4be farmer-, star

l ed taking *11 -rrrenarstioal 'Aill 

rcaewed -vigour :to _o. .o lot-t 
r~ncxt crop. The ViitO P'teide= 

ihsbElbdjurancel -to thb 

fD-al1 peopk find 'be osras&urc 
a&ntouncetd . Ly HT fv- 11,) :, 
-iehabilillition. - cirstcod a 1-' 
a-e of Coo-jrs tciemong ftrrr

-The f a. mra x ov, look iol-r 
'ward to, --a nc- it Arvcv 'an 

!flue -ileys -:ordlstr=1~ lhr~v Passe 
* 11 - ,3,~ 
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.4Gdvt waves 50pc pre-,72 agri ban.
 
merni has not so lor ttlen following decisions: lion -loan still putstanidihg"theI' ,.eUovernment hal decid-


C- t 'atve 5' per cent of strong measures to roilise it trie person 
.wr.o took agri- recovery of tlie outstanding
 
raiqlrlLural join (including lths-outstanding duoes from cultural 'loan ' trom the Go- amountof the interest" will be
 

T .tt'f tpken in the pro- them. vcrnmeint in the pre-libtwrn- waived by -the Co-o pesa .
 
fi'16kot period, If the ioanee In ordnr to extend some re- tirin period payF-50% of the --H& . .n.
 

amount (including interest) t h a that'|nIhero
Y'411 rciat amount to tnum and Us to facill-of toe (in- li 
cILuZtog interest), by June 30 tale the settlement of these by :he 3nth June, 1977, the re

him of the re- interest Qqt.." o or.*wldar "]
'next, reports 135!. Jonl' outrtanding nccunt . to covery Irom, 

ythe llcoitcei:
 
Ministry Finnnce ind tC ccnitrkte on current nctivities rest) will be Wlayd d Wll pay their outstmn ngl


A Prc 'Note isued by. the 'nnble all concerned to con- mn.ining 50% (including Inte. teret of nanod 

on Thub -.sred that I! a en- Pnd tp improve the finances of 1t a member o! a Co-opera.
operator repays in lauthu Cpoper'ative societies for tive Society repays in full by and avau of Wll; eiicr..
 
principal amount of the loan pre ngrictitturri credit, the the 30th 
 June, 1r/7,the prin. It it. however,' to "-i 

taien the cipal amuit of the pre-Ilbera. ,oned in this contex,- hAit 
taken in the pre-liberation .'overnment, hall 


period by June 0 nxt. the hre who frt m
persons booed 
recovery of tfie -out-Italmdin Y1-11eav i V 0 tr Goperieae r uU tk*" CoC) and morl oolpt i0.to ita
interest will be watved by the 


Cooperative ank. 1A!1;OI. Mnrch 24: Thai- Ban Wangkto, In hi/Sod 'di- the loan" with Interest.. Ift:1,
 

Interior Minis .Y today trict of Trat province' ,)miles therefoe, expected that i.oiI
•"IheTiress. Note' said:/,= sti'- lt.d's 
sta.tial amount Of agrj~uitlrtl rr".rtr '1 heavy fighting going on north-wext of Bangook. • taken' after the .liberation Will 
jo ns navanced in the ir' - l',t".e n Iurinese ,And Karen An nttmber be reij|d by e loi stricunknown of vil- '." 
liberation pcriod to the "'- rl troops nenr the Thai bor- lagers have beez'killcd by mor- tly in atcrranee with *.th 
mers by the overnnent .and uder yrc'eri.y jilled between tar fire v.hich landed across thns terna et ,t loans, .nd 
to the memnbers oit the C ,-, , ';. z)foits AFP. border in Tha' territory, the Mi- willi, ki
rativc Societies thr ,,n 'he 'lThp Ministiry report said fisht- nistry r rcirl sid. amneerned agent 

jatiaVostrict brmahrya 1:11t action to realise:all pvee. 
Injwas still going' or, between Thai Interior Minister Samak liberation tozn e itsanilingJatiya namnbny;, p'z . ,rc 

still outstanding for re - the two .rces todr.y (Thurs- Sundhsy~vej said Thai observers after the 30th Junle. .IM1 .. 

tho vl;lae of are beln; sent to the area. all past-liberat n lo w .Gove 0' lo..merit. However. ti' n- cav) ai non near / •ap

IK),/G i'Dr" 

/,
 



L1ZA D0 Ft,,I"~ 
JPOGT FW NO.a 

__) C_ 

___ 	 AICUA- 'J l
0 -- 1 /7 

THU MAA 111 - DI f Or 

ALL XAI11/,U~srD, COHMERCXAL D(HKB 
AIU1) flHdOLIXESht KfllItZ D)1N 

DALCCA. 

Doar Sir, 

OF HITMEFST 	 ONPRULT.DERATIcXI.-RmIJSSI0N 

*,AGR ICULTUIWI, 111 MID AbVi 

inrniors who have outetonflWith n v1iw to providing relief to tho 

V 1:''4a" 	 looa due to pro-liboration poriod, tho following5II~i~ griculturni 

vidothi l2.ttor Ila. 17?. . onro h~ bontaken by tho Government1'0 soo 
1q79 (copy -oncloaod).,,~SJL 

I. - v./Dm(-58/79/1?' datoc tile 5th July, 1979 

3,000/00 (Take Throe~-~1f~nwroaton ngricultur jr loan Upto Tk. 

due for the ailto poriod will bo totally wivod,;SLhoustind), 
0~7il~ -1981idprincipal nmoup%, io road

-ifrtho 

~ ii) Intarent chs uos on loa-s'~edn .~OO/O(~f h@V 

t oyorL o '~ti repcjd by 30th 	 Junhvp.S1 

to Ssuo -iurltO~,You are, there pro requtjztod 

toyor rnnChuscon8'r accordil'. 

please acknoM1CdSa recai?t.
 Youra fnithfullY,s 

of att

Cidt. 11. AC.1,()/-

rorvanrded for inforintion and nocosaryi action tot~Cotpy 9/I), IHotijhcoLt i l. i hw~l~nnngor , Baon ;Lndooh 52m.-bbnyn Bnn), Ltd., 

Dovolopiuant 	 Pror~rlm
2. Th. lirt-ctov-Oulora1l* In-.Ogrttod R~ural ~--

Dilkunhn Corisnorcitl. ;,real Daicca.* 4 ~'k~ 
'.. ' ;1.rio-trir of Co-oper Itivo BooiQbiBolovorflfont 	 or tho PouplelaBP. 

kroo, Daicca..1--i"n~1rdCIh, I/D. Hotijhool Commrcial 

II. 	 fl .. r.:t'y, Ilini.stry )f L. 0.,, R.D. and Co-oporativos, 
,. ujf till. lbcple's Popublic of B~nn!;I:ndosh, !c ca. 

GovoIrnmontif i riculture and Foreat,vcrctinry% Hinitstry 
Pooplu'a Republco og~Oh aei 

5. :;. 
* of the 

n n 	 t o Q 
* 6 . T h e r t a y i i t y i a n o Mr a k .... n Sasudnhho o t0 

wi ;(ttnto 
Divcio,- li of BrilarInetmn 	 Dca'wt 

ou
un oftoPepes 
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IB MI.-D 11I )ANK
 
0 " 1190s CONTROL DEPT?.ICAD BANKINO 

CIRCULAR L3TT2R NO. 3CD(C 666/41/ 11th Novembar, 19P.1. 

The MLana.nZ Director 
Sonali/lup'l.i/Jan ti.t,rbni/Pubali/Ut tera Barlc9 
Head Office, 

Dear Sir,
 
ralvr of interout un pre-libor-tion /
 

cutstand n ]onn upto Tk.50,O00/.-

Please rerw to ou'-Circul,r lntter No.BCD(C) 

656/9 dated tho 27th TVebf'qryl981 in terms of iihich 

bancs cott.J .1.]ow 'we!.arof interest on pro-liberation 

outstjnidi n2 lo . i ptc "A_90)00,/O/O urM.cr cnmpromise 

forrula till 30th Jurie l981. 

2. It toc now been decided that the facility of 

waiver of in-terest umer the above compromise formula 

will ba available vpto 30th Juno,1982. Banks arelthorefore, 

-requested to bring &1i5 to th,' notice of their constituents 

so that outsbatndnS caes, if any, may be Tine.Iised within 

the stipilated date. 

Please ackr),cdc1pe_ receipt. 

faithfully)'01o 

( D, BUZRCH XEB? 

"qSTT.C1[I. CER 

P. T. 0. 

http:MLana.nZ


A_____ 4 DATKD.THZ'8OM AU0 

-Puhftli'Birnk Ltd./Utttora IPank Ltd.,d%
Heflad Office, t 

.j .. Dour lUir, 

E:XEHPFON OF'INTERLST AND R1LCJIEDL Th 
LOAN IN TUE FLO AJ7(1, ARIA 

OF RhIPAY~IW.T OF -

IYou nro aware Ehd, the r'eo'nt floods Wive cnused extenuivo damge 

to the last Dora, Aun, B-Amun and,Juto crops in mnny areas of the country. 

I--

~ <,~y' 

4' , 

-,ereo 

'last 

: 

-,1. 

Government hassince decided to extond the flloin5 qredit faciite/ 

reoio,:to theAoo t the looodl..::t.. 

The flood affJted Ifarnorv', :who could not rcpo ,taken for 

year's T. Aman crop Aue to' th 'k'ao$&t flood and consequent .dma.. e of 

currant crops, will also beellgible for Ioans1br thecurrentt&'Tjlontad 

L ,'l "as t year should be reschoduled j7; 105. 

.. 

, 

V.. 

' 

'loans 

2 Faror., ho availed or the last Boro, B-Azan a ute lons 

wil also'be eligible for the current Transplanted Ain r.M., -disayment 

o.. , Aus, B-Amazloans will' e rschedulod upto a period of -one year . 

from their prosant due date. Intorest including service charges, on the 

taken for these crops will be exemipt ed for oi6:year. No penal interest 

. will be n"'hed to theos loans durinf rescheduled poxiod. .. 

You are, therefore, requested to issue nocunsar instructions to 

yonr branches concerned in this regard iameditty undor a:vic .o.. 

'4 

Your& faithfu3ly, 

(KAMAL IUDDIN A11?TD) 
CJLl'16 OFICER. 

P..0 



5The Joint Doorea~y
flnauice Di'vistons 

G~ovorrmont of' the rooplole,
Fteub) c ofB"Lndeab,' 

b~n~Lc~dvah 5iderot'&viL,., 

Attent iont Mr. VKh.libdus Onmij Lectior. Gfricor 

LPI9 OF FIA.XA AFtEk;crED DISTR~ICT:; 

rietat refer to your loLL or Ho. /IVVUfl1 -'dtdLa 
20th Janur), ,1985 on t-he ebove put-ject. 

So f~r wo undo:-nt imi, 60 liitrictn omit.of~64f h-d bue,,i nfrructol by 
the latt flood(ltpt eonzLo~iid). 83ut dotailo-.dliot of ILll Ltiu flood affr-c
ted arot~a is not avcilnblu wit~h us. 'do Imbve alrady writtan to the Ari

ctrean'dForetsDiivion for th& sa which ie still awie.oevr 

thejttrz-4a I'eing pursued nnc! on :receipt, the namu will bo furftirhd to 

i 

.~ Yourt; fnihrtmily, 

^G~U!.T!7%aL.CIDT-1rll 
Fhon6:- 2,5C00/E6!. 

