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Preface
 

Institutional credit remains a step-chiid to non-institutional

(informal) credit in Bangladesh agriculture. However, there ate

strong linkages through the effects on the overall level and

allocation of the money supply. This report does not intend to
underplay the continuing importance of nonforinal agricultural
credit, it merely attempts to utilize the extensive and up-to-data
data that is available. For those who would like to read further
about the informal sector, they might tart with :ocuments by
Clarence Maloney and by Therese Blanchet° 

This report is essentially a distillation of data and ideas culledfrom the many renorts of Robert Nathan Associates and Ohio State
University. Their work was funded by the USAID/Bangladesh Rural

Finance Project. In particular ' I would like to acknowledge the
assistance I received fram Dr. Zia Ahmed, Dr. Richard Meyer, and Dr.Forrest Cookson. Without their help, this paper would not have been
possible. While very little contained in this paper is novel,
especially to those whom 
 I just mentioned and to those in the
Bangladesh banking sector, any errors or omissions remain fully mine 
alone. 

The impetus for this paper from Dr.came Tan Daves, Chief of Partyfor the IBRD Agricultural Sector Assessment Team. He insisted that
agricultural credit be given emphasized in their analysis. An
earlier version of this paper was submitted to the IBRD while I was
 
on loan to the Sector Team.
 

Since the time when this paper was drafted in August 1987, the
 
Government of Bangladesh (GOB) has had to 
cope with very badflooding, and political unrest leading to another Parliamentary
election. Unfortunately for the vibilitiy of the financial 
institutions and the general health of the agricultural economy, a
major casualty of these disturbances was institutional credit.
Essentinlly, The progress toward financial viability of the banking
systEmi made during FY87 was at. least partially negated in FY88.
Bangladesh continues to use the banking systcmn as a mechanism Ofsocial welfare. Ironically (bust not surprisingly), it renain the
relatively wealthy and influential who :ire able t(- access and 
qualify for most of the credit. 

I hope that this report will not only encourage people to refer to
the more specific literature on agricultural crecit cited in thisreport, but also to effect an improvement of the credit systau so as 
to promote increased agricultural growth. 

R.E.No
 
June 1988 
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IsTITIVTIONAL CREDIT IN BANGIDESH AGRICULTURE, 

I.-Ovriwfthe ,Current Situation, 

1.01 ruhe' Bangladesh - ning s'ystuin in DY87, succeeded in increasing'er rovr t of oCve'ru6:loans in FY87~, but,.fel a, hrtd 
its longer~tr'c- oal restcring disip1ine in f inancial' mtarkets.0
Foreinzstamon th'e changes in' agricultural credit was the
P'resident's helated crop l~oan recovery.. rogran that perxitte3 

reflussio o neeApyents on smaU llodina. IAfso,',the RuciFiance, rjc (USAib/Baniatesh Ban~k) collected somne excellent v~~ 
data, and ocffered s(zDe incit-fui4rciumr-ndations f While~it< is 7 4 

ccimenur~t tth4fi Ragftude of the prcblem, with 'loan recoveries,
(ero, hef f he anig -syst~n),- the challenge,iancal-.,ia'lty 

~ remains' to insti'uiondi~" the hcrt-trm i'efcrms so~that they

be stndard opertn icerc Arvsdga.mghblo


Selazinat ' the need for~ crash prbgrams that often eit~her crash
 
Sth~roelves, or 
 caduse~numeirous unplanned negative' &nsequences. For~ 

~ exampl~e,~ recovery' drives Lcst avoid causing a liuidity cr sis and ~ harming ruralV prcductuvity. 

1.0'urig FY87,,a numberof, factors 1-j nteracted these~potentially ~<rcssionary forces-in rural. areas, agricultural pricswr~i 
ndharvss were at reor -; igh "leves ni, in are htiitese&'anti 'reessionary forces' may disappear in FY88, as large' quantities ~4of foodgrain ;imports',will bearriving in the secnd halfjof "CY87.

Also', if the iaa to'(ridce), ciropprovcs have b En severelyaffe~tEdY~
~<jb~ilo~~s1< es and/or. 'diseas,,te the purclasng pwer~in rur
 

ares ay,b:_lcv _ed Byth;,w*thoern, o hrvetsfan
wll 

j~ b rii4 Cej nd wheat, igh~t cause"'h~odri prc to, drop 
 ' 

efft~tof these events wouldi be elt~around'My 1988 leading -us to
V reblivession'is quite4&ssibl unless~sufficientK~~~ j 

:1.3 UtilFY8,ad ben flloinga plictE:,OB ,f' directedd-endingto priority' sectors ad atiites J1winterestL~ refinaning4Iffiratechetral, Bdnk (raised'in Octobe'r kl983); and alack of~ 
epasis on loan recovery. 'Agricultural credit 'Entthrough- a "f;remarkable c-prscniy Erix, r 'i-.latE': 970's~to the miY 

'-

As b~ecntgf total ittanin giarinc (a '"stock" as
opposed.t 6ibr'eet that riea "flow") thEi' ariultura.scor'
rE:Ceived 27,:, percenit in. Ft86. Ifi F278, thIis fig re~wa Only,1Q.5
percent (the manufacturing and whlesaleretail' sectors 'tiereo6t' 
courssthie' lr e ceipients Ciringi,5 this priocJ) '66n
ctstan ing

adaCes to agricultuea a aeLnaep ergicultural GDP,
11.3.percent in- FY86,: up frIm percent -in: FY78.- &,Jiretds' for

ti,Expansion was a three-fold increase in -branch banks, occurring'
principally in(the period"1977-1981, followed by, a: period of 
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expansion of agriculttfral &reIit2 disbur'semnts Curing.1983 1985. 
Tis expansio ,oKpaeorapidly,that the branch banks and 

lowoan-uia ratestill rc-cveries~now~jropa ~~t n~itire ­
'~ntinueqtcize th= c-'Ps~di'baning systunchdwflicnnu tc cl o f&Pc-ih l Ersonal


Trgrm n Y87,..of vint.erst\ forgiveness onthe, rfpaymnnt~of crop\

loans,', aseprm&,t loans . succeeddin.:ircreasing~~eoeis' 

SA an-cng the -pphtibn, but his proqrmdid hot , Wporrsgnt 

=W~&n~attempt to 2adres "the _ onsta are 'o'rdiiein the gricU1'tural sector, ri~r the eve(n poorer ecovery prfrm~c( 


~in thE:7 industrial 'secto'r UnilL a way,can, be 'foun~d todeal",with,, 
'
 

anfnniiywellconn6CtC _dpopl W o have, not' 
2repaid these l'arge I"an, the survia 'hbnig~tmwl'
 
deperdn -a lif 
 2interest
spport system of GOB subsidies and Ican 

10,n6ueaaeesothssituation~was~expressed by the 
< Ministero"f Finance in his-june speech~nucn th rinnual2 

'~ ~ 

Budget.' 2He2 stated 'that ' the "posi tion, of -ovrdue" in~lustrial 'credit2 2

~isExtrenmly unsatisfac4tory,,' 7~anthat efforts' to2 reoover cverdues .2 :.
~will "continue~2 unabted,"'Such 2rhetoric2 must be translatedJ iinto 2 ,222'~292 

ifplthenttova h el poliica systemand. non-bure%-Uucra tic means 2heal.if, th ofagricultural credit 'is to be, rene-wed 
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II.Summary of Recommendations
 

2.01 Rural Branch Expansion- Expansion should continue at the slow
 
rate of the past two years, with decisions to establish branches

left to the incividual banks. The importance of long-term solvency
of the banks has not received the attention that it nees. on the
other hand , it must be balanced with the social desirability of an
expansion into the remaining 50 percent of unions that 'o not have
formal banking institutions, and the importance of promoting
ccmpetiticn among banking institutions. Private banking in rural
 
areas should be encouraged, and the Lead Bank in each Upazila should
be change.] periodically in keeping with thc most active bank in each
Upazila. The number an( location of branch banks an,-' informal credit
institutions needs to be rc-vieweui after completion of the proposed
:sRD/GOB study of the cooperative system. 

2.02 Liquidity in Rural Areas- The GOB should regularly consider the
ccibined effects of monetary policy, progrms to recover overdue
loans, an," expected profits based on prices and! crop yield*s so as to
maintain an even expansion of the rural economy. The GOB is 
now

generally able to fend! off famine that results from periodic natural
calamity. Now the GOL should focus on impeoving the forecasts and

GOB : cisions about toc\grain imports so that the foodgrain import
levels neither pronote famine, nor re-create cyclical disincentives
 
on dcnmestic production. The management of overall liquidity must be 
part of this process.
 

