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PREFACE

As in many developing countries, the informel financial markets
in Bangladesh arc alleged to provide thc bulk of the credit needs
of the economy, particulary to the small scale scctor which has
little acces to the formal (institutional) sources of credit,
Despite various attempts to control and rcgulate informul financial
transactions, their scule and pcrvasiveness of operations have
expanded unabated, In the long debate on the usefulness and the
performence of the informal [incncial markect operations, and
associcted issucs like the determinants of interest rates, inter-
linkages among transactions, ctc., some Lave labelled the markets
as usurious, as ‘fctters on growth' whilc others have considered
them as desireble adjuncts to the process of brisk growth in trade
and commercial opcrations. Corresponding to thesc two views, two
diemetrically opposite policy frameworks arc envisaged; the first
aims at controlling and ultimately climinating informal financial
transactions whilc the second aims at cxpanding the fund flows and
increasing the competetiveness in the informal scctor. Both lincs
of argumcnts however agr=c that there are impertections in informal
financial markets and that the interest roies usually obtaining

in these markets arc oa the highcer side,

Despite the considerable operational significance of the issues
involved, and the implications these have for developing an optimal
policy environment, information on thcsc markets in Bangladesh remain
highly inadequate., The study on the informal financial markets
in Bangladesh, -conducted by the Bangladesh Institute of Development
Studies (BIDS) &nd sponsored by the Asian Bovelopment Bank and the
US-Agency for Internaticnal Devclopment (US-AID), attempts to fill-up
this gap in information arnd analyse some sclect issuvs such as the
growth and the structurc of the markets, formation of interest rates,

mobilisation and usc~efficicncy of resources, A series of casc
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studies have bcen conducted unde: the project; all of them are now
being reproduced as working papers. A survey to ccllect some primary
level information on the markets and the characteristics of lenders
end to know morc about the orgonizational aspects of informal finance
gathering ond distribution has nlso becen conducted.  The survey
findings along with those of the casc studics arc bcing used to
prepare an overview paper on the inforinnl finoncicl markets in

Bangladesh.

This particular study by Dr Reczul Islam exomines the rele
of informal financial transactions in houd- ond powerloom scetor
of Bangladesh. The author has surveyed 15 pitlooms, 28 scmi-automatic
looms and 6 powcrloom units from the demand side and 14 traders,
4 banks, 4 hondluom associations and one NGO from the supply sidc
of the infermal financiel tramsactions. The study shows that trade
credit, which flows down from the wholesaloers in Norsingdi and
Narayanganj to yorn traders and then to the manufacturers (weavers),
is the predominant form of credit in this scctur. Slightly less
than a half of yarn stock is procurcd on credit, for which interest
rates’ varying from 11 to 21 per cent arc paid. Therc are other

instances of trado credit, in dycing for exampl.. .

The findings of the study however can have general validity
only to the cxtent the sample choscn is represcntotive of the scctor
in general. Given the small senple size, there con of course be
some doubts about the representativeness of the somple, Nevertheless,
the study has come up with some interesting findings which are useful
in understanding the informzl transactions cs for as the textile
weaving sector in Dangladesh is concirned. The TORs of the study

1s presented in Anncx A.

Atiq Rahman
Project Director
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INTRODUCTION

This study has been undertaken as part of the Urban Informal
Financial Market (UIFM) studies conducted by the Bangladesh Institute
of Development Studies. The objective of this study is to investi-
gate the role played by the Informal Fihancial Market (IFM) in provi-
ding financial support to Handloom and Smali Scale Cotton Textile
Sector (Powerloom) in Bangladesh, and to evaluate whether it is
desirable to develop Urban IFM Sector for promoting efficiency of

Hand and Power looms.

The Handloom and Small Scale Cotton Textile Sector is probably
the largest non-farm preduction activity in Bangladesh. The handloom
capacity of Bangladesh as found in Handloom Census - 1978 is 437.01
thousand, of which 259.92 thousand looms (or 59.57) are operational
while 177.09 thousand are idle. On the other hand, there are about
10.76 thousand different types of powerloom operating in the country,
of which about 8.76 thousand is of ordinary type. The handloom
contributes about 60 per cent of Gross Domestic product (GDP) of
the Small and Cettage Industry Soctor, which in turn contributes
about 45 per cent of the industrial GDP. Handloom mainly produces
cotton cloth and in 1984-85 it produced about 713 million yds, which
was 84 per cent of the total supply of cotton cloth in the country
and 91 per cent of the domestic cloth production, Ordinary Powerloom
Sector, on the other hand, experienced a tremendous growth in recent
years. From a number of 277 looms in 1978 (Handloom Census -1978),
its registered number as mentioned rose to about 8.76 thousand, giving
an annual production of 47 million yards of cotton and 172 million
yards of synthetic grey fabrics (1986). It has been alleged that
the number of unregistered ordinary powerlooms (Hattersely type)
could reach double the registered number of looms in Dhaka Division

alone,



It is a well known fact that, in the handloom and powerloom
sector, handloom always suffers from working capital problems. Accor-
ding to the Handloom Census - 1978, about 8l per cent of the non-
operatioual handlooms are non-operational due to dearth of working -
capital. It has been revealed in a BIDS study that weavers with
1-2 and 3-5 looms can meet 38.5 and 43.6 per vent of their working
capital requirements respectively, while weavers with 11-25 looms
can meet 73 per cent of their working capital requirement which
indicates that contribution to working capital from own sources of
funds increases with the size of the unit. The component of working
capital which is not met from own sources is usually mobilized from
non-institutional sources. The Task Force for the Handioom - 1982
revealed in its report that weavers with upto 3 1looms depend for
more than 90 per cent of their working capital need on non-
institutional sources. The rate of interest paid for non-insti-

tutional loans varied between 150 and 200 per cent,

In the absence of institurional credit, the informal sector
has been the main source of finance to cnable production in the
handloom and cotton textile sector to continue, by adapting to the
credit needs in various ways: by extending both kind and cash loans,
by linking credit to trading activities and providing much needed
working capital to weavers, etc., The IFM, on the other hand, is
alleged to have secured its own short-run interest of maximizing
financial returns through exploitative credit relations, by
channelling producers’ surplus to traders, etc. Against this, the
formal handloom credit ~ 1983 had been extended to counteract the
influence of the informal credit sources and thereby reduce
exploitation of the weavers. Although the handloom credit is intended
to give almost a cent per cent credit coverage to handloom weavers,
it has been found from this study that in Norsingdhi area only 20
and 57 per cent of the pit and semi-autc loom weavers respectively
have benefited from such credit. Positive impact of such credit



is quite clear for the semi-auto loom units, where credit purchase
has fallen by 32 per cent for weavers who obtained handloom loans.
However, for the pitloom weavers, it is seen that credit purchases
made by weavers who obtained formal loans is 10 per cent higher than
that made by weavers who did not obtain formal credit. This is
because utilization of the loan is utilised to purchase machinery
and equipment and for consumption needs, rather than for working

capital.

The study has been conducted in Norsingdhi area, because it
is one of the important handloom and powerloom centres in Bangladesh.
It is also known for its famous trading centre - Baburhat, where
handloom and powerloom traders from all over the country come for
business trading. According to the Handlnom Census - 1978, Norsing-
dhi has 56.42 thousand handlooms, of which 79,40 per cent are
operational and the remaining 20.60 per cent are idle. Norsingdhi
has the highest percentage of operational looms in the country,
On the other hand, there has been an unprecedented growth of
powerlooms in the Norsingdhi area, It has been estimated that there
may be about 5.0 thousand registered powerlooms operating in the
Norsingdhi area (old). It woul- be useful to me-tion here that
this comprises about 47 per cent of the total number of registered
powerlooms in the country (198586). The number of unregistered
powerlooms may be more than double the number of registered looms.
This survey for this study has included 15 pitloom, 28 semi-auto
loom and 6 powerloom units on the demand side, and 14 yarn traders,
4 banks, 4 handloom associations and 1 Non-Government Organization

known, as Bangladesh Rural Advancement. Comnittee (BRAC).