' 

vrI 

%I
 



1 	 -1. N adm i hsc 4e I distric t _ I _ 

ail2 a rstaf 	 Tarcsn 
n 	 60 ,Thakurptn2. 	bandag'& 


U~.risaJ
 
5. ho2.a 

G.. Bosra Dsrc o f~t---LW--d yfodDititntatco
7. 	 Brahmahbaris 
Z. 	Cbauc inabbonj 6.Citgn ilTet 

62. 	Cophittfl l "c9. 	 Chandpur 
10. 	 Cbittrgong; 63. 3agprha 
il. 	.o* dmnra 64. rungchar 
12. 	 Coilla6'.Ncig.
13. 	 Ccx~r, U2ur 
14. 	PMi-, 

16. 	 Farrdpu~r 
17. 	 Feni 

19. 	 Oazipur 
20. 	 Gopalgon~j 
21. 	 llabigonj 
22. 	 Jes5ore 
23. 	 Jamulpur 
24. 	 Jba2khti
25. 	 Jhina±dsha 
26. 	 Miulaa 
27. 	 IKishoregooi 
28. 	 Kurigram 
29. 	 Kiwhtia 
30. 	 Lal.moiirhat 

31. 	La~lpur 
32. 	 V~adripur 
33. 	 YVagura 
34. 	Manikgonj 
35. ..*keerp=r 
36. 	 ])IPulavibazar 

'-i. 	 Nlarsyan.goni 
42. 	Narahindi 
43. 	Ilatore 
414. 	 1etrok~fla 
45. 	 INikklmal-i 
46. 	 lioa-khal i 
47. 	 Pabna 
48. 	 Patuakhaai 
49. 	 Perojpur 
50. 	 Raalbari 
51. 	 Hajenal 
52. 	 n'angpvr 
53. 	 Satkhira 
I4. 	 Sharil'tptr
 

5.Sherpur
 
56. 	Sirajgoflj 
57. 	 Sunaxm~fnJ 

% 



1AMA KJ'A.-

S,AIA 1. Savor 
2. hamri3.K inrengonj
4. Nowabgonj
5. Doher 

2. 

.. 

KRA~iYANGOOJ 6, Bandar 
7. Araihazar 
8. Rupgonj 
9. Sonargaon 
I0. Nur'Jingdi 

11.12. JREaipura14onohardi 

13. Poi ush 
',d. Shi)-pur.
15, Belribo 

5. 

,-

7. 

_"_25. 

MIJNSHIGONJ. 

TANGAIL. 

16.Manikgonj
17. Singair 
18. Saturia 
19. Shivaleya. 
20. Harianpur
21. Ghior22 .Dauiatpr 

23. Kpasis24. Sreepur 
Kaliakair 

26. Munshigonj 

27. Sadar 

_ 

" W

28. Deia il 
29. Ghatail 
30. Kalihiti 
31. Nagerpur 
32. Gopaipur33. Mirjapur 
34. Madhupur 
35. Shakhipur 
36. Bhuapur 

-
. 

_37. 

MYMI NGU-
Dildua 

.38. Fulpur -

9. 

10. 

""40. 
-.S IIC50OJ 

WL• I1TROKONA 

39. HolughatBh luka 
41. Karimgonj 
42. Astagram 
43. Nikle 
44. Itna 
45, Mitumor 
46. Kstiadi 
47. Kishoregonj
48. Hoesainpur 
49. Kuliarchor 

50. Sadar 
Pl. Purbadhola 
52. Durgapur 

,)5 Dhubau.-a 
54. Kaimakanda 
55. Bprhetta 
56. Mohangonj 
57. Atpara 

58. Madan 
59. Kendua 
60. Khalisjuil, 



__________ 

____ ___ ___ ___ ___ ___ 

SERPUR.
 
12. ~BR'UR69, 

136 Mnhrunr
 

14. 3~~o; 1 

15. FAJjjPUR, 

'64,;'BaSder 
.62% -.9oawishaborV 
63. . 1dar onj 
64., ,vangsh
656 wsrngonj 

67. 13Dkohi.gon3
 
6 89 Sodar
 

SJroobiardi 
70., No2itaibori
 
-71. *NoichIa
 

*72. Jinaigati
 

73. 

74., lx;p~ 

'16. Sn~ j 
'1, CIutuik 

7b. 

'79,

E30. 
81. 
82,


-83.-
84. 


85. 

86. 
67. 
88. 

89. 

Diurbczar
 
BiF-v.mbtjrpur 
J3ualonj 

Dhfures~aha 
Taherpur
Thirai
Jag~nnathpu1' 

Salle
 
Sntder 
Bhoinga 
Boalmari 
Nagrirkand~a
 

90."Sdri< 
91. Alfudange,
92. Modhukhali 
93.. Chsrbha~rash~ti 

RkdTARI94.....Sridor-
- - -95, Pwipha 

-.
 

______________________97. 

17. 


M6. GOPAIGONJ 


20. COMILLA 

96. I3allodangs 
Goalanda ___ 

§9:RP~l
Modaripur
 
99. 


* 100. 
* 101. 

ib2; 
103. 
104.' 

* . 105*-
106. 

100. 
109. 
110. 
111, 


___112. 


113. 

114. 
115. 
116. 
117. 
1'6. 

''9. 

122. 


123, 
124. 

Rvjai 
Shibchar 

1{i1kin i 
Sudur 
Moksodnur 

* Kahiani 
Tongip *a' 
Kotalipara 

N .rio 
Dninudij8' 
Bhodergorij
Goshoirit 
Jujirs 

Chrjndjnu 
1)ebidlwo:' 
Yiurudn ccr 
)Igid:ndi 
lionii 
Sodar
Burichan~g 

14rajP.: 

Nuincolcot 
flaruxrj. 

('ond P/
... 




i 27s Ndtleb 

128a 1Iajigorj
129. ShahorastiI' V uno.u. 
131 . ri-hinahn DIk r0
132. Surail 

. 

133. Wasibmfgar 
i 4, Nabinagor135. lNas
126, Akhe~urc_, 

8, Chagolnaiya
139. Dagonbhuiyan140. Parashuram 

2 ts T142. 1421 Kotwcll 
143. Compnygonj 
144. 9oinghat
145, galagonj 
146. ,Bivhvanath 
447. Penohugonj
148. Gologonj
149. Ja inapix 
.150..Kanasghat 
151, Biantbazar. 

- - - .... .. 

25 153, Habigpn'
1546 Madhaop 
155. Chunaraghat 

-

1571 Nabigonj
158. B~bubal 
159. Idioat 
160 ._ ~J_.--.-

-16 2;..Rajnar
16 4 Kulaurs 
164i Sreemora,.. 
i65. Xamalgaij 

'~1168& 
167.. Sador 

arah' 

281 . 
%=Now

U I--

169; Monirampur
170; Baghirpera 
171; Chowgaoha

'172. Avea r 
'173; Jhia~cha 
174.i-K shebpur
175-. Sadar 

_ 
-

30 _ 

- HEWIDAH17--9. 

,RA-11 

;76Sreepur 
177: Meha~madpur 
178. Sal*c ..

Soda--=-
180' Kotchandpur 
181; Kaligonj 
182;.Yohohpur
183. Sailkupa 
184. Harinckunda 

Narai . 

- -:- _-_""- .. . L : 

•~Ld 
.....6. Loh gor 

,*.,L /.40. 



_____________________________________________ 

A 

4 ~MAI S 

-- 2 

JIAra~'32.~ ~~~~~~~ 97 

-~;~ fJ 
*Mo. 1t i 

33.IM~i Pul r 3 atdria 
5 4 )f.~1 owichH~a 

2r N'iatpur, 

341 20 c Sa.. -
V~~~~~ '0 Dri~ 

1.___ . - B rh nu d 

_212_ mo' 

2 t3, Tai n, d-' 

t-, ; rsi5rMnskot
- ~ - ':~ i24,r~h~o~ar ~ -~.~hJ-~~M 

21J.iaazo
T'.--* ~.g~~oj,~n ~ * 

35 . * .'.ta.p 3. e hta 

4?Q~
Ti 2 Keholeh 

14 Rhshowal 

T' -- -.- 5 s~ari~i' hrw-'24B. *!'-'-- hnt 

'B' 234. " 

.235.*,Birgon


236IBolng 



---- 

40. JOYPU1ftT 


'43.NOAGAON 

446 
 KJSHTI 
. 

--_.. . ..._2 

450 '. CHUADANGA 

6. MEHERPU 

-
 ~ ~----- -


.7, PABNA 

252. 

253. 
.54. 


25k 
256. 

257. 

258. 

259. 

260. 
261. 

62 .
 

263. 

264. 

265. 

266. 

267. 


268. 

269. 

270. 


271. 

272. 

273. 

274. 

275. 


276. 


277. 

278. 

.279. 

280.

81.
 

282, 


283. 

284,

285, 


. 286. 
87 

2e7. 


?d. 

-.
289, 

290, 

291. 

292. 

293. 

294. 

295. 

296. 


Sador 

Khetlal
 
Pathbibi
 
PfA tikohar-

Hathazari
 
Rowzan
 
Sitakunda
 
Patiya 
Sandip
 
Marrersarai
 

I;atore 

Singrg

GurudFospur

Baralgram
 

I .
Lalpu. -------

Manda 
Atrai
 
Noagaon
 
IThninngar
Mohadebpur
 
Dhamurhat
 
Badalgachi

Patnitola
 

Sadr
 

Khaksha
 
Knumarkholi
 
Mirpur
 
Bheramora
Deulatpur
 

Chuadanga 
Alamdsnga
 
Damurhuda
 
Jibannagar
 

Meherpur
 
a c~
G 

Sadar
 
Atgharia 
Iswardi
 
Che tmabhr 
Bhsngura 
Faridpur
 
Sattia
 
Bera
 
Sujanagar.
 

COntd....p/6
 



4S, BMAJO03J 297. Bader 

* 

298i Raigon
299. Misipar

.30C SBahJsdpur
501. Knaipur 
.302, Balkuohl. 
303. Ohauhali 
304. Torash 
~~305.Kamarchana-306. .otual 

_____ 

307. Ksonla 
308. Gongaohora
309, Mithapukur
'310. Pirguni 
311.312. PirgaohoPadargnnj 

50. KUItIGRAr 313, Sodur 
314. C yhimori 
315. Ulipur
316. Bhuxrgnmari 
317. Rejurhnt
318. Fulbaria 
319. Roumnri 

51G AIHAN11A 

320. Rajibpur 
321. Nageshwori 
322 Sadur 

52. LALiONjfldAT 

323. Paloahbari224. Gobindagonj 
325. Bundarg6nj 
526. Sodulopur
327. Puiclhari 
328 Thagota 
329. S da
330, Ad tm'ari 
331. IaiLonj"'_ _332. Hatibandho 

53. NILPHAMARI 333 Sadar 
334. SaiLdpur
335. Dimlo
536; Jaldhaka 
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.RDZ? 

ANGLAD;D BANKPATMET 
HEAD Of FICI 

POST BOX 1:0. 325 
SHOME 1.252031 )DACCO.2. 

Dated 
OfNO., J= PCZX 911/84. 1 C 

The Secretary,
 
Tinance Division,
 
Ministry of Finance0
 
Government of the People'.
 
Republic of Bangladesh,
 
Bangladesh Secretariat,
 
Dhaka. 

Dear Sir, 

EXC PTION OF IRIESS IN TWOD AYFECTED AREAS - DYIT 
IN GOVERNM, REVENUZ BUDGET 

Please refer to your Memo. 1. FY/FD/IKV-2/1NV-4/84-288 dated the 9th 

August, 1984 on ,th above subject. 

by the banks indicate that a
 Latest statistics made..availible to us 

total amount of Tk. 44.06 ce'vre mxy be £nvolwed on account of interest exempted 

in given Weow 
by'the Goverman in view of the recent flood. Detailed position

( Taka in crore ) 

Loan disbu.!ed 71 Interest I Service ITotal int,
,hame 

IJt Total 0 12% 1 charge I ant a 16%g
imxnkA Br 1-AptIB. 	 .. .I I I I 	 1 4 1 

9.27 3.09 12.06
37.23 77.25
Sonali Bank 28.-7 11.62 0.23 

3.0C94.0& o .20 0.02 19.31 2.32 0.77

Janata,Bank 15.91 
Agrani Bank 17.3 4.41 O.6 0.21 21.91 2.63 0.88 3.51 

o.27 1.07
Riipali Bank -5.8 1.4o -0.o4 0.08 	 6.70 0.80 

0.95 0.32 0.11.3.0.. 1.27 
Pubali Bank • 7.08 0.86 o.o 0.01 	 7.96 

0 88 0.11 0.03 ~ 
'Uttar&Bank 02.71 0.15 .	 1 I566 37-5573. o 22.52 

22.62
1 6.
0.2141*37
B K B 130.40 10.37- .32 

been furni ;hed by the banks based on their total dir-
This estimate has 

to have be aL cl!:t! m 
for the crops in questi in. Banks are reportedbursement 

more time to complete.
which E&y take someinformation from'their field leve 


crore my, therefore, be taken as provisioal.
The estimate of Tk. 44.06 

to the ',ankz has given rise to questions regarding
Such loss of revenue 


costs are inyolved in fund generation
s.me as
adjustment/compensation for the 


nks. In view of this, we like to propose tbs
 
and in lending operation of the b 

(-o3td. . ... .-.. 