2.03 Recoveries- Now that small crop loans have been successfully
recovered fran the poorer members of society, the GOB must next encourage the banks to collect term loans in rural sectors. Strong

sanctions need to be employed against those who are now clearly

recalcitrant. Simultaneously, the longer term proposition of

educating people about the importance of financially viable

financial institutions must be starte( through political and
non-bureaucratic structures. The banks should accelerate their

in-house training programs on loan recovery techniques, and change

accounting systems and reporting requirements to reflect a common
 
definition of recovery. 
The GOB must avoic the necessity for crash
 
programs of interest foregiveness. These have a negative impact on
 
bank viability.
 

2.04 Disbursements- The System shcul- bE.Passbock ccntinued, but its
integrity must be protected. Passbooks shol,! be nmbered, extractsof land records should be included in them, and Union Parishad 
Chairmen should no longer have a say in their allocation, unless
they are personally going to guarantee the credit-worthiness of the
 
individuals.
 

2.05 Savings Mobilizaticn- The banking system shouldi; improveborrower selection_ lean recovery, and general intermediation (see
definition in Section 5.15). 
 New marketing and banking techniques

for mobilizing deposits shcul be explored. Also, the National

Savings Schemes shoulu be transferred from the Naticnal Savings
Directorate to the Bangladesh Bank. If these steps are taken, then
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savings mobilization can proceed in a steady, less disrupting, and
more sustainable fashion than would be the case if the GOB were to
just launch a savings mobilization campaign.
 

2.06 Interest Rates- They should be allowed to increase in
accordance with supply and demand considerations. The current 6%
penalty on late payments should be incorporated into a revised, all
inclusive interest rate for new loans, perhaps as a fee, andreturned as a rebate to those borrowers who repay on time. Because adirect implementation of this recoffmndation is not politicallyfeasible at this time, the GOl should explore ways of hidingeffective increases through various techniques of marketing a loan.For example, instead of announcing that the ratL oF interest is 1.6percent per nnnum,, it could be sold :as 10 e-rc.nt p<r crop cycl,° 
2.07 Crop Insurance- Work 
and 

should c:)ntinuc to sIpccify th,: objectives
iFPlacm :nt the Rural Credit (uc'.cnt., Fiund, 

2.08 Responsivw.ness to Client Neds- Banks should continue toexperiment with and ad-,pt four approaches to .lending- supervised,tied, targct.d, and group lending,. Also, pcrhaps NOs and publicagencics such as the: 13JDB could be more active in forming andpreparing ;bankable; groups. But donors and indigenous NGOs shouldtry to limit (if not eliminate) the number of targeted programs,
which causc inefficiencies 
 in the overall op-ration of :.,griculturallending, The banker/client relationship should be improved.
Greater collaborative work will improve the "bank-ability" of the
borrower, and thus strengthen the banking system. With greaterunderstanding of farmcrs' situations, bankers will b( better ablescreen out risky loans, as well as 
to 

to selectively reschedule loansof those who truly have encountered an unexpectcd calamity. 

2.09 Legal Svstcm- fanks should be allowed to select their owncounsel in Certificate cases. District Magistrates should be
authorized to appoint tcmporary servers and clRrks to handle the
certificate case-load. Other constraints to the increased use of the
Certificate procedure should be removed as outlined in numerous
 
evaluations,
 

2.10 Accounting rocedures-- Further adjustment is needed of
regulaticns with respect to loa? 
 classfication, eligibility of
accrued interest as current income, and the provision of bad debt
allowances at the head office, with the orjectivs of having theaccounts reflect the true econcric conditien of the. b:-k. 
2.11 "Managementby Directiv"--. The Bangladcsh Bank should renew itsefforts tc gather political support for its directives so that they
have greater acceptance when r(ceivcd. Also, the COP shouldreconsider the negative impaict of rapid turn-over of the bank 
directors.
 

2.12 9KB,BML,and the BRDB Cooperatives- Further reorganization ofthe EKB into four regional branches should await the results of theimplementation of other reforms mentioned in this and other reports.The Joint Review of the Cooperative Systc in Bangladesh should begiven high priority by the GOB. 
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II4 HiSt(-ry, .AttitUdsCIn''-d Ciedit !Needs in th utr 

Histry A ~d1987, p 1-6; Aiim 19B2~p 

3.01 Since ntn tim: s ITney 1, r der have pr'im- sources of 
credit,. In tho par of wo,,rld ncw defincd by B-71n g16d6sh, the 

-Arnihn~rsI folloed- thL Mcghu 101ds ,in"c'on'tro1ligmny'cd
c~Liririg ~e dal tics. heso zaminriars, azi1ng with Hind~bsresMUi11d tKrrtLrPrv n uf in~smwer 
andmuli -Ka Ibliw_-Ias!!1from te c:LrPcincs o ni;woften nccusedf chdarging usurious .nest raehe B '" 
i~t ~ 11in43~~epdetblish. tho 8-iking 'At, cf 36 -and~,the'D~bit Rclconciliaitihn jBoards th~i rcie s_ relief tlD oanees" 

Sthd- tish Governiiunt b,-an inte 80' Th'-:;stateprovidedr-by 

viewed as -grants frbri thee gov~irnrnent. 

4$ 3 .02 'In~1904, 'the CcopEr%--ti VkG Credit S-6'cietics Act~Ya; in~tru-duce& 
inp~r to curb the pprce6ivdd',tyrannycfy Lh )-ny edr h ~ Cooper~aive kscieties wee for.)red rightC'd(nt vlae 
Fo~Pr a numbor of reasb~ns,,,thes6e early cc~aio i opopr 
Fiscentrie ' &~-cf fund~s tcndcd to jgo)' fran the village~to 'the
cetral "ccmrtte'. Scn,_eci,_dt,)si are-port from the"Bank of 1ndia in 1X937 as t iwt oI'It vru 
cocpprative; loans -weignoed~ Third: 'the Cooperative, Societies Law 

"of 1940 (Bengal .ActXxI) and its Jmlpnat inrulc- of' 1942 -JIdi 
~~ n~1ot, piciitthe granting 6Efiloans tomat,!_' rs fte-aaeen-

-

- -

i-
W ,~ 

-­

Acuuc-ta cts-an' oVerdue-s of te Ccoprative Bnk frUr 1958 
to-:e1971 were&220 mi11-ionTaika, one third of th'i tctal,-iiotint loan6d. 

After Indeoendence -teEs PakistanProvini coopertve ank 
bccm-k aaaaBn LiitecVd(BSBL) . - -

K~ 

.y<' 

Ail~ 

3.03 In 1952 ,the- Agricultural Dce-velcrwKent~ F~fnance Cooperative was 
formed main1yito serve large farmrs. in 1l958, this 'became the 

-~Agricultural iievelopwnnt- Bank o~f Pakistan ( bBP)~-wit a 
A a1sc 'serve small, farmers-.~GivEn, that~aV land tit-le wa-qie as 

collateral, fr) Joan, ADBP dic- btots~rve~thc, needs ~of rural por < 
i~ver5y weI1. 'Also', its purpose was pr-imarilyto nmbilize~rural -

deposits for investrnt in urb~n~ent Dp rie' b pg'branches in ~ 
mArajor town's~, I 

, 

-

-~~> 

-scte 

- V" 3.04 Started in Cmil n h 100 by Aktar Haid: Xhan, the - ~-
~1Inte-grated2.Rural Development :Progranmy (TIPE)- set up.a cgra-ss~roots, I'-

- suer~vsedagri u~ra2icredit pro, bil Which. proved,.'V py,;, -Y 
successful, 'Ink the 20 -Tha,-s (su--istricts) i ' which his' prgrm-------4 

S funcioined between.16-70, the . fal aew nly 8.1:pret 
- 33~million Taka;~ Many of these- ccperativ s co~ll~psecI after the1~~~­

~departure of' thechrsal Khan, -anCi Bgi& h )k_1e inb& t 
rep1ic~~the- systern anywihere since, - ;--­

-

-

-

I' ~mJ -



.05 efore nde -nce",,there, were -'2PkiaV:10c , 
te ,ADBP and --t eDP Beg1 coimm.rc1- 'an~8foreighi. an,

o i tal,';of, branch presenL- a""3 e
 
97 a nd t n 
 eague' po cy o Labiona1 za L.ooIne: 

bany ± anmnageri, Ca en -Te
Stat Bank 1of.:Pais(an 1n1 Baxngadcsh 'bcarne' tiw Bangdesh Bank,


~'B.Th 6 My foimed national Lze-d, comercoal'banksc (Gs
replaced the:1 cof r~rcial. b nk q thi fr6 e g bairciai a 	 g~akedxcept]ig 	 webnks- thejJiB Bn gidh1 	 _arnbi 
(BSBLI), relae the AD0Pi and ,FD~ t~pCti 

~306~1~banks inclutding~the ,~ eeveeaa ff&nS of . 