The findings of the study show that main type of credit involved
in hand and power looms sector is trading credit, which is important
both for the manufacturers (hand and powerloom units) and the
suppliers (yarn traders). The yarn traders get their credit from
the wholesalers in Norsingdhi and Narayanganj and they in turn sell



their stocks on credit (partly) tc nanufacturers. It has been found
that about 46 per cent of the yarn stock is hought on credit from
the wholesalers, for which yarn traders pay rates of interest varying
between 11 and 21 per cent. On the other hand, pit, semi-auto and
power loom units buy 49, 51 and 36 per cent of their raw material
requirements respectively on credit and pay anrual rates of interest
varying between 44 and 90 per cent for their credit purchase to
retailers and wholesalers. It appears, therefore, that rates of
interest charged by the yarn wholesalers are competitive to the

interest rates by the institutional sources.

Besides credit sales of yarn, there are some informal credit
transactions involved in yarn dyeing, but its importance in terms
of volume of credit is insignificant. Tnformal credit finance in
investment and expansion is also found Lo be less significant., Insti-
tutional loans for setting up or exparsion of handloom and powerloom
units are completely absent, but a few yarn traders in Hasnabad (25%)
and Madhabdi (207) have used formal loans for working capital. Tra-
ders in Néréingdhi, however, did not use any formal loans. Among
the manufacturers the institutional loan used by pit and semi-auto
loom units are from the Hardloom «-edit - 1963; whil~ for powerloom

units, loan is obtained from commercial banks on short-term basis.

The study has been presented in the following manner: Chapter
1 gives a detailed background of the handloom industry describing
existing capacity - operational and idle looms, types of loom used,
level of employment, productivity, etc. Details on selection of
samples and methodology used to collect data and related information
pertinent to the study is discussed in Chapter 2, Chapter 3 gives
the techno-eccnomic characteristics of the manufacturing units selec-
ted as samples, It deals with parameters like investment cost, capa-
city utilization, employment, productivity, inputs requirement and
their costs and economic efficiency (profitability), Aspects of

the informal credit market have been discussed in Chapter 4. In



this chapter, structure of the -redit market, ic:ntification of
different secctors, interest structure and its composition, terms

of credit, etc. have bheen discussed in detail. However, the credit
market is analyzed here from the demand side i.e, from manufacturers’
side (weaving units) and the discussion is mainly focussed on informal
sources of finance. 'Chapter 5 examines the informal credit market
from the supply side i.e. characteristics of the credit market is
analyzed from the position of yarn traders, co-operatives, NGOs,
etc. A detailed account of institutional credit is accommodated
in Chapter 6, where emphasis has becn given on drawing a linkage
between the formal and infornal credit market. An attempt has also
been made, in the chapter, to measure the impact of institutional
credit on non-institutional borrowing, in the form of reduction in
credit puzchase, term loan, etc. Chapter has attempted to estimate
the total investment and working capital demand for handloom and
powerloom sector. In the process, measures have been suggested to
re-organize the ecxisting credit market, both informal and formal,
to achieve appropriate Coverage and utilization of loan, to realize
efficiency and reduce exploitation of the handloom and powerloom
entrepreneurs. In the final Chapter 8, some concluding remarks are

incorporated in the light of the ov.call findings of tie study.



CHAPT¢R 1

HANDLOOM INDUSTRY IN BANGLADESH

l.1 Background

Handloom weaviny goes back as early as the 17th century and
had perhaps existed even earlier., Tt was an efficient industry at
the time and played an important role in the economic activities
of the Indian subcontinent. Gandhi's call during the Swadeshi move-
ment in 1906 to hoy:ott cotton texiile goods from Lancashire, and
the outbreak of the First Vorld War led to the rise of such present
day handloom centres day as Baburhat (Norsingdhi), Tangail,

Kumarkhali, Shahzadpur and others.

With the independence of India, the handloom irdustry of East
Pakistan was confronted with some serious problems. The supply of
yarn was disrupted as most of the yarn-producing mills were located
in India. The 11 modern textile mills which fell into Bangladesh
were composite in nature and had little or no surplus yarn for the
handloom industry, Moreover, a large number of the traditional Hindu
weavers migrated to India, During the Pakistan period (194771),
the handloom sector cxperienced a rapid growth in the early 1950s,
with the Government lifting import restrictions and abolishing sales
tax on yarn. This sector was brought under the Small and Cottage
Industries Corporation (BSCIC) which was responsible for yarn

distribution to the handloom weavers.

However, the handloom weavers always faced the problems of high
prices and scarcity of yarn. The survival of the scctor, in fact,
rested on self-sustenance and the owners' initiative with little
help from the Government., On the other hand, in India, the industry
flourished since independence under Government intervention together
with diverse financial incentives and policies imparting better
treatment to the handloom industry than the mill sector.1 After



independence, the langladesh Gover:ment Set up a new Handloom Board
in 1978 which took over the development of the handloom industry
from the ‘Small and Cottage Industries Corporation. Since its
formation, the Handloom Roard has taken some policy measures to
develop the industry which appear to be quite in line with the indian
textile policv, Handloom is considered as a pricrity sector for
development becanse of some of its characteristics such a3 labour

intensity, female employment, product demand and also profitability.2

1.2 Handlcom Capacity in Bangladesh

Because of the dispersed nature of the industry, the total num-
ber of handlooms established in differen~ surveys do not correspond
with each other. After independencc, the Handloom Board undertook
a comprehonsive survey in 1978 which provided certain essential infor-
mation on the structure and characteristics of the industry, The
Handloom Cengug of 1978 established the total installed handloom
Capacity at ahout 437 thousand, of which two-fifths were idle at
the time.3

TABLE 1.1
HANDLOOM CAPACITY IN BANGLADKsH

\ Total Total Opera- Total Id1

Divis pera ota e
ivision Installed tional looms looms
looms

Dhaxa 183,612 116,002 67,610
Rajshahi 105,300 63,148 42,152
Chittagong 83,136 48,489 34,647
Khulna 64,967 32,282 32,685
Total 437,015 259,921 177,094




For administrative purposes, the country has been divided into
four divisions, Table 1.1 gives the divisionwise distribution of
the handlooms.

Dhaka division with the largest concentration of two fifths
of the looms is followed by Rajshahi whicl shares about one-fourth
of the total capacity. Chittagong division occupies only one fifth
of the loom share, while Khulna has the lowest number of 1looms.
The operational capacity of the total looms was found to be quite
low: only about 59 per cent. This low utilizetion can be assigned
to shortage of working capital, raw material supply and some seasonal
variations in market demand. It is to be noted that the division
which has the leading ‘share of looms has also a higher utilization
capacity. Rajshahi and Dhaka Divisions have higher utilization of
about 67 and 63 per cent respectively, while Chittagong remains in
third position with 58 per cent followed by Khulna with the lowest
utilization of 50 per cent.