(Please see Annex-X] 

K' 

l 



ANN9 x U E Ix 

A.CfoW PLAN FR Ro vkRy or 
ACRICUL Z Jp)JLOAflM _I9 

Yeu &re'&v r that cerdue of =gricultur~i loans ev, lehed punwustair.abl level, J'4ov.y Mituatioz r lon x e ched
 
9wrtatw low dulirg of loan rvpq-nt.. With the roOvery Of ... pro.ction md I j It h bon decided by the Gaoer nt to.c"Oovery drive irmedt~ly The folloviwn action PIa to that end is"'W9gted far your consideration and implesntaton,. you May Make such 

iIuOvT.Ipnt an the A~rtc* a~aaYou may consider appropriati I-

All banks will . x up a trlet of eollot1zg, 1ithIn a Period fro
 
japra to Ilazwh1859 
 80% of loans, vuheb wilbhav b"009. oVordu-lst ?ebruary,198, (t~iniuaingevist by

ovordue.) of each branch, 

rar&ers w0 bt 4llove a rebate an ae-rvio Chargee 2% if the wholeMout, of dues l rmeaid within the fi al due data of rojumRto SimLlarly,a rebate on penal Iterest-* 2% way be allowed if overde mount Is reepadvitLa 3U1t K(reb,19e3.o withia the qvurter of ita bercoing overdue, vhichver 

£11. .L±iti!...jSet tft.
 
In order to provide incentiv. 
 to th, bank officials/field anietanta,a propoal for Introducing monetary benefit for better recav9 ry Is beingworked out in xa lsdeah bank dIob vould be finaliaod in eonultation vith 

yOU* 



iv. -t rul
 

List 	of defaultera q be repalnrly rebariged onoo 	a quarter betweenbank 	bra lbee wthl tDe UpAg118 P9oial2y between ff -ranchee end ceureroibajk 	brainebs of the reapoctive ar&es. tuch 	M list &Mdd a]o be given to tUni o n 	 Pariahd and be displayed in local hate und barmru. This vill createbocial and reyehologleal presfurs spocinlly on big flxerx/influntjsl group,
who mi t. dafnultlng pysentf of 2ooms wilfully . 

. PC~y~yEach 	 bank should consider prInting leaflets/handout nna distributethrough the branches requesting the loanee to r epy their 	
the 

loans 	in tine andampwring them 	of fture loa, at the tinae of their requirements Similarly,publicity could be sade thvrn beatSn of drams Is the local bats and bassrs,
Bltahjo publicity through other 	nmie media will be arrimg~d centrally by
bowled 'h Bank separately*
 

Ti. L urm o e o f t b l
 

Senior offioers of the banks abould visit the differon branches and
bold m*tings at 17pazils leve! for Ispresilxg upon the bak/1ocal 
adminlatrat_They 	should explain the Importance of regular reP eet and its impact on thecredit operation. Ecb 	branch ahould be visited by them in connection with 
t.e rccmvery drive 	am often as I conhidered Eesesary. 

vile 	 -cy~lemmato ro-mn 

It b na been r*ported that a oonaidersb2i moint of crop loeno 	hha beengranted to mn-f.rsers. Banks 	are adrised to identify armh fake borrowerswith 	the help of Union 	Ag icultural Asaiitsnt/UAC. All &uc. 	oon-ftruersshould be debxrrd from all ittt lending unlew the loa= nre repaid by 
themn. 

(cc~nd
...p/1x
 



).ttetton of the banks Is dravn to 5er~tar7 t Cbinet Divinon'. 
ro¢e.t circular on certIicate caaes (copy ovelomed). Z an drmavig tte
 
ottention of the Deputy CooflIsiontre to this letter vith requeat to
 
take active interest in both rocov ry and disposal &. cqrtiflc,"te caaes. 
The pro]-rees of dimyosal of certificate covSn ma vell tw of recor-y
 
ebould be pUrmued by your officer-s with Utpattilm Irbii Officer5 and 
oonnio-at1, vith Depu ty C,=..Ianiormrs. The Lcrettury of the L~Itrict 
Cocmittee Iv also beinr odviaed to esvd rteularly the pro-etna of di posal
of cartificste c-.na to the Chief Offoier, Agrimtural C.dit Dopmrtrent, 
Bahgl&.dom Bdv, yoadOffice, Dhaka each conth.
 

Ploaze odrtav your br5-bj socordingy on priortty ain. 



-714 7 .k .44 

; TRAACC&M 	 -P 

Aietih is'awn~, - Offce , BD 	 11to Hea B 	 cicl N., / 

14"4 . "Exemp b-tionutinof c~te reamn of hnteroot and rosohedulin f onI 

"Disbursem~qaynentloanof floodcattl 
 aarethe ktteotede 	 5 . 

2. Iniwof thsdintuton Ofieaad in bov circulr o the8bracheshol 
take4followin nof intrforthen reohdafected o reamns flon. hor 

8
2.oo 	 Tnslntioan(13 Cro respubjet
-n No.n 

of flood-aftectod loancen. 

4 T~he period of ropaynont of thn abo-re lo3ria should be rescheduled upto 31-1-85. 
~d ~' Fo~&Pr Viiiches !ng 'the, oxisiiin due o tothat purposo h l~h dM&t repaymont 

31-1-85 in tho' fion' ledgerjvAaio :~ flo inidtlircio huld 

tWt 0j rwqx: 2.2 	 Ponal interest Phould'no t bn chjidai Iea~'oaa for the 'roachedulod 
period upto 31-1'85 'P ' 

'44 3. Bore, Au., B. JuJ(9 C1 	 %crops~~+ 
~~ ~~, in',re!Moct of fl od-affcted;opg. 44 

3.1. 	 7ho period of rapaymorit should bo 'oschodulad upto i period of one year from 
their existing4uc datoq hdnaacl ih t f ctsal bit taken, 

,on the lin~e us at 2.1 ,abova, '" 

3.2 	 Interest including service cnarnrP in reqpecv of the oneedla for 

,~ 4..	 . those cropa iu oxriptod for tho ye ir 1984-85. 

. 3.3 rbo individual borrowers' should be informed of the above decisions au per 

specimen notice cit Annexuru-l"ill. 

flranee~ will account for the isnteresat 'and Seri-ice Charges' exempted on tho 

folloing line. 

-3.4. 1he intercost anid service ch'irge-s for the year 1984-85 will be calculated 
at thio timei of ;ainual. Closine ort Accouratn an; on. 3o-6-85 and- will ho booked 

'to,~ ~ ~ ic iniiul'o'u proper with credit~ l ;tundt~r ho:ad contra to 610-4
 
>4 -' ~. Outstandin sntcrctand rvcu Q-b,-orusof Flood Affuctod Loanoosil occoount
 

at the first i.nutunc, 7bareafter, the amount of interest and service
 
"'chargos so debited, to lonneu.i cco-:nt will bo reversed -to the debit of 

1"1210-Intarost teid Sorvicnw Chargc-, of Flood-Afoected Loancos M~npted" 

4 - , 'Cantd.%4>C 	 . ... P/2.1.4 



du 43, ,,olo ofo~a9wte4 

.-~~A~f ~ r443 via1 Ci)411 baiven'ben~fiteg. exeptionW, o 

to xmspai~ Ction fal0c duL a 

* 

tl~lftapeiddOf IY@I~i~f f~~fld~rflthe oear 1984-.85 ad on the 
balboeas*4 vn 30_.6. $3t -thaoproportionate pIGrSod of' rXeipt ion'falling 

'duriar the yonr 1?80.8', 

'44 

~3. The &mnwt of oxope Itysta arichargoa 
poriod f&l1InF durinig19.-. wi I bc oio to 'v 
%iithconttra aradit. to ' 610-Oit.(anding Interest evnd 

cc, ocalct'latoid for the 

~loun acOenfl1i 

Seryico Chirga of Flood 

3.4.4 TMorof tor,' tiat umpun t'of irdoresL. enid Borvioe ohargou so dubited to the 
.laaos' account amj orn t~io ,dato'of zrepr /ont' will be reversed to the debit 
of 111210-4ntswrost and 6vrvLcu, Chtirod'on 'F.;od Aff~oted'Lc'artcs-EbceqtedI 
**W,Sthcontra'aroditto. the loaziesa okccount and at tho same~ time the ntoroat 

.~~sfor th4~k~c'Vtt 

"",h debittth 
poriom-otecpptian falling during 1983-84 and. already 

v4al, r'Eiaa-116~~te~ciabu1;z.iiitrlit And aer-vice oChnLr~m 

-0 

+ vidua3 
A ~o ~ fetd-6ne. 

"oainacftnts.~ 

i cnr crodit to the4 concoro n- 4. 

-1.1.Deitr4"ir 
'4~,.racaa~o 

testa 

'6idtfinoof'-;ockn Acoit on-Ithu above linc will help the 
ko oord of 'the pe:od of~esmption and the moVlrt of z 

o ).i'ndividual loan accounts. 444. '" 

z 

1t3 

. ~4*6 In, caaso 
' 4one 4a 

horaVererl a b,,rrowcz makes ropaymont of loan before comlpletion of 
fo theo datoe of e~iasburicemont he/aho u.iiU be entitled to got :OxM-7 

i'"diovi-
*-omned outuxcndins c.d .wi'fU 

charron f oo_'tho nctual period the loa 
bc accounted for on. the lime mentioned 

amount 
abovo. 

7~./ Pon~l Inhtrroa Ec.i,. '.d no' be char, dd for tho reschodulad~period. 

4..ULL.o .lo,"f nf:4jzj.Jqz 'L ' 7*J'%fl t rl a.iYcDtndL loanoee. 

Th1fle 6-uo dt,' of r.-.p \:mrt .oj' 

shou2d K-. rcoec~ti-4uJ,- urto 

och '.owu- f~tling dio during Jan-Dec...1984 

r-?.u.ad for zhu-. purpose the branchon, shall 

4.? Iinteocot 'for, th', year 1081:-f15 -i-rwp'),ct of 1:ho concornud loan is oxenmtud, 

3 

I' Individtia. borrcwovr,'a i .I b,! info i, ad of thoj .reviaco due drates and excmnip
140:) of intert.-tt (ri nn-)- ye.:ir tic p il zpocii of notico' at 'Anriexur,,"C". 

LContd ...P/3.4
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SonalI Bank's instructions 	
- Translation of Annexure XX 

Dated, 18-12-1984
 

Ref I Tnterest and service charge exemption in flood affected areas. 

" The authorities concerned have recently taken a decision to the .effect 
that all branches should continue applying interest on ti eir 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 i"receivable,, 

in t1he borrower's accaunt until further instructions are sent from the 

head office. 

A.G.M. 
Rural credit division" 



• t(V	 N N X UR 3 .-xZ
BANGUT)ESHI BANK 

~EAD 	 OFFICm DEPARTMENT 

V ONE 1 252931 POST BOX NO. 338 	 Contd. .from Annexure-VII 
DAOCA-2, 

M "o. ....... -..D 	 ot ed th#......... ........19
.. .. 
us 2 :: 

following modaitlesi

1. 	 The banks concerned should, aa usual, charge their interest(even in thecases of exemption) by debiting the respective borrowers' accounts without min
collecting this part of interesand treat it as income in preparing their
 
respective profit and loss accounts.
 

2. 
 They should, however, also prepare a statement of the ittereat to be exemptedand debit the total amount, to be so exempted, to the Profit and Loss Appropriation Account (on account of Government's share of profit) and recreditthe respective borrowers' accounts (to offset the debit entry) 
as Government's
 
contribution(exempt ion). 

3, 	The net amount of profit, to be available, after payment of income tax and
the aforesaid appropriation(contributioz/exemption), payment of incentive
bonus to the employees and other v~pzl appropriastions, should be paid to
the Governmogt as their ahare in the profit. If the profit income of eny bankis not enoughJ to cover the total amount of exempted interest(which is unlikely).
the residual portion of the exempted interest should be carried over as a
 suspense liability to thr/ next year for adjustment from Government's share of

profit in the above etatel nanner.
 

4. As regards Uttara Ban% and Pubali Bank Ltd. which have now gone to the privatesector, the actual amount of interest to be exempted, should be reimbursed by
the Bangladesk Bank, by drbiting the same to Government account under authority

to be obtained from tbt,Ktaistry of Finance.
 

If the above procedur,, be adopted for adjustment of the exempted interest,
 
the operational results and te accounts of the concerned banks, including Bangladeal

Bank, would remain straight a.:' unaffected. There would not be any need for interesta
 
free refinancing by Bangladesh Bank, no loss of profit for the financing banks
 
concerned, no loss of incentive bonus for their employees, no loss of income tax
 
for the Government and also no loss of income for the Bangladesh Bank.
 