1conomice activities~ estk-b1slcdo thtcsocial goob of~the , ition. 

~and the iail~bi1'ity, of 	 th 2"ntD 1/2pecn
be. ,h ba e'r cthoBB, tie NCBs and <the&BKB<rem~ain4. reluctan~t t6o exod'ar utrlcredit due to the Pe .ied hig

costsco nd low rcturn.. In f, ct, thesar f griultrcI.ine, highal
 

Sadvances" incr :fdroin .only Apercent ino 1970 7.8 trnt9, phr into~8 ecn ~ ~< 1976. w-aso y 'beibvcd Chnatt hUIt Isf'i c t£1~~o~fi~'~oC~
 
'urJ~are~s., pot perforwnce
~ 	o ,This of ,thb nationaiz ~ankst 

oreach social objective,, sett, stgof or more =.ctivc'GOB,~
involveaent in banking'. ' 

3.0 In1.97,:an,,,,.Prsidntlaunche~d the Taka 100 4Cror. SpecialAgricultuiralCredit Progr:,.m (SACP ). Thc j'uro'se wis to 	icesrural cred~i± franr, the NCBs a~ BB~oa oAnQA food ,U ~ 
self.~sufficicncy. The NC~s wr_:nid oopn 2 rural branches fr 
I'-~ach-.. branch,~~ -a t heCzJ provided aiguarantee onloansnew--n 

~from thosO. bnks. The, program. sifmplfiCd oniprocedures icluing'hypothecation :(eg.: the use 	 . .haDr ~IL~, < of .th~futr _st ', x'qA;'
 
~loan) so, tha)L: laind did not.4bave to beTti 226Aa ''(
'2lttrl

borroiers 7wore fs&ected ">by they Unio Agi0.ua CedtC'-fes 
'2dcd~~~by P~ cthad, Chairin Since thc.sb carunitteernembers wced"not requ~& t& teij6f h" pie.the

rcc~ianehdcd, ther, was muc~h abuse of tire' :sytcdr. 1?Ini ordc~h6toaddresS'
 
sow--of thcseprolbl iins',$ the co'ope rativeC"Soc'ir-4eLs obrdinance ~was
ascd in :1984 .:;'Although this- law hasi any shortcoins it d ,e,S 'fTf provisions.,: :re
 

lonriei -xi-4'd to hold o'ffice,ih thc ACds or22in tho 
 ,A'	 A - cooperatives. The enfor cement of,, thiis reguationi, 'how(_ver, may be,;,~A4~dfficult.'A24,AA" ~ , " 

3.8I 94 h SACP 'rules, wera'6igcd 'so Lh.-t credit could be 2'-'~

'provided based on a farner' s Lotalf-rmn syta ncrids , 'rat.her than V
 
7 just~the requireme~nts crops'. The COD -lo-an guarant&ee
~on 	 of individalA 

.:.,Ywas-*2 also .droped. tI asbok system"' 'wasi'ittc top~event ' 
~people from obtaining1 miultiplo loans for. the pupoe In'1987,
teGOB 	of'f red to wav iner '2'pamnt ocop 1ozns 'undor-L,


'10001 T f paid, bfoeJne-7, 1987, .i an offort tlpo~h)­
2 recove- rate. Also,' EhcqParl~iament. amendedA th 1913 PulicD inad,
Recovery ,Act in July 1987. Thas Act -allowsbanks oma pubi

that pub 'icoffice holders aecelinquent in their, payn _ents, itit 

44 
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bars thcse with such ,'!bts tc hclE CIcte, effice. As ef this date 
there were 4 NCBs, 8 -2ciixstic private banks, 7 fcreign banks, 2
SpecializeO. Develcpent Banks (MBKP, an! the BSB inustrialfcr 

leans), an(! the ccex-,rative banks un, er BSBL. The i.'cve-;cpment

Finance instituticns (DFIs) are the BanglA'esh Shiplz- lank 
 (BSB).an4 the 1.anglalesh Shi Ip Rin ,angstha (B IS) that len primarily to 
in-.ustry. 

AttitdIes Tcwards Cr~ck.it Tc!-hy 

3.09 In genera] cl.' attitu'ec Lcwar-s cr(e!it still prevail tc:ay;
a loan is the result of patronage, and does not necessarily have to 
be repaid. This is especially f-.ue in T.he case 0 " loans from the

governfent, lAich are vie,,ed as grants oriqina . iig irom 
foreign
donors who do not expect the grants, by definitijon.. to be repaid.
The Current government continues to lend credence to this attitude.
In the aftermath of flooding in 1984, the goverrmuent said that the 
crop loans andreq those who lost their crops did not have to be 
repaid. This is similar to the "Taccav:i- loians mentio:-:ed above. Ini
April,. the government decided to forgive overdue interest on
outstanding loans to Navers in the handlom industry; and explore
the possibility of rd'-mcd rate of int urest on new, credit. Thus, not
only are borrowers curr.ntly skeptical aEmut the necessity to repay
loans,, but so is the government. 

3,10 In tact, many high ranAing governrnt officials believe that
by tolerating defaults, , articular groups or individuals can be 
helped in an irinocuous way. During the August 1987 floods, the
President or.die:--d the banks to exte.nd agricultural credit to the
affected farmer,. llut whereas in the past the GOB forgave the loans,
this time tin, CC orly reschedule;d them. This is a positive stop in
keep4rig Ji 'h the advicc of USAID.: liural fiinancc Project (RFP). The
RFP has nue n i~ying to camrunicat. among other messagqs, that 
persistent defaults cause financial i ntermdiaries to be perceived
as transitory rather than ipermainl!nt. As a result-, borrowers will not 
repay their current loans beczausc they cannot count on future loans,
and savers will riot trust the banks as safe places to store mniey. 

Crcdit Necds in the Future 

3.11 Agricultu?.e provides 51 perccnt of the GD]' :rd 80 ercent of 
the jobs in ieangJadesh. . ith an iriustri.l secto-. still in its 
infancy, the ,agricultur.d. sector mus. - T.r!.n the *.:incof economic
development. Unlike. orIndonesia Thilard where, ,vd.:.r--utiiized
lands remain avilable for cultivatioe;, nciadesh is limited to
essentially improving the intensity of culitivotior; on currently
under--cultivatcd land. The use of :-dditio;vJg. Units o: :labor arc 
necessary but not sufficient to iwK(et th. challenge. More
irrigation, improv:d scud var-neti6es, cne . t; ir G-rming techniques 
are also rcquired. Capital is;vestment in the form of agricultural
credit must be available in larger amoxants. 'T[his is particularly
true because of the Pick of priv-tely held savings that could 
otherwise be used; as was the case in the ripid expansion of 
irrigated agriculture in the Punjab. 
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IV. Indic:tors anu Trends 

Institutioial vs. Non-Institution3l Credit 

4.01 For th. purposos of this papJer, w wiLI uLe the following
terminology., "Institutiol)al . sources cf credit :ILC categorized as
being either "forral or "informal". 
 A "forma.l institution" is a

[rk whose objective i commercial success. '4nformal

institutions" include cooperatives and the Gr .n
ieon FBank.'Non-insituttiomaI ' sources include relatives noeiqhbors landlords
merchants, and u)ney lenders ("mohazon.'). 