TABLE 1.2
AVERAGE STZE OF UNIT

Division Number Total Total Opera- Total Operatio-
of Units Looms tional looms looms per nal looms
unit per unit
Dhaka 84,415 1,83,612 1,16,002 2,18 1.37
Rajshahi 51,543 1,05,300 63,148 3.34 2.00
Chittagong 43,050 83,136 48,489 1,93 1,12
Khulna 38,272 64,967 32,282 1.70 0.84
Weighted

Average* 2,22 1.2




1.3 Size of the Production Units

The sizes of the units vary according to their locational charac-
teristics., The average size in terms of installed and operational

looms for the four divisions is shown in Table 1.2

The table shows that Rajshahi has the highest number of total
looms per production unit (3,34) followed by Dhaka (2.18), Chittagong
(1.93) and Zhulna (1.76). The national weighted average size of
production units for total and operational looms are 2.30 and 1.36

looms respectively,

TABL " 1.3
NUMBER OF LOCMS WITH UNIT SIZE

1-5 looms 6-10 11-20 21 and Total

Division looms looms above

looms
Dhaka 1,40,763 20,845 7,660 14,344  1,83,612
Rajshahi 71,846 18,359 14,461 20,214  1,25,380
Chittagong 60,336 6,796 4,284 11,720 83,136
Khulna 38,726 2,802 1,207 2,152 44,997
Total 3,11,671 49,302 27,612 48,430  4,37,015
Percentage of
the total 71.32  11.28 6.32 11.08 100

Source: Handloom Census - 1978,
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The ownership pattern indicates that the handloom units are
traditionally dominated by individual houscholds. Table 1.3 shows
also the size of household units with upto 20 looms, but those with

more than 20 louoms are considered as small factories.

It appcars from the table that thc handloom industry is domina-
ted by unit size of upto 5 looms, énd /1 pér cent of the total looms
fall under this category. Units with 6 to 10, ard 11 to 20 looms
occupy about 11 and 6 per cent of the total loom capacity
respectively, while small handloom factories with 21 or more looms

constitute about 11 per cent.

A recent cnquiry undertaken by the Ministry of Industries (1982)
shows that the share of small facotries is 21 per cent.4 The small
handloom factories have no problems of capacity utilization. Given
their small size and less working capital problem than the small
household units, they purchase raw materials in bulk at very
competitive prices, Together with this, rcduced overhead costs,
division of labour and better marketing facilities make them more

viable than the individual household units.5

1.4 Loom Technology and Types

The Handloom Census - 1978 established 4 kinds of 1looms:
Pit-throw, Fly Shuttle and Semi-automatic, Their division-wise compo-

sition in the total capacity is given in Table 1.4.

The table shows that the Pit loom accounts for about 62 per
cent of the total capacity followed by semi-automatic, which occupics
about 23 per cent. The other two looms, Fly Shuttle and Pit-throw
together share about 15 per cent of the total capacity. The division-
wise distribution of differcnt loom types varies considerably; for
exemple, 90 per cent of the looms of ¥Xhulna 2nd Chittagong are Pit,
wvhile in Rajshahi, Semi-automctic looms occupy 59 per cent of the
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TABL:: 1.4

DIVISION-WISE DISTRIBUTION OF THE HANDLOOM TYPES

Division/ Pit-fly Pit-throw Fly- Semi-auto- .01
Types shuttle shuttle matic or

Chittaran-

jan (CR)
Dhaka 97,213 13,744 36,143 36,298 183,398
Rajshahi 40,527 2,650 16 62,058 105,251
Chittagong 74,000 6,351 508 1,963 83,122
Khulna 59,226 3,751 118 1,872 64,967
Total 270,966 26,496 37,085 102,191 436,7389/
As a % of

Total 62.04 6.07 8.49 23.40 100

Note: a/ Some rare types of loom are not accounted for.

total capacity. In Dhaka division, thc share of Pit looms is just

over 50 per cent,

Handloom technology in Bangladesh remained unchenged over the
decades with very little technical improvement. One of the reasons
for the low productivity of this indvstry can be ascribed to its
rudimentary tcchnology. Unlike Bangladesh, India has madc substantial
technological improvements to the old looms and has also devcloped
new ones. There arc at least 38 diffcrent kinds of looms at present

in the Indian handloom industry.6
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1.5 Locational Characteristics of _he Industry

Although handloom is available throughout the country, traditio-
nally it is concentratecd in a fcw districts, mainly Dhaka, Pabna,
Comilla and Tengail.  These districts together account for about
70 per cent of the inscalled looms and over 78 per cent of the total

oprrated looms,

Tablc 1.5 below shows the handloom concentration in the four

districts,

Dhaka alonc accounts for about 33 per cent of the total opera~
tional capacity and about 35 per ceont of the total cmployment. The
hext two important centres are Pabne and Comilla, accounting for

22 and 16 per ccnt of the opcrational capacity respectively. Dhaka

TABLE 1.5
LOCATIONAL CHARACTERISTICS OF THE HANDLOOM INDUSTRY

Districts Nof-of 1otal Operational  Employment
units looms looms
Dhaka 52649 120463 85965 303669
% all Bangladesn (26.6) (27.6) (33.0) (35.8)
Pabna 19853 86063 56016 146979
% all Bangladesh (10.1) (19.7) (21.6) (17.3)
Comilla 30034 59868 40627 157586
% all Bangladesh (15.2) (13.7) (13.6) (18.6)
Tangail 15421 37406 21051 64820
% all Bangladesh (7.8) (8.6) - (8.1) (7.%8)
Total Bangladesh 197280 437015 259921 847597

Source: Bangladesh Handloom Census, 1978,
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has long been cstablished as an i portant centre for handloom indus-~
try becausc of its skilled craftsmen and speicalized products.7

Even to this dny, it continucs to play a leading role in Bangladeskh,

1.6 Input Characteristics

According to the Handloom Census of 1978, the handloom industry
uses 94.5 per cent cotton yarn and the remaining 4,5 pcr cent is
composed of cellulose, synthetic and other types. However, in recent
years, synthctic yarn is becoming populor among the handloom weavers,
Ae it yiclds better productivity being less vulnerable to end--break~
age, It is increasingly becomi.g cvident that thore is a steady
growth in the number of powerlooms using synthetic yarn as input;
this has adversely affected tlh. nandloom industry., The finest yarn
that can bc woven in handloom ranges from 10s to 100s count., 1In
the Indian industry, the woven fabric uscs counts of this range.8

Howcver, in Bangladesh, handloom industry uses yarn between 10s

and 80s count nd commonly spocializes in medium nuality fabric,

According to the Handloom ¢ nsus, handloom consumes about 71
per cent of medium quality yarn, and about 16 and 7 per cent of
course and fine qualitics respectively. It also appears that Dhaka,
Chittagong and Khulna divisions mainly specialize in medium qualicy
fabric, whilc Rajshahi ( in North Bengal) produces finer quality
fabric. This is a shift from the pre-partition positicn when North

Bengal specinlized in coarsc to medium guality fabric.9

1l.6.1 Domestic Sources of Supply and Requirement

Traditionally, the handloom industry depends on the modern mills
for its yarn supply. Hand-spun yarn covers only 0.15 per cent of

the total yarn production, which is consumed locally.10 The textilce
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mills, which have a small weaving capacity, sell thcir surplus yarn
to the private modern weaving and the handloom sectors, But the
surplus yarn produced domestically is not sufficient to mect the
demand of the handloom scctor, so the shortfall in supply has to
be met through imports. 1In 1985 about 30 per cent of handloom yarn

consumption was mct through import.