We will appreciate Goyerment's views/decision in this regard at an early
 
date. Concerned banks are also being asked to offer their views in this regard.
 

Yours faithfully, 

((111Uddin Ahmed)
CHIEF OFFICER, 

/0 



BANGL4D) BANK 
 'LL~L~'
Re/N.JG X 1/ 5 := x -x4PHONE~I 283 P09i BO$ 110- se 

The Joint Secretary,

Finance Division, 
Ministry of Finance,
 
Government of the People's 
Republic of Bangladosh, 
Dh ak a. 

Attention;
Dear S~r, Mr. ".1.Abdus Sami, Section Officer
 

EXEMPTION OF Ift 'EREST IN TKE FLOOD AFFECTED AREA 

Please refer yourto letter No. bF-INV-4/BY-44/85.163 dated the 7th MAy,
 
1985 on 
the above subject.
 

The issue has further been exa 
i-ied and tie modalities already suggested

vide our letter dated the 29th Novbmb :r, 
1984 appears to be appropriate and
 
rational.
 

There may be no denying that a c irtain percentage of the loans becomes bad.
 
In this context Government may considtr that banks should bear portion of the
 
exempted interest involved in such bal debt. But until passing of a considerable
 
period of time, say 4/5 years, it would not be possible to ascertain the extent

of bad debts in respedt of the loans -n which one year's interest has been exempied
by the Government. The issue may be resolved in either of the following two ways:-

A. Banks may go on adjusting the interest as 
the amounts of loans in question
 

are realised i.e. adjustment will be made over a period of a few years. Bad

debts will thus be left to the lanks to be dealt with. This procedurehowevrr, 
may not be feasible in view of the fact that it will create various comrlex:
ties in cor.nection with maintenunce of necessary records. Besides, banks ma
 
be reqcuid to continue this arcuous job for yenrs together.
 

B. 
 A certain percentage may be dedicted from the interest amount 
as provicicn

for bad debt and the rest may bi adjusted by the NCBs/BIB out of surplus
profit to be transferred to Govrrnment. The percentage of such anticipated

bad debt may be determined in c,nsultation with the banks concerned. Same
 
principle may be applied 
iLn cast of Pubali Bank Ltd. and Uttara Bank Ltd.

for making i-inburoemert of exem 
ted interest. This appears 
to be the better
 
way. 

Contd ...... 2.
 



BANGLADESH BANK
 
HEAD OFICI
 

POST 501 F,. 0- M
 
?HI9NE 1a231 	 VAOCA I. 

R'./ No awI	 zi 2 1 De"a 

and
The bankB are reported to has. been fncing difficulties in preparing 

ii the absonce of any decision from the Gover,:ompleting their final accoiunts 

ment in regard to exempte-I in,.ereit. We would, therefore, roquest you to convey 

In One iatter early.Government decision to us 

Yours faithfully, 

( 	E. 14.Majumder ) 
G2I31 MAL YJJI A-MR. 

S" . •
 



AIWICIS A 

Quettionnaire
 

for
 
Dank 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
 

1982-83 	 1983-84 1984-85
 

Boro
 

Aus
 

B.Aman
 

Jute
 

Livestock
 

All  . . ..
 

Total
 

Amount of int
erest due
 

Amount of int
erest collected
 

Amount of int
erest exempted.
 

Amount of princi
pal rescheduled.
 

Loan recovery f
 
rate (%)
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5. 	 How do you calculate your
 
rate of loan recovery ?
 

i) 	Historical basis 
 a) Recovery/Target
 

ii) 	 Annual Basis 
 b) Recovery/Demand
 

iii) Monthly basis 
 ci. 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 No
 
to the branches on how to
 
accuuiit for these exemptions ?"
 

(c) If yes, then when was it
 
received by the branch ? 
 Date
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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 

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

4. (a) Have there been such announcements in the past ?
 

Yes No 

(b) If yes, when ? 

(c) What was the occasion ? 

Cd) Branch's views of the past 
 Did not repay at all.
 
experience.
 

Repaid at a slower rate
 

No change in repayment
 
rate.
 

5. (a) Has the President's announcement
 
achieved it purpose in providing

relief to the borrowers ?
 

Elaborate : 
 Yes No
 

Allowed production
 
levels to be maintained,
 

Prevented distress
 

selling.
 

Saved from starvation
 

Others (Pl. specify)
 

6. Branch's opinion on the effect 
 Will adversely affect
 
of this announcement on future loan repayment.
 
loan repayments
 

Will not adversely

affect loan repayment.
 

Ko 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. 	 Whait are the alternatives t., 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 used to intervim the branch managers ie in 
Annexure XIV . Most of the branches had been established between 
1962 to 1979 . The managers came froun a mixed group . Soine had 
been bankers for over twelve years ( ten managers ) and soie for 
five to eight years ( seven managers ). One of the nuniagers had 
been a banker jor less thani two years . Five managers had been 
serving at their prcselit brancihu at tne time of the annouizei':icnt 
cf interest ex×anption . The table below indicates the vlune of 
loans disbursed eligible for interest exeonption as a proportion 
of total agricultural loans disbursed during the sane period 

F Y - 83/84 

(Taki if-milions) 

Branch At Sonali BKB Pubali Rupali Janata 

Arpara 2.18/6.7 0.32/4.5 - - 1.9/2.25 
(31%) (7%) (84%)
 

Magr=a 3.84/3.9 4.2/12.1 0.14/1.2 
(R) (35%) (12%)
 

Jessore - 6.1/25 
(24%) 

Qachra - - - - 1.7/1.96 
(87%) 

Qasimpur - - 0.32/0.8 - 

(4r/.) 

Jhenaidah - 3.6/11.3 0.04/0.2 - 

(32%) (20%) 

Manikganj - 1.5/17.7 0.02/0.7 - 

(8%) (3%)
 

NalshWad - - 0.83/0.84 - 

(99%) 

Tangail 4.2/4.7 0.1/4.5 " 
(89%) (2%) 

• No crop loans disbursed 
* Lead bank in ,-le area ; culd provide consolidated figures 

of all banks only. 
Total branches surveyed = 18 

1 

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


Comeunts 2 

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 
loans.
 

- 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 3onali BKB Pubali Rupali Janata 

83 84 83 84 83 84 83 84 83 84 

Arpara 25 20 46 78 - - 20 05 

Magura 40 34 33 70 12 06 

Jessore NA 32 32 44 -

Chaclra - - 30 10 

Qasimpur - - 31 07 - -

Jhenaidah - - 61 33 17 - -

Manikganj - 42 79 40 15 - 

Nald]uda - - 31 20 - -

Tangail NA 24 28 NA 17"" 09 -

Loan recovery rates of all the brandies 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
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Calculating the Rate of Loan Recovery : The table below 
reveals how different branches of the samne financial institution 
calculate their rate of loan recovery.
 

Bank At Criteria 	 Basis
 

Sonali 	 Tangail Recovevy / Disbursenent Annual/Monthly 
Arpara Recovery / Demand Annual/Monthly 

BKB 	 All 6 br. Recovery / Target Annual 

Pubali 	 Manikganj Recovery / Outstanding Annual 
Nolshux Cuii Recovery / Cure Demnd 
Tangail -Sane-
Magura Recovery / Disbursement 
Qasiqpur Recovery / Disbursement 
Jessore -Same-
Jhenaidah Recovery / Outstanding Annual/Monthly 

Rupali 	 Tangail Recovery / Deiand Annual/Historic 

Janata 	 Arpara Recovery / Disbursement Annual/Monthly
"
 Chachra Cun Recovery/Cume Outstanding 


.BKB was the only bank to show consistency within the system . Our
 
immediate impression after discussion with the World Bank and RFP
 
resarchers was that the loan recovery rate provided to us would
 
at best be cumulative in nature . The bank managers revealed that
 
this was not so except where it isdefined specifically as such .
 
All other calculations were based on disbursements during that
 
particular reported year or loans that fell due during the year

and so 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 sucl borrower.
 
However the Rupali manager said that there may be a stray case or
 
two. 

BKB - of the six managers interviewedi five said 'none' to this
 
question and one replied that he did not knoi . We found two 
borrowers wio had repaid withi interest their eligble loans . This 
was then pointed out to the manager who assured us that the 
interest portion would 1,be refunded . Ile added that notices had 
already been issued to the eligible borrowers asking than to 
collect the excess amount that they iad repaid . But it was from 
us that the borrowers actually learnt that they had repaid more 
than they should have 
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Pubali - one manager replied in the affirmative but did not 
elaborate about how many borrowers were involved . The excess 
repayment aounted to Tk.2252/- and to date 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 annouccaient and after the 
announcement as well . N refunds had been made 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 ! 

It _,eans that those borrowers who have imde partial payments of 
their loans are at an advantage because of bureaucratic 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 arK prconpt 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 rerneiiber 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 11th and December 18th , 1984 all other 
branches received their instructions from their respective head 
offices in the month of August 1984 . 

The Announcement : 1Te first time the branch managers heard of 
the interest exemption was 

# of managers 

Radio 10 

T.V & Radio 6 

President Ershad 1 

lkearsay 1 

Total 

The manager who replied "hearsay" was at the head office at the 
tim of the announcenent . One manager was posted at Arpara in 
Shalild-a upazila and was personally present to hear the President 
make the interest exemption announcement 
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The official order was received inthe form of a s

of Manigers 

Iwad Office Circular 16
 

Telcgran then Circular 1
 

Let ter 1
 

Total 13
 

The Circular - Problems of Interpretation : The President made 
the interest exemption announcenent on July 0. 1984. The 
circulars were received by the brand managers between Aug. 13th 
and Dec. 13th, 1984. 'lhe circular which repeated ad verbatim 
the B.Ban. circular created nLmerous probleis for the brandes. 

Some of these problEms were 

- wiat date was the exemTption valid from ? 

- did their branch fall within the affected area ?
 

- who were eligible for this relief ? 

- ~4at were the guidelines for rescheduling ? 

- what was to be the accounting procedure for the exemptions ?
 

Some of the managers sought clarification by telephoning their
 
zonal / head offices . None was irivi-diately forthc,-,ing . The 
clarification did finally arrive but meani~iile borrowers 
continued to pressure the managers for the exemption . In the 
absence of specific instruction , the managers were forced to use 
their best judgement . One of them refused to proride any 
exemption . lie said that during that particular year the area 
within ihis jurisdiction was affected by a drought and his 
borrowers were complaining that there was insufficient water to 
ret their jute ! However, after the announcaiient borrowers did 
meet hiL and asked to be_ exoapted frcxn paying interest . He then 
pointed out to the borrowers that their area was not affected in 
any way. They accepted his ruling . He was , however , concerned 
tlat in tie adjoining village , wich fell within the 

jurisdiction of another- baik , interest may be exempted although 
that village too was a drought affected one .It was much later 
that he received the circular stating the land-mortgage areas and 
foLnd that he was within a 'seve'ely affected' region . Uithin 
Magura upazila itself there were parts which were not affected 
but borrowers continued to claim exemiptions along with non-SACP 
loanees. Suie wanted to know: if interest for the 1983-84 ITAP 
loans were also forgiveii 
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Some managers who did ;lot receive any instruction from their head 
office on how to account for the exe pted 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 waa 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 done 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 more by preventing distress selling . Two of 
the managers renarked 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 tlhe institution there was the adcad 
problem of calculating which borrower got how much exemption 

- the borrowers were not aware of the exact benefit , 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 
inpact of relief granted in an implicit manner 

Impact on Future Loan Recoveries Eight of the ma-agers 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 mangers 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 
Liuural . ia,-JLties. 

- low selling price of cash crops 
- wilful default by indisciplined borrowers who are under 

the inf luenc. of the village 'iattabar' or 
3mohajan' (village leader). 

- disbursement of loans without proper credit analysis 
- lack of proper loan supervision. 
- misutilization of loans.
 
- illiteracy
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Effects on Bank Operations : The consensus among the managers was 
that the interest ex p/tion announcement would 

- bmpose liquidity constraints 
- cause loss of income 
- result in loans being ultimately written off and the 

loss will be borne by the bank 
- c:-eate accounting problems. 
- lead sane borrowers to feel that their disaster relief 

was being channeled thru banks and raise unwanted 
expe. tations 
cause confusion in the borrowers mind ; as sane made 
queries as to hether the ITAP loan interest had also 
been exempted . 