4.02 During the 19802s, it suenm that th role I in..,itutionl
credit in funding igriculture has be.n dccrt.casi vis.-..vis
non-institutional credit. In FY 1982, the. bangidacs institute ofDevelopmernt Studics conducted a sudy in collaboration with IFPRIwhich sho d that only 12.5 percent o1 f-.rrmers bofrov.,d from 
institutional sources and that: the aVerage iurlunts borroed were Tk.382 per household and 373 per hectare, The in!-crest poid on theseloans os on the average Tk. 60 per hectare, and about 0.6 percent
of the gross value of production. Regular data collection by theIntornationl- Fertilizer Developjpcnt Center (IFDC) shows that onlyabout 8 }Q<rcern: coros from formal institutions (IFPRI/BIDS 1985).
'Tus less tnan I percent of all farmers purchased fertilizer usingcredit from formal institutions during 1PY87. Tiie use ,finstitutional crudit to finance irrigation e4uipmnt has also becomealarmingly low during the past tw, years as the table below 
illustrates: 



Lank Loans Supportin1 BAI)c cSTw Sales 
(II units) 

01 Which Through Year Tota Sale Dank 
Credit Percent 
FY84 G988 6c 1 2 95 
FY85 778 6890 90 
FY86 2045 654 32 

FY87 659 230 35 
(up to Feb.) 

sourcei IBRD/Bangladesh Office Memxranluii date, yW/87 

"Non-institutionallf loans tend to be t ased on -n intricate network 
of reciprocal relaLionships: allowirn c .epaymenL bod:!, in cash and in
kind. Recent studies have. shown that women h7vc r eeed heavily on 
non-institutional credit due to t.h(.i r r-jrt-i 'iulr df-f- culties with
both formal and informal instituL1ijons. "]forraj i nstil-utions," 
such as the Grameen ,ank , cecogiiize the potenti,!' o- g iving credit 
to women and are beginning to addrers it. In the antime,
"non-institutional ' sources of credit remnin attbact.;v bcause they
have low tansaction costs,, no qucues, no ;:ires tLill out, and no 
bribes of 3-102 to pay. Also, Lhe loans scA.d(. require land as 
col atcl.al.. T-hc disadvantUages of norv.-[institutional sources include. 
interest u'ates that often exceed 120 % per year, no supervision along
with the loan; and i.n case of a genuine crop fatlure, the loan will 
not be 'vaitt .:n off.' Jnstitutiona. credit at least attempts to 
address these lacunae.
 

Direction cf Credit Flow 

4,03 The Chittagong r[gion, both uroan and rur-l., is the major
supplier of funds to other regions. Urban Dhaka is the next largest 
source of funds with the( highest amount of depcsits in the country.
Rural Ilajshahi and Fhulna have become rajor recipients of funds 
since 19j83, followed 1y rural Dhaka. This situation is a reversal of 
the not flow of funds to rural arcas, w:hich existed prior to 1986. 
Since that tim-,, urban areas hav. hccn tche not beneficiaries. 

Agricultural Loans- TypCs, Terms, and *Ji,:s 

4.04 Some reports indicat,.: that only ,Adout 50 p-rcnt of so-called 
agricultural credit is distributed to F.aurmers. Tho: other 50 porcent
is funneled to tea planters, cold storage owners, fish pond
operators, and to indittries rJ.-thLd to agricultur(: and mrketing of 
agricultural coaoditics, 'ially jutr. and tobacco. Of those 
loans that rcach .:-.rm[s, or].y boout 50 Frc-nt oi L. mney is used 
for "productive" purposes. Th. reviindir is used for social 
functions and obligations such as rights o1 passage. Thus only about 
25 percent of the total disbursed amount of agricultural loans is 
utilized specifically in agriculturc (Aiim 1982, pg.34). 
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Individual Loan Size Increasing
 

4.05 During the past five years, there hac been a shift from small
to lan;qe loans, in t erms of the nun~ber of loans issued betw.en FY80
and FY8I4, more than 50 percent of the loans 6ere small, under Taka
250o, while 29 percent wre categorized as medium and 13 rxrcent aslarge (IFDC, 1987, pg.13). Butl in terjis of' the value of loans, only
12 percent were s,;all-sized loans, 18 Ixprcent were rmedium, and 70 
percent were large. Overa..1, 69 percent of the loan volume wasconcentrJated in large lcx.ns for overdrafts, iista.hnenrits, and other
loans. Uihen just two years -.Ire compiirel, w see that large loans in
1979/80 i.ccounbed for 41 &rcent of tota"l loan valut. By 194/84,
these loans coast.tutt 89 ((;r:v .%6 ..pV'rcent: !1. 

4.06 Anothelr exmlple of the size of. individual I.o:ua can be obtained
from records of thc DKB, which hain(led .38% of ,Ji1] agricultural loans
duting FY86. Lo.ans larger than lljO(J Thku, with thu average size
being 55,000 Taka, constitut,-cd 44" of the :otal, loan volume, but

only 4% of all their borrov.e rs rccz,Avue .Io:.ui. o tsize. Also,
the average rura] account's outst--nding balance (r.rincipal plus

interest plus penalty) tcs Ik. 896 in FY75 and gre, to Tk. 5250 inFY86. Some possible ojuity questions ari;ing from this situation 
will be mentioned subsx'uentlv. 

Duration ox Loons 

4.07 As of June 30, 1985, a rural branch b-nks loan portfolio
containeQ*i, on average, 74 percent agricultural loans of ,ihich 40
percent were short term, 20 percent medium term, and 14 percent long
term. Only the Sonali Bank and BKB devoted at 1e-st ncilarter of the
total value of their portfolios to short-term -,yricultural loans, 
more commonly referred to(as "crop loans." Crop loan-, tend tc be
for smill anounts (less than Tk. 10._.00), and thei.r re, lyment r-,te

is higher than for the so-called "term lo:ns' ta :t runc tube-wells

-and livestock, for example. .any (-C:.ior projcc-ts include term loa:n
 
components. During ;-he past few years, T::ble 
A show that there h'.as
been a shift from crop loz-!ns to term loans. This trend raises some 
concerns <*0out CIJuity -_nd repayiEnt, w ich the Special Agricultural
Credit Pr.oqr.m ittempted to address in 1978 i time whenat the BKB's
entire portfolio, for example, consisted of term loans (Cookson
1986).
 

The Nurber of &I J~r rcies 

4.0t3 The GOB has succeeded in encouraging rural branch expansion.
At the st.art of the Speci-J Agricultural Credit Programi, (SACP) in
1977, there were 2,041 bamk branch,:s, of Which i,9O4 re in rural areas. By the end of February 1987, there twre 11,189 branches, 3,472
of them located in rur:l areas as illustratd in -nnexed Table B
(Ahmed 1987). The number of rural branches by bank wre as follows:
BKb and the Sonali Bank about 900 branches each; the *j'inata and
Agrani Banks about 540 eacn; the Rupali ink 274; and the private
banks- Pubali and Uttara together had about 257 (Lu 1986, pg.19).
This phenomenal growth is due mostly to the BB policy of authorizing 
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44. WUe~epeicl~gratstgrcth f brancb bariks w.s fran19~98~.,the perkL, c.f. est' e~~ n&h. rk :ua r

cdisbklr.serents, wzas tun, 198'348 asiisatc1~ nnexcTbe C.
 

ivjhcurrcnfi' 'high i rate, cf '9yrdue, iiis~6ay d . onclud, htthe. b of-gj~ttl76 1
 
frexeedthe asrpti ~ccity'of boLth, th&'iinst i t t1 na -and(


the, bor- rs~ we .will~ leave~jit to the p~iia historians, t'o

deil_,hte the hamtl,Ila oiise-Qca th akigs'yt6Eiis

Ot-.Ig he(' kby the 9, is-cevu"nder Matial Eaw in p~idn 

o~f the Upzila systcn~n( 'litI :&n n 97 

Till '1.-I "blin FnY77 aIig of rTk .. 1."5,'bil 6fr FY8Ahnul disbur'selits for: FYW8 i4Y7 Pe 0 a4;
 
FY85 level, tIneal terms, -the grwhhd en. orfl njust a:

f',iveya A-&1, %Y8-FY84:shown in~e Y5 ~as in' I<Tble d&? 