1.7 Output Characteristics

The handloom industry specializes in coarsc to medium quality
fabric, but thcre are still a few core pockets of weavers left who
weave muslin, Jamdani and other “ine materials for a small section
of the socicty and for cxport purposes. Handloom fabrics, except
for groy matcerial, are mostly cloth pieces such as sarce, lungi,

gamcha, chaddar and other types, which arc ready to be worn right

TABLE 1.6

PRODUCT-MIX SHARE OF THE HANDLOOM INDUSTRY
(IN PEP CENT)

Division Saree Lungi Gamcha Chaddar Others Total
Dhaka 55.01  23.09 6.45 1.37 14.08 100
Chittagong 4,50 82.94 2.84 3.74 5.98 100
Khulna 28.62 33,62 28,07 1.0 8.69 100

Bangladesh 47,61  31.23 877 1.50 10.89 100

Source: Handloom Census ~ 1978.
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after weaving., The product-mix varics according to thc location.
For example, Pabna district specializes in sari picecs, whereas

Chittageng is wcll known for lungis. Tablc 1.6 shows the product-mix

of the handloom scctor.

The table shows that sarce is the most important product, and
constitutes bout 48 per cent of the production followed by lungi,
constituting about 31 per cent. The remaining 21 per cent is
distributed among gamcha, chaddar and others. About 72.5 and 83
pcr cent of the total handloom production of Rajshahi and Chittagong
divisions arce saree and lungi respectively.  The handloom output
has increcased from 407 million to 713 million yards during FY 1974
to FY 1985.

Almost 93 per cent of all h~ndloom products arc markcted in
weekly open markets known as 'hat' and only about 2 per cent through
coopcratives and othcr associations., A long channel of intermedia—
ries cru:ate a price differential of 30 to 40 per cent among the wea-
vers and thc ultimate consumers. It is the intermediarics whe make
most of the profit, while the weavers firnd it difficult to mcet their

production costs.

1.8 Institutional Support for the Handloom Industry

The handloom wcavers receive main institutional support mainly

from cooperotive associations and the Bangladesh Handloom Board (BHB).

About 7S per cent of the weavers in Bangladcsh operate within
the framcworx of Coopcrative Industrial Unions at district, sub-
division or thana ievels, which are organised at the national level
by thc Jatiya Samabay Samity Ltd. (BJSS). ~Their main function is

to provide purchasing and marketing facilitics to thc member socie-

ties, Although the coverage of handlooms under cooperatives is cvi-
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dently higher than in India,11 the Handloom Census - 1978 reveals
that just above 2 per cent of the wcavers cnjoy any scrvice from
thesc socicties.12

The Bangladesh Handloom Board was formed in 1978 to identify
the problems and the scope of futurc development of the handloom
industry.13 Although a number of dcvelopment measures such  as
marketing, distribution and financinl support to thc handloom weavers

were pursucd by the Board, they met with little success.

A report of thc Dutch Government on thc Bangladesh Handloom
Industry cmphasised that the Board has too wcak an organisational
structurc to bc cntrusted with *he massive task of dcveloping of

this scctor=14

1.9 Employment and Productivity of Handloom Sector

The Eandloom Census has e¢stablished that the scctor gencrates
dircct cmployment of about 848 thousand and if the ancilliary
employment is takey into conside: “tion, the figurc would be over
a million. Potential further increcasc in  employment has been
emphasised in a report of the Planning Commission. The houschold
characteristics of rthc production units cnable most of the family
members, sometimes cven the very young (of 7 or 8 ycars of agce) to
contributc in the cloik making rrocess. The employment involves
family members or hired help cither on regular or casual basis.,

Table 1.7 shows some esscntial characteristics of handloom employment.

Family members constitute about 58 per cent of the total employ-
ment, while hired regular and casual labour form about 30 per cent
and 12 per cent respectively, The table indicates that the national

operational
average weighted cmploysient per/ loom is 3.26, which comprises family

and hired labour of 2 and 1.3 persons respectively.
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TABLE 1.7
EMPLOYMENT IN THE HANDLOOM INDUSTRY

Typee of Employment
Divisions fln,of Total Operational Employmenty
units looms looms Family Hired Total Total P y?
. Operational
members - Hired Employment
~ loom
negular Casual
Unit Loom
Bhaka B4:415 1,83,612 1,16,002 2,14,983 1,36,015 51,248 1,687,253 4,02,252 4.77 3.47
Ra jshahi 31,543 1,05,300 63,148 82,446 65,787 19,895 85,682 1,68,128 5.33 2.66
Chittagong 43,050 83,136 48,488 1:12,733 39,169 27,169 66,338 1,79,07M 4.16 3.69
Khulna 38,272 54,987 32,282 81,592 9,978 6,578 16,554 88,146 2.55 3.84
Total 1,97,2e0  4,37,015 2,59,921 4,91,760 2,550,949 1,04,583 3,55,837 8,47.597 4.30 3.26
% of Total - 100 59.48 58.02 29.61 12,37 41.98 100

Source: The Handluom Census - 1978.
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According to the Handloom Census, the productivity of a weaver
con be calculated as 13.46 yards per doy from the production level
cstimated in the survey. This cstimate, however, docs not account
for diffcrent loom types and scasonal variations of production.16
Mother estimate could be moade from the information given in the
Statistical Year Book 1985, wherc the total production is bascd on
the total yarn consumption ot the handloom industry. According to
this, the loom or weaver productivity is found to be 0.14 yards per
day (bascd on 250 working days annually) which, is only about 66 pcr
cent of thc production calculated from the handloom census. This
estimate, howcver, docs not take into consideration thc loom types

and cloth construction.
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The survey was carriced out from July to Scptember, 1978 and
took into account the bi-monthly production for the last two
months, Handloom production is at its peak during September
to January: the figures noted, thcrefore, arc vcery likely for
the low production puriod.s  Even then, the production figure
appears to be over estimated,
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CHAPTZR 2

SELECTION OF SAMPLE ANT* SURVEY METHODOLOGY

2.1 Selection of Sample

Sclection of samplcs has been done according to the TOR of the
study. iowcver, the exact number of samplcs could not bc maintained
S0 as Lo accommodatc pronortionate rcepresentation of different sec-
tors and activities. Table 2.1 shows the details of the number of

samples sclected.

TABLE 2.1
SELECTION OF SAMPLES, HANDLOOM AND POWERLOOM WEAVING

eapes ey o of sanples
Handloom Unit 40 43
Powerloomn Unit 5 6
Yarn Trader 10 14
Bank 2 5
Co-operative Association 2 3

Bangladesh Rural
Advancement Committee (BRAC) -

[y

Total: 59 72
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TABLE 2,2

SELECTION OF SAMPLES ACCORDING TO LOCATION

Population Sample selected

Activity ‘andloom Handloom

area Pit Semi-auto Power- Pit Semi-auto  Power
loom loom

Hasnabad 200 - 70 15 - 2

Goradia - 150 - - 12 -

Sreenagar - 160 - - 12 -

Sheker Char - 60 - - 4 -

fnandi and

Norsingdhi - - 200 - - 4

Total:

200 370 270 15 28 6

These samples arc sclected from four villages in Norsingdhi

areca.

Table 2.2 gives the names of those villages and their popula-

tions in terms of number of units.

In

weaving

ae.
De

Coe

sclecting samples, the following characteristics of handloom

have becen taken into considcration:

Product-mix:
1ype of loom;

importance of the place as handloom arca and as trading
centre for handloom products;
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d. local input availability auwu output markcting; and

¢. available institutionnl support facilitics.