The Burden & Scrne Alternatives : The managers views were to the 
effect that 

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

- 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 W-Ith wd j ct 

- form a separate cell in the banks to deal with recoveries 

- exempt the '84 SACP loans altogether 

- extension of tim to readjust the loans. 
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uestionnaire for Borrowers
 

Name * Bank name i
 

Address a 
 Address i
 

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 1983-84 ?
 

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 agriculture i loans taken in 1983-84
 
whose interest has been exempted by the President ?
 

Yes
 

No
 



(b) 
 If yes, when did you make the repayment ?
 

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

5. a) 
 Will you be able to repay the principal amount for the
 

1983-84 rescheduled loans ?
 

Yes
 

No
 

b) If no, elaborate why not
 

6. Why do you think such an announcement was made ?
 

7. 
 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
 

8. 
 Is this the best form of assistance that could have been given
 
to you ?
 

Yes
 

No
 



9. Phat other way Could you have been givea help to overcome
 
such a natural disaster ?
 

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

Yes
 

No
 

b) If yes, was he reimbursed ?
 

Yes
 

No
 

c) If no, what should he do now ?
 

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

Yes
 

No
 

12. 	 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 	8 1 

1. 
 (a) Since when have you boon borrowing from formal
 
financial institutionn ?
 

Date
 

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

Date
 

2. 	 fow muh have 	 you borrowed from this 	bank in-

Years Borrowed Repaid so far Due Remarks
 

1. 	1981-82
 

2. 	1982-83
 

3. 	1983--84
 

4. 	1984-85
 

Tota
 

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

Yes
 

No
 

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

Date
 

C) If no, please explain why you will 
not 	be able. to 
repay 	them.
 

4. 
 Do you borrow from friends/neighbours/relatives/others ?
 

Yes
 

No 

/(. 



5. If yes, how much have you borrowed so far and how much extra
 
did 	you have to repay ?
 

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

Year Crop Source How much 
 Paid back remarks
 

6. 	a) How much land do you own ?
 

b) How much land do you sharecrop in ?
 

7. 	Do you own any livestock ? (number)
 

8. 	a) 
Do you have any other source of reguiar income ?
 

Yes
 

No
 

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

Tk_
 

9. How much crop (in maunds) do you harvest in 


Food grain Jute 


From own land.
 

From share
cropped Jan_
 

Total
 

a good year ?
 

Others
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FIELD LEVEL FINDINGS - THE BORROWERS 

THE LARGL FARMERS 

Water-logged - 3
 

River-flooded - 3
 

All farmers in this category were aware of the announcem~ent.
 

They 	 had heard of it from multiple sources. 

Five 	out of six farmers had suffered from total loss of their
 

crops last year. 

o Most crops were eligible for interest exemption. 

Five had not repaid their rescheduled loan.
 

Only one had made a partial payment
 

Other problems included
 

a) Low price of jute - common to both groups.
 

b) Crop tailure.
 

C) High production costs (pesticides,fertilizers,oil for STW).
 

d) Diversion of loans.
 

e) Liquidity crisis.
 

O 	 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.-floodec farmers wanted cash or loan-related 

relief in the form of 

a) Interest free loans 

b) Forgiveness of principal 

c) Fresh loans with interest 

Farmers of water-logged areas wanted
 

a) Total interest exemption
 

b) Fair prices for jute, feitilizers and pesticides.
 

0 
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Since the sample size was small the borrowers inclination for
 
future borrowing wP3 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 calculations, bank notices). A]] farmers
 
except one has been borrowing from financial inatitutions for
 
over 2 years. Median of amount borrowed in river-flooded aras
 
is much hiqher than that of water--logged areas (Tk.4333/- as
 
opposed to Tk.]500/-) bezause of their irrigation loans (the
 
average amount of irrigation loans is Tk.80O0/- to Tk.10,000/-).
 
We fourd 1 'r ' the01gqi. wre ,,. aflu 'I- ,, i wter r am]yfew 
hand pumps were avaihab2e. 

Two farmers from eachi region -- Four out of six borrowers 
interviewed h:ave rnade no repayments on their loans. Their 
rescheduled loan as well as previous loans are overdue and, 
therefore, are chronic defaulters.
 

informal market borrowing was riot 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 Lt in a like manner.
 

Alternate source of income :
 

All the three farmers had alternate sources of income in river
flooded areas and one farmer sharecropped. None share-cropped
 
in water-logged areas. They owned livestock and land was 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 economically'better off
 
and also appeared less worried about their personal financial
 
conditions.
 

:j 
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MEDIUM FARMERS
 

Water-logged area - 33
 
River-flooded area - 12
 

Extent of loss
 

Crops :
 

28/33 borrowers from water-logged areas and 9/32 borrowers from
 
river-flood~uc areas suffered total damage to their crops. The 
others had pdrtial damage, and were all eligible for interest 
exemption. 

Lrvestock, utrv and property 
Number of borrowers 

Livestock Poultry Pr_erty 

Water-logged area - 1 1 10 
River-flooded area - 2 0 1 

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

Were they aware of the announcement ?
 

Yes No % 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 reIT-ember
 

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-flooded - 1 3 0 0 
 6
 

* media + bank, media 4 hearsay.
 

Most borrowers in both regionEs were aware of the announcement. The 
majority in water-logged areas (14) had heard from hearsay. Four 
borrowers had come to the Presidential meeting at Salikha. Others 
said they had warited to come but were unable to do so because of 
the distance (their village was 8 miles fro. Arpara). Borrowers of 
BKB (Rupdiya) said their manager had refused to exempt any interest 
on their crop loans. We would have liked the manager's views on this 
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matter, but he was unavailable at hic: office, &rid could not be 
interviewed. Borrowers dared not pursue the matter, as they were 
unable to repay thoir loans. A borrower who was unaware Of the exemp
tion announcement in the water-loggod area said he often came to the 
bank, but the bankers had never Informed him of it - Sonali/Arpara. 

Repayment of the rescheduled loan
 

Niad they re;.aid i t ? 

Y_e 14, In full Parti al ) ! 

Water-logged - 3 30 2 1
 
River-flooded - 2 10 
 1 1 

Of those who had rppaid their reschedu] J loans 

A Sonali borrower did not get a bank receipt on repayment :f his
 
loan. He claimed he hajd paid 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 inte.est) in Novem
ber 1984 and remarked,"if they don't exempt the interest, what 
can
 
I do" ?
 

Numnber of borrowers aware of how much they owed the bank 

Knows P&I Knows 1 Knows only P Don't know
 

River-flooded 
 6 6
 
water-logged 1 2 
 27
 

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

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

Are the'y able to repay the raecheduled loan ? 

Yes No Have repaid Don't know 

Water-logged - 5 25 3 (2 fully, I partially)

River-flooded - 3 5 2 (1 fully, I partially) 


i the water-logged area 2 borrowers repaid their loans with interest.
 

Those who could repay in the near future said : 

o they could pay in instalments after the aman harvest 
o could repay only the principal amount 
o wanted the loan rescheduled. 

2 
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In other words they need more time.
 

Those unable to repay, said their problems included
 

Water-logeI area •
 

o low price of jute 
o "other" loans (informal market loans)
 
" crop failure this year 
- loss of aman due to drought,aus


3ue tc, pe~-ts.
liauicty'Jhcrtage.
 

River-flooded area
 

low price of jute
 
C crop failure due to pests
 
0 consumption needs, distress selling of trees and livestock due
 

co 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 year. The water-logged area farmers
 
were more badly affected.
 

Why was the announcement made ?
 

Relief Don't know
 
Water-loqged 
 - 23 10
 
River-flooded 
 - 9 3 

Of those saying they didn't know why the ani;ounc.ment was made, one of
them remarked, "we are illiterate, how are we to know Vb.is in the
 
President's _aind " ? 

Did it help ?
 

Yes No 
 Don't know
 

Water-logged 
 - 26 4 3
 
River-flooded 
 - 7 5 

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

Will they expect another such announcement in future ? 

Yes 
 No Don't know
 

Water-logged 
 - 2 26 5 
River-flooded  0 12 

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



The best way to help the distressed borrowe:s i
 

Fresh loans/ Totn 
 Further/Total

rescheduled forgiveness 
 exemption of
 
old loan 
 (P+ 3) interest
 

Water-logged 5 35 3 
River-flooded 2 3 2 

Alternate source of Relief in Fair price 
income (employment) kind 

Water-logged 0 1 8
 
River-flooded 
 1 
 0 0
 

Interest-free 
 Don't know This is enough
 
loans
 

Water-logged 0 
 1 5
 
Piver-flooded 
 1 
 0 0
 

45- of the borrowers in water logged areas wanted a total forgiveness

of their loans, 24% wanted fai; prices (decrease in the prices of
foirtilizers and pesticides, increase in price of jute;. 
It is our

observaticrn that borrowers 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 had repaid his
 
eligible loan with interest.
 

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

Yes No
 

Water-logged 
 - 1 32 
River-flooded - 0 12 

One of the water-logged farmers recalled a man in his village (Jessore

district) who had nrot 
suffered because of the flood. 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 :
 

More Less 
 No more Same amount Don't know
 

Water-logged 
 2 3 24 1 3
 
River-flooded 4 3 2 1 2
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* owes rescheduled loan + previous and/or subsequent loans.
 
** has repaid rescheduled loan, owes previouo or subsequent loan. 

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

All borrowers were aware that their period of exemption was over
 
in the water-logged area. They spoxe of diversion of loanx (roceived
 
ITAP loan when there was no time to cultivate it, so he used it to
 
buy cattle). One borrower expects to sell land to repay.
 

Jit 
Can repay Cannot repay Don't rnow 

Water- 1ougec - 1/ 14 1 
River -flooded -9 
 3
 

A water logged farmer had repaid in full all his debts, claims having
 
repaid 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. 

'"hope ,ho were unable to repay any of their loans ,,poke of 

crop failure
 
o high production costs 
o low price of jute 
o distress selling of fruit trees 
C 
 food shortage, death of livestock
 
C 
 liquidit,, shortage due to lack of alternaLe source of income.
 

Both groups were suffefing from liquidity 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 to jute prices. 

Those who could repay needed more time (rescheduling of loans) and could 
only repay in instalments This was a commoen sentiment in both regions. 
So.ne 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-logged - 20 13 
River-flooded - 7 5 

Source : Friend Relative *Multiple **Other
 

Water-logged - 3 13 4
 

River-flooded - 2 4 1 

* relative and friend
 

** money lender,etc. 



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

"The more you borrow the more complicated is the calculation".
 

"It (the debt) is like a burden of sin - if my crop is good this
 
year, I will not borrow any more".
 

Some farmers In both reqion s who wanted to borrow less worried 
about repayment of current icans and wished jute prices were more 
favourablc.
 

Those who wanted more loans needed it for the purchase of livestock.
 
This waa common in both areas. Some borrowers in river-flooded areas
 
needed more loans for consumption purpases.
 

Has been financial institution borrowers for
 

I - 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, Arpara.
 
They felt they had needed the loan because of crop failure in 1983.
 
Two borrowers could not recall how long they had been borrowing for.
 

River-flooded area 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 Owes *W rescheduled 

rescheduled + others 
loan cnly 

River-flooded 6 3 3 
Partial payment 

5 2) 2 (only ott 

Full repayment (no debt) 1 
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Secured Borrowed Borrowed Ret.in Rot. Yt.wit) 
once multiple kind w/int out int. 

times8 in cash in cash 

Water-logged 0 17 3 1 2 15
 

River flooded 4 5 2 U0 	 7
 

High proportion of informal mar..et borrowing
 

o 61% in water 	logged and
 
o 581t in river-flooded areas.
 

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

These loans were taken because of : 

" insufficiency/absence/delay of nank loans, absence may be due to 

earlier default on loans,
 

o served immediate needs of borrowers (consumption, weddings,
 

investment such as purchase of land).
 

One borrower takes money fror, the informal market regularly.
 

Financial position of farmer :
 

Owns livestock 	 Has alternate Share
source of income crops in
 

Water-logged 22 6 15 
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).
 

Water-logqed River-flooded
 

Madian of formal market loans/time 2475/- 2052/-

Median of informal marhet loans/time 2000/- 2000/-


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

http:Tk.6000.00
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THE SMALL FARMERS
 

Water logged area - 34
 
River flooded area - 20
 

Total damage Partial damaqe 

Water logged - 30 4 
River flooded - IG 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 not eligible i(,r extnptio . 