1 

desbtrceme's ,1avce on curiledji~~ii6 Bceigrqldet
retrcioispa6,'lrnd)es1 iT-'es I , V <<

onp topoor loan irecovery.,,,T~~he'',provisiona1ra~~t6 'figure for, ths:e~ s isure-et slsighe 

figure in FY85 'ana onlyr-,4% iii 


th~i 11 .$ercet thii~st yeas, only 55% ,of the {rrcIlilK 1 

have real .,termns.1 The cut.-backs semi tobeen moe1nient hower i the fihr n e sectors.4 

4.13 The -r itio o agricultirrA disbursements ,to agricultural GDincreasedi .fran O.V8% in FY6~ Li~E6Inj~8~ad tn slid1~ 1
 

t6oabout 2.4%. in both .FY86 and FY87..VDespit~e thissignific~int ,'
increase, theI (al a 1bili~o q~i~ ddtenii qu~ite low-11J
 
cpared: viith that, f,,other counis, especi1 y th oe'
 

ag1ricti t r1 sectors 'contribute as miuch as 46% of 'tot-i GDP (Ahxne&',
 
11987, 

--p 8)W~a.~cpti to ~tut ;ratios endct-)b Vhigher Kwith more progressi.ve. gr-i'ciltduraI systems, and when~ 
1 

the-hae of~4~

GDP is Iowr--h For ~example Philippines ratio1 got up to 25~ 
 y~~,V~pecnt . ..then fell"., -(A -ge, 1987, g1'1;~'~ ~ ~ 

NumbeofV4 Loa Acout 

al' loan aconsgefrm3,0 n 

'thetnurbo 
 of urbanV accounts
 

o5Y5rrii %lioin Fos 8 %of'l the.tnu aln um -,iiof rift cunts cou - -

*,(accounts1 that aclvan 4loan/dsbure movney), a~re, held. in.,rural '7'b~ranches , althouigh they -iepre'ent only.'27%of-thel 1ot-a1 value~of>adances. 'Thusf, the, GOB hasm -~e-o 
14 ' 
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­

gal'o -. nl~lgt, ~wi 'towards' SACP's 
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I­

4 

BankAdvances -mcl Outstanding .4 -nce 

'4~.15 T"~abe D shows that ~forxnal credit 'cutstading in rural1 a~reasl
,increase ol-th 10 time , f romT 1290 illion in FY75it bou~t


3~b-l~o in F, , &e 1~~ credit.,grew,,riy 9 ,tijies.' As -,of

FY86,' outstandingcredit to CAgricutu 32% of alI ba'nk cred it,s 

- V -k4 
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up"- om: only."dl%-in, :Y7( e 1.9874 Table 2~) .As a 'prcentage
~g~1u~t e GD outstnd1ingcrit have increased' frcm 2.4%':,Y77 to-iA -'in Yc6. Nt Ytaf es r ou -twiindg adva n..esetd; to ask le, of 1iqu ima y case3 ne _r~uenot -onlyprincil but ilt~eest 4ue. rnso. - vrde loans weigh down"thebanking, sys En ric it ari 'Bb 'Di lustrta _es u-itybeen sihiiiMg rAareas.. 

of 

~ 

2Recoverie2i', 

4 .1 Whi e t e C BIei l n ry S e s t , -

restoring disciplini f naic JL . m..)rf.t "i . I Ite\~I n~Tii
Sres~lts ;'ere vey~yencdjurcigin,: -;fre tfi-v .t ma*rjor

proles emin 1espP;agianiveu o9Lcirs ok ('ffiresty~ nterestmpymen s. recovery, evels of ov-re iKzsL)(anurce~al ih
AslD~eAam an~ihar t_ Yhav i:poted r ,lvl I ":'delin~uency>and defauilt i ter~atli bsictie 1 r~f'1;it zJenuL y v4n 

~~ I~igh rate';-'of '~alt uurborov''r -,of.5LsurCeS that th6-inan~ia into,_, dia ic oudhcv;:j. provided- (Meer '196 pg 
U

r'cy 96p 1) 

4.1T With the exception of few specialied pro( riis like that- of~>Ythe Grameen Bfank, po-l lo-mrrrecoveries .are a long-stantding and 
seemingly endemni c j cblein'to&the 4bu~ingI'f ystem irn 1 nlaeh The 1;.<UKU,nmgrnitude ~of'the pblef is. ,difficbilt :~ &tf ~6iec 

-in -onad r~otjg~,Euiremients.U Branch >y"U banks ~aiUUborrower~s.attbch no p-irticula sigifCicne ;to repayment
due y, the ~brmh- s keep' track of ot adnoasU' u not, th~ e dates tha tey a~re due,'L 196 pg. 5) As 

standard pic Cj Iniay 7,,-~ S1T) rol over ain on.86their bos,~ '~an~ pr~ctie, bansesmpis ''rb~t~i~ sadaccrUe -inters i eported Es inccunea.ibn' recovery figures,~422''~ hchiciue~~ii h~thave simply been rollU-oei& los Rx' oftheir 'signifikanlCuPCI MeFISUrri of tne health1'of a 'bar. .ing, system.The Bang~j,esh' F3,-k, ,Ai~le no~t condoning 1 t p-iwnb Uhd r,deiaaepyh~~a 
madeentquite r octi~tvfor a" b,,ink to use' its refiriaficewinow"'t. lowj U.U''2~{~2'U~ -interesVt 

'U''UU AU"e' ' 

4.18UUUUUU~UIn 1984,' th ~ e la~eo yrcrigsse 
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~ ~~Vw 9n5Keiin.a~jsnoc-uhaol~.~~dnr'~idNstoMtMUkiNINnteTB s~inig~o'- U­
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4.1 -sehows, the recovery rnte of,,Ith ineret 'an prindiEal­
deie sa prcent~of ',mflt d~u6, f1ing rp( idl rcfi 48.5 n
 

FY81 to,25.6%:in 1Y86 Preiminary timt* fr FY87 ind6jcite ta,­
the rate niay~have cifed ~% rl~U ~ e t~4he GOB g~g
of 40%-. This. increase is'a irect result of thPes-n1' ntrs 

em io rgam-f or borow;_rs h -oe e--cns-~ud~-1s 
thnA 1,0.Thep r' 'lated about six.ith t4h, the 
F~ayf eyterdd 6wice,. 'ending fI i 197.Thp_-n t peric '1y, onin7, 

recovery rate&rmins w1, below tat cf the ec-rly 10980s as 

~'30). Th~e exte.r~sicnrs lf 6or~d:,tics&, .peple with pqlitipal clcut for~ 

'~repaymentdo~te w-is lkIvj tr~b cxtendc~d. 0i~s /-'re ie f.run
 
~few niore:$mniths of free, credt S~ h di ep r
 
Spredcminz-A'lty the,:pccr' whc hold- i~ su1.cnsne of whcin
SresortedttQsset depletion or 1o~ns I.-rcr m: nyleners to, make thej 

4.20. There is no~doubt -that theo~ prcgr,-)n succc-,edred in collecting
principa1 tat otherwise inight'not'' have beeni repaid. Negtively,. the 

r 

~ 
JJLc'.ArrdiIcost h cu d)Ui~ thoGOu .1css in
 
interest paiyments. 'Also, the ~prgrwm has~ been criticized for


perpetuating the belief that Itle "'are re~rds to those who are 2&V< 
neither ' repaying lIn n a~iddition7, th, Vprogr~argte 
neter arge ~loans in agric'ulture, nor industria1 1cans that have 

en:,grr gsimutncus

of ' ransition from .Martial'. Liw:.rkk tc, civi~iaii rule. All dcubts
 
rich and influentjil has g- th the peric > 
s.hculc icw beS ,'remcved', fter, lresident. Eshad!,sitere t' f-Qgns;~ 
~prcgkn soakedu ayo tile isrnfk. th1.it hhnext tar~get must~ ,.

be the lar~ger Joansi of 4althy,''(ficssain 198i6y'j 6. )~.kthe pg 

,, > .1The RFP 4ncludd a Ruic,-) ankA nd B~ank UtJers:tSwiir (I 
h ~~nl 28% cf Jicans 

arrpi ih' of' ine yearththiseoeyeatr,

rdite 'rises to 70%' :ancithe :emaincemr i 1 nct likely, be repaidf

Suc~nic recovery. rates force- the 1B to.- rcvidenenorfiacg
 

afiraracu]turD credit eifihnrd in recr tas.

Basically,:' avinb1fivnil .l''l ~tm t interestrrte
 
s Ii :pcssibunl.th1recveryte Zi'
 

-4:.2i_:h FPdetfs Mnurber of. major cai t 14-the L-cr~1c n1-
rec ey recrd 30pren tans curnl .rentbig
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4.23~ Datai show thlrl different branch6exiCnd iffrent ,LxinksK

presumabliy having different n-nae~n,.Ev Cjffrntecovery

rates, but, the same, gene raJ setting. The&'izger t e ban'k b'6r nch
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perhaps 
recoven ra~e~ con rr y t-oniventin 6~cizam ecvre 
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6.09 These figures indicate the relative importance of each bank,
and the fact that they all face debt repayment. pro-'lems. Up toFebruary 1987, 30 additional branches were ojxened, disbursements
increased slightly to 6361 million Taka in FY87 , and t.hat the aKBsshare of all agricultural loans increased from albout S8 percent last 
year to about 68 percent in FY87. 