It can bc scon from Tabie 2.2 that pitloom wcaving can be found
only in Hasnabad rrea, where suni~sutomatic loons are totally absent,
On the other hand, in Goradia, Srcenagar and Sheker Char areas no
pitloom wcaving is found. In fnandi and near Horsingdhi areca the

only typc of loom found to bc operating is power loom,

The type of input used is also found to vary in diffcrent loca-
tions, For cxample, in Goradia, Shcker Char and Hasnabad yarn counts
of 20's and 40's are widcly used, while in Srcenagar 32' s and 40's
yarn count arc uscd. The use of higher count yarn is rare. It has
been found that saree is the moe. widely woven product in all arcas.
However, in Goradina, 'Markin' is widcely produced. In Hasnabad, out
of 15 sclected units, 2 units arc found to be manufacturing lungi.
In Sheker Char orea, all the 4 selected units manufacture quilt cover,

mosquito nct and bed-spread,

Besides the above samples from hand and powcrloom weaving, a
number of tradcrs, Cooperative associations and financial and other

institutions were selectod., Table 2.3 provides the rclcvant details,

The samplc for traders, banks and associations were sclected
from thosc spccific locations wherefrom the handloom and powcrloom
samples werc selected, However, representative number of samples
could not be maintained because respondents could not be found,
Samples were sclected from the nearost trading centre of the selected

handloom and powerloom arcas.
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TABLE 2.3

SELECTION OF SAMPLE FROM TRADERS, ASSOCIATIONS AND
INSTITTUTIONS (HANDLOOM)

Location No. of Selected Samplesn_'
Traders Bank Co-operative Other Total
Institution
Hasnabad 4 1 1 - 6
(Amirgani)
Goradia, Sree-
nagar and Anandi 5 2 2 - 9
(Norsingdhi)
Sheker Char 5 2 - 1 8
(Madhabdi)
Total: 14 5 3 1 23

2.2 Survey Methodology

The survey methodology to be followed for the study initially
intended to follow an anthropological and participatory research
method with the help of a check list, rather than a pre-designed
questionnaire survey. However, the intended methodology was not
followed becuase a similar kind of study (second case study), on
'Informal Credit Market on Handloom', at a different location, has
already selected such a methodology. Therefore, it was found appro-
priate to select an alternative survey methodology, the pre-designed
questionnaire method. It has been cnvisaged that use of two diffe-
rent methods of survey for two case studies would provide more analy-

tical insight and also enable a comparative study of findings.
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The mode of collection of data was based on structured questionn-
aires specifically designed for hand and powerloom weaving to esta-
blish their cost and return structures and to collect informaticn
relating to informal financial market acitivies. Tor yarn traders,
handlooms Cooperative /ssociation and financial institutions, semi-
structured as well as open-ended questionnaires were used in collec-
ting information pertaining to informal credit activities and to

identify linkages h~tween informal and formal financial institutions.



26

CHAPiER 3

A PROFILE OF INDUSTRY FEATURING INPUT-OUTPUT
CHARACTERISTICS, PROFTTABILITY AND DIVERSIFICATION

3.1 Characteristics of the Industry

The characteristics of the industry are discussed in the light
of level of investments in different types of units with different
looms, working capital use, employment level and its type, capacity
utilization, input-output relationship and family income per unit.

3.2 Investment Cost

3.2.1 Fixed Cost
Investment cost and its components are shown in Table 3.1,

It can be seen from the table that the total investment cost
of pit, semi-auto and powerloom units are Tk, 18.83, 93,62 and 69.25
thousand respectively, The fixed cost in the total investment repre-
sents 57.76, 66.23 and 71.67 per cent of the cost for pit, semi-auto
and powerloom units respectively, This indicates the relative capi-~
tal intensity of the respective unit, which is highest for the
powerloom, followed by semi-auto and pit loom. Among the fixed cost
components, viz. land, structure and machinery and equipment costse,
machinery and equipment cost is the most important component, It
represents 67,50, 61.60 and 85.42 per cent of fixed cost for pit,

semi-auto and powerloom respectively,

Table 4.1 also shows the fixed cost requirement for a single
loom unit, with and without land cost. To install a single loom

in pit, semi-auto and powerloom units, the fixed cost requirement
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TRABLE 3.1

OF HANDLDORm aND POMERLOOR UNITS

n :

Type of fNo. of hvarage Cost per wnit Cost per loom

unit sample  loom/unit tand  Structure Machinery  Tota] Working  Total Fixed cost  Fixed cost
cost cost ond equip~-  fixed capital  investment with land without
(Tk.) (Tk.) ment cost cost (Tk.) cost (Tk.) land (Tk.)

(Tk.) (Tk.) (Tk,)

Pitloom 15 2.5 1020 2514 7343 10877 7853 13,830 4,351 3,943

Semi-zi’ 5 loom 28 3.92 4571 19232 35205 62408 31615 93,623 10,457 9,686

Powerloom G 2.6 2617 4617 42397 49631 13617 69,248 19,085 18,082
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is 4.35, 10.46 and 19.09 thousand with land, and Tk. 3.94, 9.69 and
18.08 thousend without land respectively.

3.2.2 Vorking Capital

Werking capital need for the handloom and powerloom units is
the most important component of investment cost. Table. 3.1 shows
that the working capital components of pit, semi-auto and power loom
units are Tk. 7.95, 31.62 and 19.62 thousand respectively,
correspondingly representing 43, 32.55 and 27.45 pcr cent of the
total investment costs. The working capital used for different types
of unit is calculated from their use of yarn and other inputs. It
would be meaningful to estimate the working capital used per loom
as fixcd investment costs are e timated similarly. Table 3.2 shows
the working capital uscd for a singlc pit, scmi-auto and powcr looms

unit, which are¢ caliculatcd from Table 3.1.

TABLE 3.2
EXISTING LEVEL OF WORKING C..PTTAL (W.C) PER LOOM (TK.)

No. of Loom/ W.C/Loom

Loom W.C/Unit Unit
Pit 7,953 2.5 3,181
Semi-auto 31,615 5.93 5,331

Power 19,617 2.6 7,545
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From the table, it can be scen that the working capital used
per loom for pit, scmi-auto and power loom is Tk, 3.18, 5.33 and
7.54 thousand respectively.

Pit loom rcquires the lowest working capital, which increases
by 67.61 and 236.5 per cent for scmi-auto and powerloom respectively,
comparcd to the pit loom.

The incrcase in requirement of working capital for scmi-auto
and power looms is necessitated because the tana (warp beam) uscd
in pit loom has the shortest length i.c. yarn content in the beam

is less; it increases progressively for scmi-auto and powcrlooms,

3.3 Investment Cost Requirement for a Single Loom Unit

It would be possible to estimate, from the previcus two sectcions,
the requirement of investment fund for a singlc loom unit. Table
3.3 shows the average invetment cost of a single loom in pit, semi-
auto and powerloom units.

TABLE 3.3
INVESTMENT COST OF SINGLE LOOM UNIT

Loom Type Fixed Cost (Tk.) Working Total Investment Cost
‘ capital
With land WVithout (Tk,) With land Without land
land
Pit 4,351 3,943 3,181 74532 7,124
Semi-auto 10,457 9,686 5,331 15,7868 15,017 ‘

Pover 19,089 18,082 7,545 26,634 25,627
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The table shows that thc total cost of investment per loom for
pit, semi-auto and powcrloom units is Tk, 7.53, 15.79 and 26.63
thousand with land cost, and Tk, 7.12, 15,02 and 25.63 thousand with-.

out land cost, respectively.,

3.4 Employment ievels and Types

Employment level and their types for pit, semi-auto and power
looms arc shown in Table 3.4, The details may be scen in Appendix
3.1.