Number of borrowers :ori 

Livustohk Poultry Property Median of 

repair cost
 

Water-logged 12 1 10 2500/-

River flooded 7 3 
 7 1285/-


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 (slightly smaller % in water-logged area) were 
unaware of the announcement.
 

Source
 

Hearsay Media President Bank *Multiple
 
(only) (only) 
 source
 

Water-logged 14 4 9 2 0
 
River-flooded 5 0 0 2 9
 

* radio, hearsay, bank employee. 

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

When did the': hear of the annuncerent ? 

Time of Recently Don't remember
 
announcement 

Water-logged 23 3 
 3
 
River-flooded 13 3 0 

N 



0 

Al 

Have they repaid their rescheduled loan ?
 

Yes No Don't remnmber
 

Water-logged 
 2 32 
 0
 
River-flooded 
 6 12 

Are 	 they anle to repay ? 

Yes No Don't ]icow
 

Wae-ugj 
 - .3 30 3
 
River-flooded 
 - 9 6 3 

Of tfe 3 borrowers of water-logged areas who said they were able to
 
repay 2 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 farmers 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 repaid his rescheduled loan

with money 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 has 
not been heard of ever since, nor does the bank have
 
any record of the payment.
 

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,
o 	 l¢quidity shortage - common to both,
 
consumption needs 
 - common to both areas,
 

o 	 low price of jute,
 
o 	 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
said they had nothing left to sell. Crop failure and loss due 
to flood
 
were repeated over and over again.
 

yhvwas the announcement made ? 

Relief 
 Don't know
 

Water-logged 
 - 24 10 
River-flooded - 16 4 



A water-loggod farmer said, "how can I tell what is actually in 
the President's mind" ?
 

Did it help ? 

Yes No Don't know
 

Water-logyed 3 24 7
 
River--flooded IC 2 2
 

Majority of water loaged farmers said the exemption did not help then.. 
A borrower remarked, "whe,-, in distress;, my bank loar is the last thiri 
in my mind". Alsc,, "n(, use exempting interest, can't repay the loan 
anyway". "We don't wart ar. exem!ption; ana we don't want a 'lood". 

Best. way to heir dst e -sed borrower 

Cash Fresh Timely receipt Total interest 
relief loars of loans forgiveness 

Water-logged 0 1 1 
 4
 
River-flon'ed 1i 4 
 2
 

Total loan Fair Relief Rescheduling Don't
 
forgiveness prices in of loans know
 

kind
 

Water-logged 13 1 2 1 3 
River-4looded 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 areas had farmers who wanted a total waiver of interest..
 
Cash relief was needed for cattle and rehabilitation.
 

Two boriowers in river-flooded areas knew of other farmers who had got
 
an interest exemr'tion but had not really needed it. 

Future borrowinq trends : 

More L... .... r. S.ame amount Don't know
 

Water-logged 5 
 3 26
 
River-flooded 
 8 4 6 1 1
 

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

o they could repay their "other loans" 
o The river-flooded borrowers needed money for farming and for 

cattle purchase.
 

0 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".
 



ERopayment habits M
 
owe * owes
 

Rekayment so far a No repayments Roschoduled Rencheduled 

only otherother loans
loan. 

Water-logged Partial repayment 12
 

5 2 3 

29 


Full repayment - I (sold cow to repay loan)
 

River-flooding - Nc) repayment owe!; resche- Rescheduled Only other 
dulel only. + other 

10 7 2 


Partial
 

renayment 
97 
 1
 

Full repayment - 1 (sold cow tc% repay loan).

*Rescheduled + previous cr subsequent loan. * only prevo:L 
or subs.!,an.
 
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 spoke of 
:
 

" diversion of loans (took a potato loan, got it too late,
 
plated boro or cattle loans used foi consumption - very common).
 

o bribery : 

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 re r4.-. , 
they needed time. They would like
 

o their loan partially and 
O their interest fully exemoted. 

Their commonpro'ems included 

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

Water-logged farmers spoke of 
o large proportion of informal market loans which had to be paid 

off first N \,
 
O death of livestock 

2 
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ias been borrowing from financin institutions for
 

I]( - under 2 yr!. 2-under 3 yrs. 3-under 4 yrs. Over 4 yr
 

Water-logged 13 7 5 9 
River-flooded 2 6
5 7
 

Most of the river-flooded borrowers have been taking loans for a long
 
timC-. 07L nYc fLue'aheiinninq with ADBP ink Pakistan. 

Inrformal M, rc't loarns (last 3 years) Source 
- * , 

Ye s No Relative Friend Other Multiple 
sources
 

Water-logged 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 is 2 
River- flooded 3 1 2 0 8 0
 
* "Mahajan", chargiig 10% month interest,or neighbour
 

** friend 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-logged3 600/-2133/-

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 loan is insufficient/absent
 
o short-term liquidity shortage 

River-flooded farmer borrows
 

o for consum;tion 

cultivation
 

Both groups complain that bank loans are insufficient. U1



is 

Financial status of farmer i
 

owns livostock sharecrops in has a]t.source
 

of income
 

Wate--]ogged 34 28 2 
River-fiooded 12 13 15 

Twc, river flooded and one water-logged farmers who sharecrop in 
are
 
landl e.s. A]t ernate sources of income arc ludu practice Lf Ayurvedic 
medicine in water--logged and ownership of grocery store, taxi driving,
daily laborer, mechanic of deep tubewell, ferry man, small trading, 
rickshaw pulling in river-flooded areas. 



A N N E X U R E - XIX
 

TIE BRANCH MANAGERS INTERVIEWED
 

Name District Unnzi]a 
 Bank/Brnnch
 

Mr. M.A.Amin Magura 
 Salikha BKB/Arpara

Mr. Y. Miah 

Janata/Arpara 
Mr.A. Rahman 


Sonali /Arpara
 

Mr.M.A. Rashid Manikganj 
 Manikqanj BKB/Manikganj 
Mr. A. Sufian 


Puba.]j /M-ini-kqanj 

Mr. L.Rahman Tangail Tangail BKB/Tanriail
Mr.M.S.islam 


Pubali/Tangail

Ar. H. Talukder 

Rupa] /Tanqail
1lr. N.Aniin 


Sonali/Tannail

Mr. Z.Hussain 


Pubali/Nalshuda
 

Mr. M.N.Ali 
 Jessore 
 Jessore Pubali/'Kashem.ur
 
Mr. S,.M.Ali 


Janata/Chachra
 
Mr. M.A.Shabbir 


BKB/Jessore
 

Xr.M.R.Mollah 
 Jhenidah 
 Jhenidah BKB/Jheniaah

Mr. M. Qutubuddin 


Pubali/jhenidah
 

Mr. S.Hussain 
 Magura 
 Magura BKB/Magura
 
Mr. C.A.Hannan 


Sonali /Magura

11r. A.Islan, 

Pubali/Maaura 

Flood affected area 
 - Total 18 branch managers
 

Mr. M. Rahian Feni 
 Sonagazi Sonali/Sonaqazi
 
Mr. Rahmatullah 


L'KB/Sonagazi
 

Cyclone affected area 
-
 Total 2 branch managers
 

http:Pubali/'Kashem.ur


A N N E C U R E -- XX 

BORROWERS INTERVIEWED
 

District Upzil]a 

Magura Sa I kha 

Tangai] Tangail 

Delduar 

Manikganj Manlkganj 

Jessore Jessore 

Magura Magura 

Total 

Bi1euk/Branch 	 Number of Number of
 
viflaoes borrowers
 

BKU,/Aipar a 9 	 25 

janata/Arpira 2 	 2
 

scna] i/Arara 7 	 14
 

Rupa 2 i/Ia tiap-a ra 2 3
 

BKB/Tagg2 i 3 3
 

BUB/Sarnto ; 2 2
 

Sona I j/Tn ic i ] 5 8
 

PubaI i/", ,' shuda 4 6
 

BKB/Manikganj 6' 1!
 

BKB/Jessore 1 10
 

Sonali/Churamankathi 2 11
 

Sonai/Rupdiya 5 7
 

BKB/Rupdiya 2 2
 

BI}B/Magura 1 	 3
 

Sonali/Magura 2 	 6
 

I5 branches 53 	 I05
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ZrAP Loan Announcement
 

- TranslatLion of Annexure 1
 

Dated 2-8-84
 

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

has 	1-nstr-iced the finarciil intAitutions to the effect that :
 

1. 	 Flood affected farr,2rs who had defaulted on their previous year's T. Aman 
loans were also eligible for fresh T.Aiman loans this year. 

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

3. Flood affected farmers 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 overdle crop loans. 

4. 	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 reseheckled 

with no penal interest being charged during the rescheduled period. 

Branches of financial institutions are hereby instructed to begin
 

disbursing loans without awaiting the official circular from their 

head office " 
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LV/bLUIT301) OF ITAP 1OAN - cJ,
 

A crudit tiargat of Tk. 115.00 
crore enn fixed for tie ITAP prograe
1984,. Total diburnemetnt under tho proprrimi, DmOaz)ted tu Tit 202.O0 crore 
as aalnut nelt yunr', tt_,tn ditburvm,,it of 'k. l]'.00 c'oro, thu,, rcor. 

dini, an Incres, of nbout 14O, : over lIt' yehr'a dicbursilmunt andthe excending'current yti-r'r, tnrtet by Almost 7"-. This psrioniulil iacranno In ther 
flow of credit we.';
mainly sttributed 'to hi.,h(r demnsd ronerated by 
saDort
 
of crash pro,.,irnmnc lntllch,,d by 
tie h1nk:,., 
at the inn tun cti of the Govurrnont
 
to v).tund cr',dit f.iJcilit. ,c r ',.t, to t|hi'ftrmorlr. fo.llowing flood. 

To aetertain tile 
pottert, of 
tihe crudilt flow, aL we,) 1%EJIta 
utllntior, ii sir.ple 'urvcywas conduc~tid by j,,,. to unjonn from one 
U tilln each of 
16 diotrcij.t. . The Ur-i-l2t and unionn were ielectud or, the nbetsi of iniyx.mui. and m.nin,u. dioiirement perrormance. 'ithin the surveyed 
area a totl numl-er of 1559 borrower 
were intervie.wd." Total credit availed 
by them for pronuction pf trnsplanted I.nn weL reported to be aiound 
Tk. "5o.62 Ioc nnd the tote) area covered under tho credit wae 2546.75 acres,
1016.75 acrob for 1lY variety luivinc irri-ation Nicility and the rest 1530.00 
acrov for Lacul vnriety ,cinr non-irrit-nted area. The 1roucribed credit norma
for the irrig:,ted (11YV) uuid thc non-irri'ated(Local) areas were Tk. 2,000/
and Tk. 1,000/_- pur itcrL re-cpoctivuly. Gj, the ia±:j or theue norr.a total
 
flow of credit wald huve bee, around Tk. 35.62 lac uas aainst the actual 
di'iburbemont of Tk. 4.-72 .lcwhich reflctL over rinncin/r to the extent 
of 22. DetalIed poitLior, ht., nnowi, in tile Anrnoxuro.
 