5.10 The BKI3 r-mains the lead institution in ruil] fLinance inBangladesh iThcpolicies and programs of the NCbis Kre now quitesimilar,. In ).r.Vrch 1987, the BEE opened up the Rajshahi Krishi Bank,
the first of what will be four regiona. banks that will all butclose the REM8. It seems that- an overall] irpro'%client ir, theperformance of BKB could have been ctiec- >y delccIating greater
responsibility to v to heits zon,7l offices without what ocino a
Ouplication of bureFaucracy. We recommend that a d eci3ion
reorganization be deferred until other 

on 
uhangrs Loeccmnmended herein


concerning the NCBs and the BKB arc Jirplementce nc; tho r(:sults

observed.
 

The BSBL and the BRDB Cooperatives 

6.11 The PSBL handles only about 2 percent of forma? agricultural
cred4t as the table above indicates. rT'he COB recognixcs that thisthree-tiered cooprative systan, with liabi lities exceeding assets

by Tk. 500 million, needs reform. The Dan91ad.sh Rural Dcvclopilent

Board (BPPDB) oversees 448 Upazila Central. Cooperative Associations
(UCCAs) and 86,857 primary societies Jh, c include the KSS- Krishak
(Farmers') Samnabay (Cooperative) Smity (AssociaLion)', the MSS-Mahila (WomensI) Samabay Samity, and the BSS-. ittahin (Landless)
Samabay Samity . Iost of the funding coa--E, fran t-i,: Sonali 1?mnk,which makes extensive use of the refinancc win ow of the BE and GOBloan guarantees. Despite this extensive nctworki it only accounts

for about 10 percent of all formal ,.griculbiral credit ., and its
 recoverv rate is also poor. This so-called cocxcrativ.c systcm is a
far cry from the Camilla cooperatives that; truly c'rcsCnted the
views of its mmnberso Thus, only ?imout 10 rcrccnt of t:hIL UCCAs -re
financially viable. The problans of both 
of these structurc-s werediscussed in detail in the IDA/COB Agriculture Credit Review in
1983. At the 1986 donor community necting in Bonn, hil GOB -grccdthat a Joint R view of the Cooperativ Syst m. in J3-.ngladcsh would beundertaken. The Terms of Refercnce? arc still being discussed. 

The Grameen Bank, BRAC and the -Swanirvar Ptocr.1r 

6,12 Since much has been written about th(. Gr:ame-n -:in
particular, this report will only mention ., fcew points:. Thu, GrameenBank, BRAC, and the Swani-rvar p .rcsz'urc to gctProgram us(-xcr
around the problam of lack of col].i(-.ra]. and poor rcpayirent records. 

http:col].i(-.ra
http:Ptocr.1r
http:Dan91ad.sh
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)Q-4ih01 nen' Bank' ' aproachi also includes itfllowing
 
a~. aOi o srong igroups throughi andatory ilraining iand'
 

consciousness- aising, -,L
Fs .Uompuisoryitdepositsc E niespr ion, of -Aon 

d i IT ' we d~cision~mak-itg;---Unurie -exRpansio&n; e" 
c alization off decision-ma ing; g) .'nancial d ipie 
re r tes' of over, 21-,.per'cent on :1s i.Fou on- n,,e . 
Inteies 

;constituted rwJ%11h& 76 Ipercent of',the nifereshipinJ86 

6 .13 Trhe Granien Banks very igh'.recovery rate~of98 rcnt'oe 
thpast :few years .,has attractedint'-rnationaI 'atten'tion as ,a 

po Iblejhodeof constrainitsSt to'the rpiaio.f h 
~ Grameenrinode include, a) , A staff that is young, idealit6 nd 

mo ivated;by; :a chariamatc leader- an effecti~v~c:. cmhnation u one 
tha ~ f~~6iitnglmainly of 

0C,~~rai an~ uriP91li~tQ fto&3k 'and fsheris wth 
very- ijttl' -for crp odci c-,Geographi66 1-y""Iocalized. ­
suces 6eins~ Ani' 20% of the iuhionjttt~~~5 _000'members); 
ci).,Funding th~at is lreyeeietuo~rnsfo FDad h 
~B for' its Dhaka, operations . Even hs'iueIasesmethog anou~ve~~th'hebossut jifoUdobts aothd saneotntl frd uing'the Gramneenn Bank as .: odl 

Sth~e NCP/BKB braxichies should study.hs appaches, 'an6d yaos e,, 
tette n h w brade (Lu 18 

' 

i~est - 199-541, NathanV91'.31 " 

7t~ 1961-p69,2)
 

_________sel-rlinc
6 .14 The Programmre is. one, o a~number, of''
peaizdro-grams that"-r6'unb the NC~s arid BKI3. rThese other; 

' 

prorams il1 ~dicuissed. briefly unidr the Irubric o' "Donors and;STargetd Credit."1 StarLcd'ri 1-0,78 aste"Padd itskiiroa 
i, Scheme~, -thisi,,group ledingprogram targets thbs',whi6 have less t.han­

0O.4 acresof 'cIutivable land, or, i rictrie- loss. than Tk. i,00 per
Year. Swanijrv,:r, now,: operates in 17 perjcent of the 448 tUpazilas­
exendiing~iloans' of Ic.ss than- Tk', 5',000~ eiach tc 4OO-0,000 faies-'e 

.fi'arciusedfor such activities-as rice trading, piall ~nns 
hh~rnhc~&ef o pff~-rce- nd~rickshaw'manu acturcJ andr_

1&ainM 9,dbbt 3500 i volunt'(2ers, ork' on' a 
commission basis nl~y.' 4 

6rog.amWhl'.h has had no- smnall impact: on Iwer- incove
 
2) ous thr r '1,few,limitajions: First, not, aNJ ned can be' nw


With, such -smln~iri Ilit on 16ioan si '~Co a is th c4 'case' with
 
'Grmr Bank itwl-eIDdt ~iLG~-m~~&fkit il' e'hd o miitan or L-xpandEhc- :program 
~ w~Ehut I~er-ing more incentives. to~ th volute~ hrec group Shouid~b- '5 t<t 1i~d'orniin 


total amount lo_- ri'oFurthj,
borrowed as',secu~rit j -g,:instth I 

cooprat~ -shol h4 s
igpocdr -oiother
crcdit 4instiftuE'io so' t inefficecejoodd n 1 so 
June.30th, 1987f, ,20 rpercentoif" hie k . 55dm]1o -iurscdJwas," 
ovede Of te. total a,,mount disbursed, Bc a~ld2~,th-p~~ 

Dbnks.A%, ..and 'hthe a *(.. 1'Csth98', p745; Nathan ' 
Vol, 1 19740).d986, pp 


http:NathanV91'.31
http:study.hs
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dicu sedAboy,a t9 -~dLibc~ei af h or runr 
~ranche-C ccess To et~ Cniiae ff .r 
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dy, implicit, ithljzthe~n~ lodasfil te~&ns. 

hr solit&i-ailato irto 	 -& nprob 71n, 

prbcswt copcatv- h., GC Lhat oMeim , th'6y tcnd to b 
tpkn
verbyth affuent.~ A satisfactory soluiontohisa ha not
 

bcnfound yct. Saue of th- t,)havc-d rorr6i bonquite ,
 

~,sucesful. The Grr mecn Bnk toirgts w m-n'or-thrcprnipc.'~
 
-reasons-. First, woini-i' ed in Lhis 'socicty ~ mor,)WI tc~ri 
thr ifty~thanmen. Th1 ,stco tyrpe of thi~s is Lh~c hcTn,ho-holds:':ack 

asoMC riceL Mta lot~ t6 a,~mc-a-l sot 'titabo uswd when ~
 
anemrqcency o -I Ainvostmient ~oppo& urnity ;irises.;Second, wcinrn 'havo
 

a -better repaymnt. record than knThrwD-nivbcngctd

by hejanin~syLCoral c2ci~us- ofsc thin"'sas. t1h bank~s'
 

-ihability, to aaccmnnodatL atcatcil a worn .inPufrd- . Thu~s 

s:mcutpc 	 potential. for , Stc erinqi~ nsL in~f~ae 

'' 

ary., 't7 %L- Dj~ and magnlypo tblivsm--t and, 	 A,­
into- th- forma-	 bank'ng sy tcfM'
 

General Adiiistht-Lion ofDRBranch'a)a n-~'ksa~:'Dy;j 

-'a-'6.18 
 I~lf the: s~ystemfl of loan dclivery 'isfaulty 'to 1'bqif wih he 
thc prcbabilt o loan. recovery wil-1. he quitc Jlo4 Th(_ Pural d-
F inance Prjet 	 (R7P -- "Lr(-,dmnybrbaInks :-In -oc tfW 

~' ~~ acharcteristics,a th 	 that tcan-be genera-Lzed I) They ,re~ on hci'a-citans 1) Ta* 	 ed-. 2. bthe:bctlthy can, under adverse icmtn-s 'Taigbh

inita orientbat'ion Ind l-n Serv~ i nfrequent inQ guatty.n
 

- a cursory 1in qua ity, a3a IAn atmsphrt h4toi 21kof
 
inTcent-ives, arid lck of moti at.-Lon vpd thc system and thcatn
 
no o h~uaiyc todia a srp ,t -, ut-i lso athe- -nuaotony the qua.t S-~prt te ctnhtI cf 

of$~lon~(Ahme' 197,pg. . 