TARLE 3.4

EMPLOYYENT CHARACTEP™STICS OF HAND AND POMER LOOM UNITS

Type of Unit Employment per unit Employmen.t type Employment/1loom
per unit/1
Family Hired Total PT T Total PT PT Total
Pitloom 8.4 5.4 13.8 4,6 9.2 13.8 1.84 3.68 5.52
Semi-auto 8.3 20.4 20,7 14,6 1441 28.7 2,46 2.38 4.84
loom
Powerloom 4.8 13.0 17.8 13.9 3.9 17.8 5.35 1.50 6.85

1/ FTs Full-time; PT: Part-time.
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The table shows that the employment levels of pit, semi-auto
and powerloom units arc 5.52, 4.84 and 6.85 persons respectively,
Family cmployment represents 60,1, 28.9 and 27.0 pcer cent of the
total cmployment for the corresponding units, This shows that pit
loom urits are morc family based i.c. family members' participation
in production process is relatively more, than in semi-auto and power
loom units, 1In fact, most of the semi-auto and power loom units

surveyed werc small factory type units.

Employment types show that 35.3 per cent of pit, 50.83 per ccnt
of semi-auto and 73.10 per cent of powerlooms employment are full-
time employment. The characteristics of the full-time cmployinent
show that, among the family mcmbers, full-time employment "is highest
for powerlouom unit (73%), followed by pit (31%) and semiauto (297)
loom units, Among hired cmplovment, again, thc powerloom has the
highest level of full-time employment (80%), followcd by semi-auto
(60%) and pit Joom (3772).

3.5 Input-Output Characteristics

3.5.1 Inmput-Characteristics

The inputs used in handloom industry are yarn, dyes, and chemi-
cals, sizing materials (flour, rice powder, maize, starch, etc,)
and fire woods. Among these, the main input is yarn which represents
about four-fifths of the total raw material cost. It has been found
that among thc samples selected from handlooms, the main yarn counts

used are 20's, 32's and 40's,

Appendix 3.2 shows that 20's yarn count is only used in Hasnabad
in selvedge preparation for lungi, while the main body of the lungi
is prepared with 40's count. It was noted before that in Hasnabad
the use of pit loom weaving is predominant. 1In Srecenagar and Gora-
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dia, only 40's count yarn is used for sarcc making, while in Sheker
Char 32's and 40's counls arc used., For power ioom wcaving the input
yarn is polycster. Polycster wcaving docs not nced any sizing mate-

rials, thoreforc main input cost is yarn cost.

The total annual yarn consumption of thc samples sclected is
314.57 thousand 1bs. with an cstimatcd annual value of Tk, 14.64
million in grey and Tk, 16,60 million in dyed forms. Of the qdantity
consumed, 20's, 32's and 40's cotton reoresent 2,37, 2.29 and 85.86
per cent of the total consumption respectively, while polyester
shares thc remaining 9,48 per cent.  Therefore, 40's cotton yarn
is the most widely used input to the handloom sector in the Norsing-
dhi arca. The per~enterprisc annual consumption of diffcrciat counts
of yarn is 143.50 thousand 1lbs. for pitlooms, 460.49 thousand 1bs,
for semi-auto loom and 253.70 thousand 1lbs. for powcrlooms,; whilc
the corresponding annual consun tion of yarn for pitloom, semi-auto
loom and powerloom are 57.40 thousand lbs., 77.65 thousand 1bs. and

99.50 thousand 1bs. respectively.

3.5.2 OQutput Characteristics

The main products produced in the selected arecas ae lungi, sarca,
quilt cover, mosquito nct and bed-spread. Appendix 3.3 shows the

product characteristics with locations where they arc manufactured.

From the appendix, it can be seen that lungi is only produced
in a few handloom units in Hasnabad. It represents only about 0.93
per cent of the total product quantity (yds.). On the other hand,
sarce is produced in Hasnabad, Srcenagar aud Goradia and rcpresents
55.66 per cent of the total production. Sarce is produced both in
pit and secmi-auto looms. However, better quality sarees are usually

woven in scmi-automatic looms. In Goradia, besides saree, grey markin
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cloth is also produced, which rcpresents about 24,18 per cent of
the total production. Quilt cover and mosquito nct are found to
be produccd only in Sheker Char and thesc products constitutc 8.98
Per cent of the total production.

Powerloom product is mainly polyestcr cloth, usually mecasuring
between 20 and 50 yards in length. Product characicristics of the
selected units are almost identical., All the powcrleom units in
Hasnabad, Anandi and Norsingdhi produce polyestcer ‘than' (picce)
using almost idential yarn quality. Polyester cloth production
respresents about 10.25 per cent of the total production.

The characteristics of handloom product havc a change in rccent
years. It has been observed that more power looms are under
installation and usc of polycster fibres arc on the increase. In
Sheker Char, a few years back. sarce used to be the main product
of handloom units, but presently they are mainly producing quilt
cover and mosquito net. Thisg diversification is mainly duc to

availability of raw material (yarn) and casicr marketability.

3.6 Capacity Utilization

Capacity utilization of handloom and powerloom weaving 1is

measurad in two ways:

a. Capacity utilization bascd on installed and operational
looms, and

b. Capacity utilization based on operational characteristics
viz. averagc annual hourly operation compared to the ecsti-
mated achicveable production.

Here, (a) will be rcferred to as utilization (capacity) while

(b) as utilization (operation).
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3.6.1 Utilization (Capacity)

Utilization bascd on installed and operational looms for pit,

semi-auto and powerloom is shown in Table 3.5.

TABLE 3.5
Loom Average Average Utilization
Installed Operational (7
loom loom
Pit 2.56 2.50 70,27
Semi-auto 7.29 5.93 81.34
Power 2.70 2.60 96,15

The table shows that powerloom units have the highest utiliza-
tion level of 96.15 per cent, followed by semi-auto loom units of
81.34 per cent, while the pit loom has the lowest level of utilization
of 70,27 per cent. The main recasons for looms being idlc are found
to be their poor mechanical condition and shortage of working capital.
The working capital shortage, howcver, is found to be more prominent

for pit than the other looms.

3.6.2 Utilization (Operation)

Table 3.6 shows the capacity utilization of pit, semi-auto and
powerloom units calculated on the basis of operational charactcris-
tics observed during the peak and non-pcak periods of operation.

The details may be secn in Appendix - 3.4.
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To estimate thc level of utilization, it is assumed that hand-
loom units have annual operating days of 350 on single shift (8 hours)
Thc powerloom unit, on the other hand,
It has

or pcr day (12 hours) basis.
will opcrate the same number of days but on 2-shift basis.
been obscrved from the survey that all thc handloom units operate
thoughtout the year, except during religious festivals. The number
of 350 working days was found to bc well-represented among the samples

sclected.

Capacity utilization based on these two cstimates, viz. per
shift and per day basis shows that pit and scmi-auto looms have very
high 1lcvels of utilization, 108 and 119 per cent respectively.
However, the lcvel of utilization falls to 72 per cent for pit and
79 per cent for scmi-auto loom, when utilization level is measured
on per day (12 hours) basis. Appcndix 3.4 shows that during the
peak pcriod both the looms opcratc about 12 hours a day, while during
It is,

increase the utilization level of the looms during thc non-peak

non~peak period, about 10 hours. therefore, possible to

period, provided demand for handloom products is therc.