The survey revealed thht 
majority of the borrowers htd not ovailed any
T. Aman lonr, in previou yvnr. Due to Lic. lAnt flood, they were compelled 
to thke thij l1r0i to overcome the loss they Eu;fcred!. As regnrd, utilisa

tion of thedourn,nores. 
th,. --nr dincern-d that on iin nveraFe about 25%to 2A% of the loan tir,,otnt w'ere diverted [cr othur Jpurportn. Thuire were 
also quite a few duse' of cuormliete 
d2 ver:jion of tle loa money. 57 caces 
within the niurv,-y aru'ri, of pr.vidi.C iior::to previ cire uluf1 nters were also
 

P.T.O. 

http:intervie.wd


hio gSeurtl& findina'. or theu study ttinrnn tire ntimrutod below I

for credit for 	 T. Amen loan lricrn,,d vinufo]d duo to loonI. 	 Damnmad 

nirtientuer ol thi kbu r'uwera itho Werecnut.ed by tht- 1Iiiii froud. not 

or iain. l).) foy thoir prorhicloiti actvi t ian in the Pnitroqnirod to ivoi)l 

to ovvrcouie tho lon,yonr, were comlelled.to take bank loon thii.yelir 

they nurfertd due to 	 the flood. 

its wide publicity by
2. Extenhio 	 of crodit conrcl.,no/fucilitio and 

differrenut qUm 	 t V1Lprcnpt.,,c fiomorc p iltir. 1rirl ) to avn il of the T. Amon 

3. in good many ciinci, btmI, hrachieb dit:burved lonn', without following 

the credit tmioir.t which r,,t;i tud in over firnoncin,,. It w', found tht 

the rate of Tk. 2,000/- per acr
branchcn dibbursed the T.Amnn lonrn at 

even in costa, of local vriety productio(rion-irriatited arrav) for which 

1,000/- per acre. In nitny caaas the
the prescribed 	 credit norm wos Tk. 

limit woi a) oo not observed.maximum credit 

4. 13an. Pinaerc were unler pressure tu dishurse lorian without giving 

to verify thu ienuineneaL of the lotnecs rnd their demnn..
sufficient tim(: 

time. Put as soon 
Lints of lonees were not cubriittrd to thc haickz well in 

create:d for enrly dinbursement 
as the listri were nubitt:d, pressuroo were 

district fnd loctil tuthorities leadin.
of I oan as per 	 those lirts by the 

to indiscrim.inate di:,burs!-mrnt. 

diverted to other 
5. Substantial uiouijt of the 	 loan moicy hod been 

purposes.
 

vid)lating the
6. 	 Cash and kind corponert of credit wab pid in cush 


crieL., it wns gathered thtit f, mers initially 1,old

credit norm. qn many 

at lower prices and ru-purchased the same 
to the delerb 

hi cr p-wi I tciter uo . inir t)bni, and 16,tore, the 

their fertili'ter 

from thi: dilurn ut v 


forti] izer dleru did put crul,Iy fertili-er tiirc)y un V;4r,3ot1n plea tind
 

the. farnert; to r,,::1ive cast. nt 	 di:;cunt.
cumpelled 

Coratd ...... 3. 

http:comlelled.to
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the .llotted bAnkboth from
fan.trn avisiled of 3T1.P lonn

7. A rood nnry 
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credit norme. 

thnt theyon tA;u stpposition
tools tx ITMi"-19" 

14 lcon 
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c: the I3une.tu plY bbe required 
a:; flood rclief c ,J would not 

-or it 

to tht: prnctic:- of adjusting previous 
h r-c-orted10. Il:r many crtucn, 
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lcirr LccouiWL,outtbTfdfln: 

n t ' -
ctual c11t.h d1 -'br htL
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ANNEXURE XXIV 

In connection with this study, the following persons were 
interviewed 

1. 	 Mr.M.H.'imulz, Secretary Finance Division
 
Hilistry of Fiulance
 

2. Mr.A.R.A/;dn Deputy Secretary Ministry of Agriculture 
(fornerly Deputy Secretary livestment 
Section ; Ministry of FinanceS 

3. Dr.S.A.Sanad Joint Secretary External Resources Div
 
Ministry of Finance
 

(formerly 	 Joint Secretary ; (2,A's
 
Secretariat)
 

4. Mr.S.Hossain Registrar 	 Co-operative Societies
 

5. Mr.N.Islan Governor 

6. Mr.1, A.Beg Executive Director
 
Bangladesh Bank
 

7. 'r..U.Ai-ved Chief Officer
 

8. ,r.KI.A.Rahin Agri.Credit Officer
 

9. Mr.A.Iluq ,-lanaging Director
 

10.Nr.NH.l.M1iah 	 Asst.Gen.1ianager
 
Sonali Bank
 

11.Mr.[.A.Khan Ass t. Gen.Manager
 

12.tr.A.Samad Principal Officer
 

13.Mr.H.A.Hiaque Managing Director
 

14.Mr.M.Hlasan Asst.Gen.Hanager
 
Rupali Bank
 

15.Nr.A.Ilannan Senior P. Officer
 

16.Mr.M.Zakaria Principal Officer
 

1 



17.Mr.A. Islaip 

18.Mr.Q. N.MusLafa 

19.Mr.S.N.Nzisu 

20. Mr. Q.ttuda 

21 .. . Chowdhury 

22.Mr. S.. L.aque 

23.Mr. N. Tahiruddin 

24. Mr. S.Ahned 

25.Mr. A. Ilussain 

26.Nr.M.Mohsin 

.7.Mr.!!.Rahman 

28.Ms.A.A.Klianun 


29.IMr.A.Q.Siddiqui 


30. Mr. J. R. Chowlhury 

31.Mr.S.l. Rahian 

32. Dr.J.C. Saha 

33.Mr.J.R.Tribedi 

34. Mr. B. A. Khan 

35.Mr.N.Z.Bhuiyan 

36.Mr.F.Ralian 

37.Mr.M-zaimel Iuq 

38.,r.Z.LHuq 

Managing Director 

General Manager 

Principal Officer 

Iy. Hlang. Direc tor 

Dy.Gun.anziger 

Principal Officer 

General Manager 

General Kanager 

Asst.Gen.Hanager
 

Principal Officer 

Dy.Gen.Manager 

Principal Officer 

General Manager
 

General Manager 

Dy.Gen.Manager 
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RURAl. CREI)IDT X)lRCIVEI-SS pR(XhA H 

1985 

jBackgroundl and the Nature of the Prnpratn 

In May 1985, the coastal districts of langladesh were affected by 
a tidal lxWlre/cycJoil(. "llie"e was almost total CI0structio1i of 
crops, lives, livestock and property. I1ile visiting an affecLed 
ae-U the President aiinoiinCo(]agricul tura1 loans.	 One year"s interest exemption oil 

In tic ima.rii- of tiLc' f lood1.disaster pro-,;ruii of 1984 this
decision w.. ialso takeii internally and thc financial instituticns 
were their itifomed of it. 'Ile proceedings of tnc Ihigh level 
mceeting- werc! not rcor'dod. Of fioial, have cited the samile
ratioonale for graiitini an exemption to borrowers of cyclone
af fected areas tnev for flood affectedas did 	 onus. A letter 
(Annexure -1) froi; the 01-1A Secretariat was received by the
Banl adesn Lna; th!'ou-ii tei Principal finance Secretary in August
1965. The letter ciuriarca'Led the cyclone affected zones. 

The B.b. in turn issued the officiai circular to the financial 
institutions on August 22nd, 1985 (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 th e institutions. There were 5 affected 
districts and 10 Upazilas. 

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

a) 	 Th-e 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) 	 The areas were clearly demarcated so there was no 
controversy reg-arding the geographical extent of the 
program. 

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

TIhe 	 regional./zona! receivedoffices their circulars frown their
respective head offices between 9-29-85 to 10-16-85. Uttara did 
not and does iiot intend to issue a circular to its district 
offices. i upali and LS15L had not sent any circular to 
Regional/Zonal branches/societies at the time of interview. 



Prob]ems of InLcrptreLation: 

The0 cil culn"r does not mention wIa aplricu]Ltrill Crops were Lo geL
intecr; t exem)tion. Minlers 1l LI)e hea,] office Ievul were 
conf used as Lo wiat di rectives Li ey were to give their outlying
offices. ClarifizciLiorit 1roih the .P.,. were SOLI,,Jt. 

The same liv,:iner ol infonation ipap exi ;ts here, the branch 
iers 81-0nLi'e e):ecut iiig the pro' 'r Wi WioLet k1o%i l)., i ts exact 

One of tie mnan,,ers jitteviewed Ial reschedu Jed the exeiptec] loans 
wid Ic tULh.o lier iiif...cr ici tii.,Li &:;:,c_ i; i1 1:id not 
rescheduled Ioans sinice tihe. offjiial ci ruulac did not niwjca ai y
ifentioii of 	 this. 

The size of Lihl hmse.: 

The bank-ers were suLprized, Wt not unduly worried about the 
progr.: sinue-, many of Lkiuta had little or no involvement in these 
areas. 

However, it wa.S aLiiost hipossible to get any data regarding this 
program,, at the huadquarter lvei. Bankers were scxiewnat 
unconcerned about. it and rafiarked tLat they would ask for field 
level data when the k.b. would ask for an estimate from then. 
Thus what we were ahle to get frcx: some institutions at the head 
office were estimates aised on assumiptions and approximations of 
the size of loss. They arc tabulated below: 

Approyimate size of the Program (in million Tk.) 

Bank 	 Nuaber of Anountof Nane of Amount of int. 
brancles loans loans exempted 
affected affected 

Agrani 3 1NA NA .005 
Rupali 6 .563 .09 
Ut tara 2 KlA NA livl 
Pubali NA .036 .006 
Sonali NA NANA .NA 
JA,, .VNA 3.0 " .48 
BKB All 5 districts 764 122.24 
BS13L All 5 districts 10.42 '.... . .1.67 

Boro 
Shrimp 
Aus, B. Ainan, Jute, fisheries, Shrimp, salt. 
Shrimp and frog legs, salt, horiculture, boro, shrimp 
culture.
 

•..'.. Boro, Aus, Il. Aman, Jute, ,ed. ten cattle loan. 
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The pL)iflt toLNu rnoted nrVe: 

Ac'rai elpccL:, very Iitt]e effe-c due to tlis cyclonce
intLerest excMpLcon irogram. 0n1I1y Aus was affected it) oe,
(] s t r.i u L where Lhcy havc ilivoveinit.L. 

SonalI is still secking' clarificaLions reg,'arding' the exact
aL.ricuftura] iftem, eligile for ex(ul;tion. They are having
inter)lreta Li ona I problets and say tL t circular alP die:; Loall affecLed "crois:; alnd all curreilt Loaliees", NI L not sure 
as to Lih ex,,Lt co iL,)ILatLioi ot "afiecLed CrOpL," 

Jn'itI; ()f f C1

SaltI .ItL-,tU:,i01 : Vh_'.; I March , Wi W1:7( 


.,': :. ], -1',. i t afL2- tedtt. aic t t 
' . IL1 - .';ti I lCy on."()i L li IMay'. .wJa La iY.)L; )OL rs vilW i w s L(. Lheir salt Ly_.fore the 

cycone1] CioI a(: xeC!pLiOi oL lei r sal t loanIs savi ni tl 
it ilad m S; away!wi ished 

- SIQ,L1 ZI I.Iv i t, fiyuor r.Aintairned at their hear] office 
and s l: tiei . r ...... possible cx; osure 

Accountinp for itedtheI e'X, i ntercst.: 

Most officiai& at the headquarters are still unacquainted aboutthis program. Iiowever, instructions regarding accountingprocedure were sent to outlying offices by' Agrani, Sonali andBKB. IThe instructions required that the branches treat theexeipted amomt in the sane manner as they treated the exempted
interest of flood affected areas. 

- Agrani requested its branches to identify every loan account
eligible foV exesiPtion by affixing rubber stamp on thema 
indicating the amount of interest exempted on thatparticular loan. 'They also asked for a wisebranch 
statement of the alount of loans outstanding as on May, 31stand the amount of interest and service charge exeamptd on
those loans (Annexure I1). 

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

- BKB mde a tme,-porary arrangement by placing the exempted
,2- in a "lulsspense account". Interest was treated as 

incme by Sonali. 

The Field Work: 

We visi ted sorc of the branches of Sonali, BKB and Pubali in Fenidistrict . Letters of authorizatio,, were sent out to
regional/zonal offices frcxn the headquarters 

the 
here informing themof the nature of ou: study. 'hey were also required to prepare aborrower list of 25 - 30 borrowers from soie of their outlying

branches in the following format: 
Borrower name Amount of loan Amount outsLandingn/ 
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SonalJ is the lead bank in that area. Field work was conducted
between tie 25th - 30th November and the 4tLh - 9th Deceillber. We

tried to de]:ay this ;K~rtion of the study as 
 long as we could
since we for more datahoped but this was not ix)ssi blc, after all.
We were infoiiiiud that Noakhali 's outlying banlches iad suffered
 
no d mage. Therefore Sonagnzi was selected,
 

The aren selected:
 

Sonagazi Feeni coast. of 

Host of the area is 


lies sout of along th,,:, the Bay uf Bengaal.
low-lyi ,g. 'Tie U azila is partialJy


protected by 1l-uuri dam (conistructed '4-bf.6) and partialy by a
 
W~APDA n hnr ;;j!)L1 t b~i~- OI ( (iLjc

during tij s cyclone. 'T'he tiial xIoe fou id aii 
 ob: Lruu L oi ill

Nuhuri da;. Its course was deflected and it weint oil to hit the
 
WAPDA enianitmUent wi tli tre.aiicdous 
forcC. T'lC aibadinent was

breached and water flowed into the adjoining viiiaies. Once tile
 
water had entered the area it found n6 drainage clhannel to go
out. The en;ioaninents prevented the noLtla recession, of the water 
into tie sea and the entire region was water-logeed for a long

time damaging zrops and livestock.
 