6,19 -According h Fnd~o1,h 	 9k must b - a 
eCnCoUragC_ -,to prov d,'c- 's- C o n*ivsndcanqes iln 

,bacbank managors arid sta f, h rec, y tt' increas. thi'e'fforts o 
mobilize' savingsices onn recoveiry ra~cs, s ncti~cn-produc:t'ive,",,,''.

"rhigh 1 s ndpeatefi~~h N~tr 
l98j, he,amount and aewrkthtrrq~epg.) 	 nature, 




of -branch ksrernain a major constraints'to rural' ban~king.'

Jnd tV )-r a et. and-te&accrual1- syGp~t ___.
-.acc ntiig~ ~ 0edi so r~tions in bank bafance h6e' and iefnclleicted
 

~ neet~hrges counted as assets, 

ieetvs~tiv s mployees.~ With non performi'" Jcan 

.the-bankLs"appear -as, ogtheynbettr financial helt thhoughellar ar i ~ha 4~ t~ ase. RFI' reportsrecommendta tenks need to increas'hIL~ prvsons
anrite~ off-~bad nas; sooner_,thz~n tsent by

rnew repoj g sytmsol'eucnare clasified bag,, -ad hattey ebrknbonacrding,to"prricipaI1 interest 

6.20 Th P-eot also indic&-ieLha thethat' eacf1&hh abra 
 cs, henon 
Scentra banks do, not',givfeedbac, ndLh

central:'dataLbhk~ ysem.1 The 'nmber ertexesie,'Kca~dng itie time for t~he PL;aff
has 'becn reporlted'or ,,to. reconcil the dif ensnnubr
 
reported.:at different' levels In the banks 
 (Nathan Vol.1, 1986, 

6.21 Tos be more rcsponsive to client neds 7heEP, again off ers~
 numc-ous suggestins. For exampl.-:~2.
 

~ a). Othor banks may 'want to follow 'the xamrple 'of Agran " Bank and ~+_schc-dulb office hours that ac convenient ,to 'the client, e.g 3T
 
Sp m. for farmner,~7 ~~~~"~' 
 ~ ~ ~ ~ 2 

b) onfidentialiyo client mu s -~k Ceasrd 
c) . N3Os -could be enlisted to' be the iinterJ--diaraes~btween banks.

'' and potential new clic-nts" (cg,., teycudspri tc-seo
 
credit ~ ~ ei
sot~ttebzo~r(ctuall y obtzins the potentialbone-fits,~ 

d.BKB~ and~N6I3s should 'try some iess, conventional programns such as~
j group lendinhg and tIhe ~Contract, S~vings and 'Credit' Scheme; 
 '-. ' 

C-.Special rooms or proeduie~s shouldV bc instftuLtd to rv'.
 
accesnst hoso r typicafllydidenfranchiscd- illiterates, and,


Pudaasi wfr_- (Nathan Vol2l")-,---------, 
Ro'A - I' b r 

6.21 The BBs d~ic11-t rxtnm 
-cr1-c-c-nn triig coinpnsation',

br'anchi eznployces (Naithan Vol:. '1, 1986, pg.20)
2nludc a nurboer of~suggestions in this regard
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a mployco& i cetvs shd f~6n loat~rNbe1 disbtirsemerts,ta.loan , tecovcrije ,.4iL ge sc o~~1~ , -ndfprhighie.-forgiven borusc~s bad-ccions;?,. 
i <b) BKs o 

bo f ) ,-i , l :!~Di n d s V' ' -L i f s l o u d Lc i n c c a ed so th y can
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the ratio -of Ifkld' Abrkcrs 1-.0bo.rcwrs sho 6 -'notq]25 an a~&d
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jiK f). Branch managcs 3sh0UJd hav, it'iiy~~ 
Sloans which hfave not prcsly boon' rCschodulcdj butthe< 

,recommendtion should b,-subcct to 'review at the~diiion l ' .el>f 

S6.22. Conce'rning :tho~ ovcrall <managent.of jricjtjujj', ceil­
epaiethe "following rec~uyienda-tions:~11 ~ ~ cei, 

a)"Lp-rmto Agricultural Extension perxsonnel s-hould' be trined,, 
in b'.,. Lssincu 9 to rdisuecrs on theiprac of'.cirdit-' -,, ""'' 

1.3.authoriiEe 
 r ftnpr ftes rsh c, 1 ilo'b , 

m~-n~h~~coio-)dto wok.On way ~is~co'inuec'mphasizing
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e). Assiyn life-of--loan responsibilities t:o specific loan officers. 

6.23 The AsB is; aware of many of these, as well as other
deticience,, in 1916, the BE took the positive step of issuing
five management directives to the NCBs and the W!. They included: 

a). Incentives for loan recoveries; 

b). Increased presence of senior staff at rural branches; 

c). Encouragemcnt to pursue Certificate cascs, 

d). Improved knowledqe of te t.ue ar, ecoo'y r.sR,,tio,. 

e). Circulation o defaUl-r l.ists ac.nq:n t, c tanks K'than Vol. 1,1986, pg.80 ) ,As i.,. eviousiy mentioned, 'management hy circular"' is 
a style that is often ineff:ective if dilli.cult changesaue truly
desired. 

file; AGRCPED1, IBM format 



TabLe: A
 

GROITH OF BANK BRANCHES IN BANGLADESH, 

[Csat June 30th of each year
 

Area\Yr 1981 1982 1903 
 1904 


Urban 1,363 1,538 1,553 1,589 


RuraL 2,839 2,932 3,050 3,228 


TOTAL 4,202 4,470 4,603 4,017 


/p Provisional data upto March 1988.
 
/- Data not available.
 
Source: Barngladesh Bank, Banking Control Department.
 

1981-1908 

1985 

1,628 

3,335 

4,963 

1906 

1,668 

3,446 

5,114 

1987 

-

-

5,223 

1988/p 

-

5,293 

4(
 



*AGRCUkTURAL 
LOANS ISSUED BY MAJOR CREDIT INSTITUTIONS, BANGLADESH FY1977 - FY1987 

[ millions of taka ] 

Source\FY 
 1977 1978 1979 1980 
 1981 1982 1983 1984 1985 1986 
 1987
 

COMMERCIAL BANKS: /a 
 560.1 845.1 777.1 1,013.0 1,170.3 1,172.6 2,547.9 3,908.9 
5,068.1 2,526.7 2,083.2
Short-term agr.(crop) loans /b 
 426.1 767.1 
 648.2 874.4 1,038.4 949.8 1,937.7 2,765.5 
3,390.3 1,423.5 1,562.6
Other agricultural financing/c 
 7.2 5.4 
 5.0 9.5 
 57.0 113.5 518.3 877.9 
1,271.1 726.2 200.4
Fisheries financing 
 0.1 11.1 37.7 27.0 11.2 10.8 
 25.3 106.8 78.9 181.9
Tea prod.& development financing 29.2 35.4 
52.1
 

63.3 66.5 
 27.6 36.3 21.9 35.8 66.7 62.8
Cold storage for aCri.products 27.5 26.1 
60.3
 

22.9 35.6 36.1 
 62.2 44.7 
 122.9 261.1 
 132.3 207.8
 

BANGLADESH KRISHI BANK: 
 388.4 542.3 741.7 1,420.0 2,097.4 2,710.4 4,008.1 
 5,924.3 G,147.3 3,650.6 
4,419.1 /d
Short-term agr.(crop) lVans /b 
 96.9 186.9 173.2 
 255.4 730.4 1,099.6 1,393.3 2,163.8 1,573.9 
 284.8 1,433.2
Other agricultural financing/c 
 119.9 160.3 268.4 
 688.6 667.2 926.9 2,051.1 3,149.5 3,422.9 2,003.5 
 1,056.5
Fisheries financing 
 0.6 13.7 39.5 47.5 73.7 
 69.5 56.4 128.8 IS5.1 103.4 52.2
Tea prod.& development financing 161.8 179.0 
 247.5 411.7 579.6 
 563.0 
 458.6 323.6 841.3 1,008.4 926.8
Cold storage for agri.products 
 9.2 2.4 13.1 16.8 46.5 
 51.4 58.7 158.6 144.1 144.5 180.9
 