TARLE 3.6

) Operational month No.,‘ of Na, of expected Utilization

Type of unit hours of  hour of operation level (%)
opera-
Peak Non-peak  Totol tion 8 hours 12 hours 8 hours 12 hours

Pitloom 5.27 6.73 12 3022 2800 4,200 108 72
Semi-auto loom 5.29 6.71 12 3320 2800 4,200 119 Y
Powerloom 7.5 4.5 12 5090 5600 - 91 -
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The power looms usually opcratc on two-shift basis (6 AM. to
2 P.M., and 2 P.M. to 10 P.M.). Thc level of utilization, here, found
to bc 91 per cent, is quite a high achicvement,

It appecars that the levels of ‘utilization for pit, semi-auto
and power loom achicved in lorsingdhi arca arc significancly high.
Increases in utilization (operation) would not have a very significant
effect on production. dence, any incrcase in production of the scc-
tor could only be achieved by rcducing the number of idle looms,
However, further increasce in cfficiency of the cxisting opcrational
looms can bo brought about by improving technology to achicve a high
level of produc’ ivity, by cofficient usc of inputs and by developed
marketing.

3.7 Family Income

Table 3.7 shows output values, valuc-added and family incomes
for pit, scmi-auto and power loom units, The details of family incomc

calculation may be seen in Appendix 2,4,

TABLE 3.7
OUTPUT VALUE, VALUE-ADDED AND PROFTTABILITY OF HANDLOOM
’ AND POWERLOOM UNIT
(IN TARA)
Loom Output Value- Annual Family
value added family income
income per loom
Pit 2,02,516 49,151 14,456 5,782
Semi~-auto 6,55,293 1,69,801 55,083 9,289

Power 4,02,370 1,29,755 67,247 25,864
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The table shows that semi-auto loom unit has the highest output
value of Tk. 655.29 thousand, followed by powc.~ and pit loom units,
of Tk, 402.37 and 202.52 thousand respectively, Valuc-added contri-
butions of thcse units correspond with their level of output and
show scmi-auto loom units to have the highest valuc-added (Tk. 169.80
thousand), followed by power -- (Tk.129.76 thousand) and pit loom
(Tk. 49,15 thousand) units.

The profitability of thc units, however, does not corrcspond
with their valuc-added ranking for semi-aute and power loom units.
Poverloom unit, although having lower level of valuc-added than the
scmi-nuto loom unit, has the highest level of nnnual profit of Tk.
67.23 thousand, while thc scmi-nuto loom unit has the sccond highest
annual profit of Tk. 55.08 thousrnd. Pit loom unit has the lowest

annual profit of Tk. 14.46 thousand.

So far, the discussion has focused on profitability of a
production unit. 1t would bec uscful, for analytical purposes, for
profitability tc be discussed on loom basis. Trble 3.7 also shows
loom-wis:: profitability of pit, scmi-auto and powerloom units. It
shows that the profits per loom ~f a pit, semi-auts nnd powcrloom
unit arc Tk. 5.78, 9.29 and 25.26 thousand rcsncetively.  Therefore,
profit gcnerated by the powerloom is about 4.84 and 2.90 times higher

than the pit nnd semi-automatic loom rcspectively,

3.8 Changes of Production Technology

At the time of the Handloom Census - 1978, there were only 277
powerlooms in the country, out of which 214 were located in Dhaka.
According to thc Department of Textiles, there are about 8.8 thousand
ordinary powcrlooms in thc country, of which, about 5 thousand are

operating in the Norsingdhi area.
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In recent years there has been a tremendous rise in the number
of powerlooms Officinl statistics given above have grossly underesti-
mated thc actual capacity of powerlooms. Many of the units are opera-
ting unrcgistered cor with much higher installed capacity than stated
at the time of registration. Thesce looms mainly produce grey polyes-
ter fabric and scll their output to wholesolers in Dhaka for dycing
and printing. Somc of the reasons observed for this increase in

powcrloom capacity are:

a. raw material availability;

b. extra premium on salcs, when output is marketed in India
through backdoor:

€. good profit margin becausc of less powcr cost - usually
part of the power cost is pnid through informal arrangcments
with the local Power Development Board; and

d. high productivity, bt relatively low wage cost, which
hclps to rcalise higher surplus.

These rcasons, inter alia, have caused a tremcndous growth in
the number of powerloom in the Nor:ingdhi arca. It h~s been observed
that the local engincering workshops arc manufacturing powerlooms
(Hattersely type) in Madhabdi and Norsingdhi arcas.,

The survey has investigated the willingness of the cxisting
pit and semi-cuto loom entreprencurs to chonge their production tech~

nology to powerloom wcaving., Table 3.8 shows the results obtained.

From the table it appears that about 67 per cent of the pitloom
entrepreneurs would 1like to change to powerloom weaving  compared
to 61 per cent of the semi~auto loom. smong the pit loom entrepre-
neurs, thcre is a general belief that they will generate much more
profit if they can change to poverloom technology. On the other

hand a sizeable number of semi~auto loom cnterprises arc of factory
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type with above 8 looms, and th e units havc becn operating for
the last 15-25 ycars; willingness among thesc entreprencurs to change
to powerloom was not pronounced. llowever, those cntreprencurs who
have lecss than 3 looms would like to change to powcrloom manufacturing

technology, becausc they belicve thcy can generate thereby greater

surplus.
TABLE 3.8
WILLINGNESS AMONG ENTREPRENEURS REPRESENTING
DIVERSIFICATION TO POWERLOOM
Entrepreneur of the No. of Willingness to change to powerloom
type of unit sample
Yes Z of No Z of
total total
Pitloom 15 10 65,7 5 33.3

Semi-auto loom 28 17 60.71 11 39.29
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CHAF 'R 4

INFORMAL CREDIT MARKET FOR HANDLOOM AND POWERLOOM WEAVING

4.1 Credit Structurc of Handloom and Powerloom Weaving

The credit structurc of handloom and powerloom weaving mainly
cncompasscs sources of credit, arca of credit nceds and flow systcm.

Thesc are discussed below in turn.

4.2 Credit Structurc in Terms of Sources

There arc two main sources of credit, formal and informal,

The structurc of these sources may be shown in diagram 4.1,

(1) Formal Sourcc:

E .nks (Commercial nnd
Krishi Bank)

Formal Crcdit Source Non-Government Organization

(c.g. "RAC, Oxfam, etc)a/

Other Government Autonomous
L sgcncies (BSCIC and BRDB)

(11) Informal Source Money lendcr (professional money
lender, Pawnbroker, ctc.)

Informzl Credit Source Mohajan (Wholecsale and ;
Fctail tradcers)

Other Sources (Friends,
Relatives, landlords, etc.

a/ BRAC - Bangladesh Rural Advancement Committce.
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Formal credit mainly comes from Commercial nand Krishi Banks,
non-Govcrnment organisations and from some autonomous Corporations
and Boards rcsponsible for the development of small and cottaoce dndus-

> -

trics. On the other hand the possible “.. urmal sources arc: profe-
ssional moncy lcnders/pawnt- _.crs, mohajans (Wholcsalers and Retai-
lers) who trade wi*® yarn and cloth, friends and rclatives and other

miscellancor- sources.,

4.3 Structure of Informal Credit Market

Interest lics herc in identifying the informal credit sources
and cvalucting their role in delivering credit necds to the handloom
and powcrloom units. Hence, in this chapter, all discussion will
bc on credit structure of informal sources that rclates with the

production ond trading channcls,

4,3.1 Area of Credit Needs
Credit nceds arc mainly obscrved in the following arcas:
a. Credit nceds for investment ond expansion of production
unit; and

b. Credit nceds for working capital for the operation of
production unit.