Branch Hanagers: 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 tie Upazila to make it cost effective to have
such a branch there. On enquiry we were informed that there was 
a large influx of' iddle 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) and on 16.10.85 (5 months later) for

BKB, after the managers had heard of the progran on media.
 

Agricultural 
 loans due for interest exeption (BKB/Sonagazi and 
Sona i/Sonayaz 7' (Taka millions) 

Boro Aus B. Ainan T. Aian Potato Fish Live Total Int.
 
eries stoak exen
 

pted
 

BKB .319 .044 0 
 0 .001 .464 2.95 3.78/ .6
 

4.Sonali .441 .151 .413 
 .169 - -  1.17/ .188
 
1.17;
Total 
 4.95/ .788
 
5.27
 

C" 

http:16.10.85
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- Total atinuint of loans disbursed thrL year. 

Almost all of SoiilJ 's loans (93/) were affectedI. All of
BKb lotin that year Lxcalc. cligibl- f"or exeMlptio1. 

- Loan recovery rt LLS wCrC cD,]cula ted by : 

11(13 - Amiual and monthly basis Iecovery/ta- 1 et 

Sonali - Aimual basi, IRetCoveI-y/outst.a: iding 

- 1110" had a largC proportion of lxnrrowers who had repaid their
loans wit J I nLcrc!;L IXforl-C t ill iollLl ce:iid of cxL,¢.IiLjoli.
WC Iea I ze Li t . 8i l×Cs:; e bi ;Co anJ iy' v i la ,ersJX: xLcaw 
olbta i i e(i fund I'o abroad. 'Jic 1niner-had Ciscus..;ed wi Li 
his he2e].oi,3] Iaiiaer a!7 to Uhat shou]d be_ done axut thsce 
LKorrojeZs bL no r-n vhna\'c f-ar been mad.so 'I'here is 11o
official circu] aL ro; ir d in2 SUcli ixrrowers. Al,] these 
far-iecs had fully cleare]d their dL)ts. 

- Specific circulars had been received from head office of
both banks instructing tLhen albout the accounting procedure
of the exempted i at evest. 

- These were received by 13KB on October 27th 1985 and by
Sonali on November 21st 1985. BKB received their accounting
procedure circular a month after receiving the interest
exention circular. Sonali received their's two months after
the receipt of the interest exeription circular. 

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

- There was confusion at field-level regarding: 

a) What specific loans were due for exemption. 

b) An Upazila-wise geographical list is insufficient. There 
were unaffected villages in many areas. 

- oth managers rem,,bered occasions of interest exenption in
tie past. Sonali's rikanager" spoke of the exemption on pre
liberation loans. 13I!K3 .manager recalled having gone as a 
part of r~licf Pa:"--. hada tea.. Z -,7O ,and witnessed
the disburseneot of interest-free new loans and the 
rescheduling of A6l, 

- The announcauent has provided temporary relief to the 

borr-o.ers. 

- Effect on future loan repayment: 

Sane borrowers who had repaid before the announcement will now be wary. This will adversely affect loan recovery. The other 

http:cxL,�.Ii
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manager thought that the relief the borrower is gettiiig wi]

motivate him to repay.
 

- Reasons for wlich loavw default were cited as: 

a) Diversion of loans
 

b) Natural calamities
 

c) Wilful default
 

'hey both feltainC)unlcce~t their volunc of work had increased becauseThei r Lii~L'>J i-',f a; u rcenu' of the 
e ,~l_. l W-' ; lI ])Ut o(UI, .'(JKL~,I Lo de{.al


with the implliQenla Lion of Ucl a Logu 
 (illul'ease paper workidentification of distresse.-(' krrowr e2c.). 

- Alternatives to sucth an:iouicemieint,, of for,;IvevO' :: . 

a) Financial institutions could directly reimburse theborrower. anks turnif) should be reimbursed by the 
govermaiient. 

b) Such announcements affecL credit discipline. A moreeffective way to help borro'wers would have been a "food forwork" kind of programi superised by the Ministry of Relief 
end Rehabilitation. 

-Te managers ccynplained of the delay in the &dposalof
certificate cases 
 and remarked that they need Government

help to deal with wilful defaulLer., they suggested thesetting up of a separate co~rercial 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: (numiber of borrowers)
 

Poultry  0
 
Property  4
 
Livestock 

- Were they aware of announcement? Yes No
 

10 1
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- Source: 

Hearsay - 5
 
Bank - 2
 
President - I
 
Nedia - 1
 
-t"tuILiple - 1
 
sources
 

One borrower was unaware of anniOun1c.emeIIt
 

-4lultiple sources included hearsay and 
 bank employees, and the
rmjority had heard frcxi, icaruay.
 

Repayment of rescheduled loan. Have they repaid?
 

Yes No
 

6 5 

of the six who have repiid, two have done so partially. 

- Only one borrower knew how much he owed the bank. 

- Can the), 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 timne there is a
natural cala-ity. 

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

8 2 1 

- Best way to help distressed borrowers: 
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a) Relief in kind for productio, purposes
 

b) Total loan (1+1) forgiverest;
 

c) Relief in kind (catLie for plougiing)
 

d) Total interest exemption.
 

3 lxrrowers knew oif others who had repaid their loans with 
interest before the ann1ounllcemenlt Of exe Jli)tioll. 
I borrower kn~ew of so:veonec in his vi.]ape who was unaffected
by tl di!;-tL ur yt't Il,:'i rec ive'l a .J.'liiitcr tJ 

None of the Lxrrowerswaite- anymorec bank ]uoais. ''l'ey spxke
of the hassle of initerest calcuatioll aniv bank nlotices
which arc cent to thei-, wIcnever tLhey dcefal t. 

Some borrowers had been borrowjTg for a long tiiie - oneborrower since anotlier 1977.1970, since 'Ihe majority hadtaken loans for the first ti;ne in 1984 when tney were 
affected by the cyclone.
 

Median of amount/loan was Tk 4000/

- 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 

a) 
 "other" includes villag-2 money-lender, acquaintances, etc.
 

b) 
 Only 1 loan was secur. (land-mortgage) 

c) 2, money-lenders charged interest at ,o ,,,L,,., wile-. 

the third money-lender s loan was interest-free. One
borrower had borrowed, and was to repay, in cash and kind.
 

One of the borrowers had borrowed from the informal 
market to 
repay his bank loan. 
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Financial status of tile fanner: 

0,41u'; ]lve~stock siarecro)s ill has a]LerinnLive 
soulrce of 

j I fl,(i 
0 4 

Alternative source of incmije included owership of villa,,egrocery store (2) and imoney frvmn relations abroad (2) 
Median of i 'forrual imrkhet bx)rrowing 11; 3600/- each time 
Median o. I01nia 1 milir-kuL ix)lrowill;: Tk l00/'- camn LJOL: 

- Our samp,]e included: 3 large, 3 mecliui and 5 si!1l farmers. 

Some conlients: 

It is too early to maizc an analysis of the effect of the interestexemption pro.rm in tidal bore/cyclone affected areas. Theimpressions we got from interviews at the headquarters, andbranches of the financial institutions and our field visits were: 

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

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

- There is no official circular regarding reimbursement to 
borrowers wno repaid interesthad with before the
announce; ent. fliese borrowers ,i tih repaynentgrc habitsnoia now be iar about aking ft ture loan repayients. SCmeof themi were puzzled bectause thcy could not benefiL frm, the 
prograiii. 

- Most borrowers wanted relief in kind in thc form of seeds,
fertilizers, cattle, etc. or totalT-oa, or interest exemption. 

- The small farmers were badly aTI~cted. 

- Bankers were not overly worried about the announcement. Nor 
were they as upset or surprized as they had been about the 
1984 announcement of interest exemption. 

/
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A N N F X it U P - TI 

TEUMIAM BANOLAD BAJIt, Acn ICULTIWALANCHAANNl.I1, CMLDITNIEAD OFFICE DARTKUIT 
POST BOX NO. 3Z5 

CIRCIhJJ? LLMEfl1 90. ACD(PLY)911/*.39C, 
0 t(5 ) Dated the 22nd Auguat,195. 

The Mnnnigng Director,
 
Sora I/Jarint n!Agrani/1?upn IDi Bnk/

Bang]'idush Krirhi Bn0,
 

..16nd 'Office,
M inkil 

Dear Sir, 

V14'1IO 1 OF INTIJMEST ON ACMICULTUfAI. LOAN IN 73r YyCLOIJ,/
TIDAL, MPE AF/ECIT-1) APPASf 

In view of the lonoo caunod to the nricutural loaneva by iho cyclone/' 

tidal bore thnt thohit cottrtn2 nr'rvr of thu c.turitry snore time back, Oyvern.
ment .qi decided that Interest n the ogriculturul loans in the following 

seriounly affocted Upailnc will be 
exempted for one year:

.Dilatrct : Ur0z7laS
 
.j* Ccx's Bc'.ar p) Yutubdfa
 

b) Moe ah al i
 
'hiai. t tagon, 
 a) Bandwip' 

~jjEhola8 
a) JMonpura*
 
b) Tazumuddin
: 
c) Charfassion
 

, .Noa ioall 
 a) Noakhali Sadar(Shudharam) 

b) Hatiya 
c) Companygonj 

y. Feni 
a) Sonagazi 

T" e iaci-lit. zf interest exemption will not, however, be allowed to
 
the . hr.io t a.f~w-_Itvra. Tho.exaption 
 mA- - mUnw d on the outetandine loans 

as on 31st Me., 1?85. 

You are, therefore, requested to issue necesaary instruction to your 
•branches in this regsrd under advice to us. The amount involved in uch exemp

tion may please be furnished to us at 
the earliest.
 

Meanwhile please ackxowledge receipt. 

Yours faithfully, 

( H.N. MaJumder )
GE47AL HWCAGE. 

z.nt. 1o. ACD=POLY)911/8 
5 - 3965(OO) 

of date. 
Copy forwarded for information and necessary action to 

1. The Principal Staff Officer to the CHIA, CMA's Secretariat, Old Sangshad
Bhaban, Dhaka. 

P°T.O. 

'V 

http:ANCHAANNl.I1


A N N E X t)R E-AGI AIJI DANK 


flURAT, CRIDIT DIVTSION 

p(fTl,'1I /?P85~
 

The Alnt t. enral lTAnneger,
 
The Zonal Manng"'r,
 
Ar-ranLi Bank,
 

' n r
 
r" (E..nri bnh i (W),Zonnl Officle,,'S "+ h, --

n 4./
011 tn:on, 


on Ar, cittr+) loanOob: 	 Exemptlon of intrrcnt 

in --- -,-/.V f l bor, flQrnrtrtl ron,,trl tircnn. 
e 


Dear 	Sir,
 
by thethe Afrloulturn] ]oonrte

In view of the lonrroo sousod to 
nri,,n of the country nonjo

bore 	 t)hit hit the Oooauttelcyloion/tidoj vido 	 ti1ieir ciroulij"
time 	 book and on Infurm,1d by Tongl:,dCiLiTnk 

&Io.dote,d 2 .13.5, Oovrrn'rr,nt hrn 
.

ducided thr, . Inter.n,ot on the n,'rivulturn] lovn. In the followin, 

on wJ11. b, vxcm'ted for year. 
letter Al)}oly) 911 / 39,,() 

one 
O4rilouuly ff;,c ted U1,;z 

-
(a) K1 tubd 1J," COX'a Lnz-r 
(b) MIohf ok Lnl 

(a) Sandvip2, ClittoroLg 


b Tazmuddirn
 
c Chebf non
sieon
 

(a. Nr,1cknli S~dnr(Shud)-L-rop)
4. Nookh'21i 

bN Compcnygonj 
SHatio 

(a) Sonogczi
5, Feni 

focility of interest exemption will 
not, howcver, be allowed 

The 	 on the outn'lovied 

to the chronio defoulters. The exemption 

mny be 

The amount involved in such
 on 31st M 1935.
standing loons as 


Purnished to us brnnch-wise i.'ediately 
in the
 

exemption should be to Banglodesh Bank.

for onw-rd trcnomtsonfollowing, proforrm 

oceo k LoU{Th tan~f 
and service oh='ge 

union dingd n v onbronoh ______'1.5 .	 'to be exempted. 

exempted, step as
 
For correct c-lcul.tion of interest to be 
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