BANGLADESH SAMABAYA BANK: 111.8 158.2 201.1 255.8 
 257.0 174.1 229.5 219.8 
 283.0 139.9 
 170.5
Short-term agr.(crop] loans /b 
 93.6 131.4 165.9 224.5 207.0 137.2 190.1 180.4 229.9 94.6 128.7
Other agricultural financing/c 
 18.2 26.8 35.2 
 31.3 50.0 36.9 39.4 
 39.4 53.1 
 45.3 41.8
 

ALL MAJOR CREDIT INSTITUTIONS: 1,060.3 1,545.6 1,719.9 2,68B.8 3,524.7 
4,057.1 
 6,7,5.6 10,053.0 11,498.4 6,217.2 6,672.8
Short-term agr.Ecrop] loans /b 686.6 1,065.4 987.3 1,354.3 1,975.8 
2,166.6 3,511.1 5,109.7 
5,194.1 1,902.9 3,124.5
Other agricultural financing/c 
 145.3 192.5 308.6 729.4 774.2 
1,077.3 2,608.8 4,086.8 
 4,747.1 2,781.0 1,298.7
Fisheries financing 
 0.7 24.8 77.2 74.5 84.9 
 80.3 81.7 235.6 244.0 285.3 104.3
Tea prod.& development financing 191.0 214.4 310.8 478.2 607.2 
 599.3 480.5 
 359.4 908.0 1,071.2 987.1
Cold storage for agri.products 36.7 29.5 36.0 52.4 62.6 
 113.6 103.4 281.5 405.2 276.8 388.7
 

Out of total disbursement: Credits
 
Channelled t.rough Coopv.under BRDB 
 - 108.0 122.0 205.0 256.0 258.0 4,065.0 3,227,0 1,202.0 
 596.0 460.9
Paddy 
 - 102.0 112.0 191.0 
 237.0 245.0 3,932.0 2,895.0 1,202.0 571.0 
 485.7
-TAman 
 - 33.0 34.0 51.0 
 71.0 73.0 554.0 965.0 1,202.0 165.0 100.0
-Boro - 48.0 45.0 85.0 115.0 132.0 1,689.0 965.0 * 331.0 311.8-Aus/B.Aman - 21.0 33.0 55.0 51.0 40.0 1,689.0 G65.0 * 55.0 53.9
Wheat - 2.0 4.0 8.0 11.0 9.0 96.0 332.0 * 7.0 4.2Potato 
 6.0 6.0 
 8.0 4.0 37.0 
- 4.0 * * 18.0 11.0 

/a Including re-financing provided by the Sonali Bank to co-operatives under BRDB.
 
/b Crops other than Tea.
 
/c Including agricultural credit as well 
as financing for marketing, transport, and agroindustries.

/d Includes Tk 542.8 mill. under Bangladesh Krishi Bank (8KB) 
and Tk 226.7 mill. under Rajshahi Krishi
 

Unnayan Bank (RKUB] 
for which breakdown by type of credits is not available.
 
/* Less than 1.0 million.
 
Data source: World Bank Mission (for FY77-FY82, & FY87 data); Agr. Credit Dept. of Bangladesh Bank (for FY83-FY6B data].
 



Table: C 

TRENDS IN THE SUPPLY OF AGRICULTURAL CREDIT FROM 
INSTITUTIONAL SOURCES, BANGLADESH FY197&-FY1987 

Real Value of Credit
 
Amount of Credit at
 

credit constant 
 Per hectare Per hectare
 
Fiscal disbursed FY78 price/* 
 of total of HYV Land
 
Years [MilL.Taka] cropped area area
 

-- [Ta ke 

1978 	 1,569 1,569 
 124 925
 
1980 2,821 2,221 
 173 919
 
1981 3,734 2,630 
 198 950
 
1982 4,238 2,632 
 200 928
 
1983 6,786 3,945 
 295 1,294
 
1984 13,053 5,319 
 396 1,685
 
1985 11,498 5,449 
 401 1,656
 
1986 6,318 2,747 
 194 784
 
1987/p 6,361 
 2,419 
 170 664
 

/* Deflators used to calculate constant ;ricos were computed by using cost of
 
living index (general] for middle class people of Dhaka as prescribed

in Bangladesh Batik's publication "Economic Trends", Jan. 1987, pg. 24.
 

/p Provisional. 
Data source: 	Mahbub Hossain, Fertilizer Pricing Policy nnd Foodgrain
 

Production Strategy in Bangladesh, Vol.2 Technical Report 1985, pg. 158;
 
Bangladesh Bank, Agricultural Credit Department (July 1907).
 



Table: D 

DISBURSEMENT AND COLLECTION CF AGRICULTURAL CREDITS, 

[ million tak3 

BA!GLADESII, 

] 

Ff77-FYE7 

Credits \ Yr.end FY77 FY22 FY63 FY04 FY35 FY6 FY87/p 

A. Scheduled banks' outstanding credits 
to agriculture etc. 1,305 E,399 13,515 20,774 C0,342 35,Ia3 32,719 

in percent of: 
B. All bank credit 

C. Agr. GDP (preceding year] 

11.3 

2.4 

19.8 

6.9 

26.9 

9.9 

31.7 

12.3 

34.0 

14.5 

32.2 

14.1 

-

-

FY7B FY60 FYB2 FYB3 FY24 FYS5 FYE6 FY87/p 

0. Outstanding Dues - 3,422 6,483 8,172 12,42 15,149 23,752 27,077/a 

E. Disoursements 

-Long-Term 

-Short-Term 

1,569 

314 

1,255 

2,821 

649 

2,172 

4,239 

1,187 

3,052 

6,787 

1,569 

4,819 

10,053 

2,915 

7,133 

11,492 

-

-

6,318 

-

-

6,361 

-

-

F. Collections 

6. Collection Rate/* 

942 

-

1,475 

43.1% 

3,143 

48.5% 

3,423 

41.9% 

5,176 

41.7% 

5,839 

38.5% 

6,072 

25.6% 

10,987/b 

-0.8% 

/a Excludes FY87 cancell3d interest from Ershad's program amounting to Tk. 3.58 miLlion, 
/b Cash recovered [principal + some interest]. 
/p Provisional at end of year (June 30th] figures. /- Not available. 
/* Recovery as % of demand fer recovery (F/D). 
Data source: Bangladesh Bank, Agricultural Credit Department (July 1987]; BBS. 



Table: E 

BANK DEPOSITS/*, BANGLADESH, 1975-86
 
[ end of June balances in million take 3
 

Year 
Rural 
[RD] 

Urban 
[UD] 

Total 
[TD] 

Growth percentage 
[%] 

Rural Urban 
Ratio of 
RD/TD 

Average Balance 
per Branch 

RD/IB UD/UB 

1975 

1976 

1977 
1978 

859 

1,063 

1,552 
2,316 

9,323 

10,531 

12,901 
15,161 

10,182 

11,594 

14,453 
17,477 

-

23.7% 

46.0% 
49.2% 

-

13.0% 

22.5% 
17.5% 

0.08 

0.09 

0.11 
0.13 

1.2 

1.3 

1.4 

1.4 

11.1 

11.1 

13.6 
12.9 

1979 

1920 

1981 

3,540 

4,042 

5,A71 

19,391 

24,027 

30,281 

22,931 

28,069 

35,762 

52.8% 

14.2% 

35.4% 

27.9% 

23.9% 

26.1% 

0.15 

0.14 

0.15 

1.8 

1.6 

1.9 

15.3 
17.6 

19.8 
1982 

1983 

1984 

1985 
1986 

5,938 

9,544 

12,215 

16,159 
21,038 

32,563 

42,437 

59,369 

77,404 
89,128 

38,501 

50,981 

71,584 

93,563 
110,166 

8.5% 

43.9% 

43.0% 

32.3% 
30.2% 

7.5% 

30.3% 

39.9% 

30.4% 
15.1% 

0.15 

0.17 

0.17 

0.17 
0.19 

2.0 

2.8 

3.8 

4.8 
6.1 

21.2 

27.3 
37.3 

47.5 
53.4 

/* ALL scheduled banks. Cooperatives not included. All types of deposits.

Data source: 
Z. Ahmed, Rural Finance Project, Aug. 1987 draft report; Bangladesh Bank Bulletin various issues.
 