Credit nends and deliverics of the selected production units,
for this study, are investigated with the above two aspect: in vicw,
In the process of investigation, different actors in the credit mar-
ket, the types of transactions, intcrest rate structure and composi-

tion anl terms of crcdit are identificd and  their impacts on

cfficicncy of the produc: ‘on units are analyscd.
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4.4 Financing of Investment and Expansion Capital

4 34.1 Invesmt Capital

Nene of the production units had taken crcdit from any formal
source in setting up the cstablishment. The use of informal credit
was liwited to semi-auto and powecrloom. Table 4.1 shows the detail
of informal credit uscd by the production unit at the time of

establishment,

It can be scen from the table that all pitloom units wer: custa-
blished entirely with entrepreoncurs' own funds, whilc 89.7 and 83.4
per cent of semi-auto ard powcrloom units respectively used own funds
at the sct-up. The remaining 10.7 per cent semi~auto and 16.6 per
cent powerlooms units uscd own as well as borrowed cmpital in finan-

TABLE 4.1
USE OF CREDIT IN SETTING UP THE PRODUCTION UNIT

Total Aver- Unit used own Unit used own and
Production no.of age capital borrowed capital
unit .

unit  no,of

loom No. 7 of total No. Z of total

Pitloom 15 2.5 15 100 - -
Semi-auto 28 5.93 25 89.3 3 10.7
loom

Powerloon 6 2.6 5 83.4 1 16.6
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cing their investment. This clec:ly dcemonstrates that the role of
informal scctor financing in the establishment of hand and powcrloom

activitics wes limited.

The eontreprencurs' funds mainly came from savings, sale of

assets, and other sourccs. Table 4.2 shows thc sharc of these sources
which contributed in financing investment for pit, scemi-auto and

power lcom units.

The table shows that average fixed capital (excluding land)
used in pit, secmi-auto and powerloom units is Tk, 813, Tk. 9.39
thousand and Tk. 43.17 thousand rcspectively. 1In financing fixed

capital of thc power loom, the savings of the cntreprencur contribu-

ted the highest share (667) followed by scmi-auto (587Z) and pit loom
(47%). The mobilization of fund from sale of asscts in meeting the
fixed capital was highest for pit loom, 44 per cent and for semi-

auto and power loom, about "9 and 28 per cent respectively. The

TABLT 4.2

SOURCE OF ENTREPRENEUR'S CAPITAL

Type of yA of1 Averageg/ Sources of Fund (%)
unit tota own capi-
no. of tal (Tk.) Savings Sale of Others Total
units Assets
Pitloom 100 813 46,74  43.63 9.63 100
Semi-auto 89.3 9,387 58.30 28,58 13.12 100
loom
Powerloom 83.4 43,167 65.78 27.74 6.48 100

a/ Own capital used at the time of initial set-up.
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remaining sct-up fund of between ¢ and 13 PCr cent was met from other
sources, such as, from wife's contribution, salc of cash crops, ctc,

Sourccs of capital for units which were financed partially from
own and borrowcd capital show that the level of own contribution
is higher than the borroved capital. Table 4.3 provides the details

of own contributions and borrowed capital and their sourccs.

TABLE 4.3

SOURCE OF CAPITAL FOR PRODUCTION UNITS, FINANCED
FROM ENTREPRENLUR'S OWN AND BORROWED CAPITAL

EXEE of %oggl Sg;;gga;f éxgrage Source of own capitsl (%)
unit capital Savings Sale Other  Total
Own Borrowed (Tk.) of
Asset

Semi-auto 10.7 55.61 44,39 6,389 32,7 18.20 t,65 56.61
loom

Powerloom 16.6 72.20 27.80 38,408 48,92  17.65 3.03  72.20
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The table shows that entrepreneurs of semi-auto and powerloom
units contributed on average Tk, 64 thousand and 38.5 thousand
respectively, representing correspondingly about 56 and 72 per cent
of the total investment capital. The remaining capital of about
44 per cent for semi-auto and 28 per cent for power loom units were

financed from borrowed capital.

Table 4.3 also shows that between 51 and 67 per cent of entre-
preneur's capital was generated from saving and sale of assets.
Contribution from savings was higher for power-(497) than for semi-
auto loom units (33%). The remaining investment capital, about 5

per cent, was generated from other sources,

Sources of borrowed capital are of interest here and a matter
of importance. Table 4.4 shows sources, interest structure and other

details of horrowed capital.

“BLE 4.4
SOURCE, INTEREST STRUCTURE AND THE DETAILS OF BORROWED CAPITAL

Type of unit No.of % of Average Source Duration Interest
unit total loan - of loan (year) rate (2)
unit (Tk.)
Semi-auto loom 3 10.7 4,167 Landlord/ 2 52.41
Businessman
Powarloom 1 16.6 12,000 Drother 1 50

(Implicit)




46

The table shows that 3 units of semi-auto loom, which were
partly finauced from borrowed capital, had on average used borrowed
capital of Tk. 4.17 thousand per unit. These loans were taken from
local 1landlords and businessmen. Average duration of these loans
was about 2 years and the average annual interest rate paid was about
52.4 per cent. On the other hand, onc powerloom unit borrowed Tk.
12,0 thousand at the time of establishment, for a period of 1 year.
This money was borrowed from the entrepreneur's brother and apparently
no interest was paid. However, there existed a reciprecal credit
arrangement between the entrepreneur and the brother. ilthough there
appears to be no interest payment involved, an implicit interest
rate can be calculated. Such an intercst rate can be estimated from
the opportunity cost of the borrowed capital if lent in the informal
credit market. According to the entrepreneur, such an interest rate

could be between 35 and 40 per cent.

4.4.2 Expansion Capital

Expansion of the production ur't in terms of addition of struc-
ture, machinery and equipment and tools and the means of financing
of such expansion have been studied. Table 4.5 shows the number
of production units expanded, types of expansion and sources of
capital for pit, semi-auto and power loom units.

It is evident from the tabie that no powerloom unit had made
any expansion since establishment. In fact all selected powerloom
units were established between 1985 and 1986 and were since then
operating in the market. Foweve;', most of the entrepreneurs have
expressed their willingness to expand. During the last five years,
semiauto loom units had the highest lcvel of expansion, about 40
per cent of these units have cxpanded as against 20 per cent of the
pitloom units. In both types of unit, expansion in structure and
machinery and equipment have taken place. The average cost of
expansion was Tk. 4,17 and 17.15 thousand for pit- and semi-auto

loom units respectively.
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1 JLE 4.5
EXPANSION OF HAND AND POWFR LOOM UNITS

. Total MNo.of 7 of Average  Tvpe Use of fund
Type of unit no.of unit the cost of of
unit expan- total expan- expan- Own Borr-
ded unit sion sion owed
(Tk.)
Pitloom 15 3 20 4,167 Machinery/ 1 2
Structure
Semi-auto 28 11 39.28 17,154 Machinery/ 6 5
Structure
Powerloom & - - - - - -

Financing of the expansion capital shows that cxpansion of only
one pitloom unit (33.4%) was _inanced from entreprencur ‘s own source
of capital, while two other units (66.67) uscd borroved capital.
In case of semi-auto loom units, the expansion of 6 out of 11 units
was entirecly financed by the entr. _.rencurs, whils 5 units used both

entrepreneur’'s fund as well as borrowed capital,

The sources used for mobilizing entrepreneurs' resources in
financing the cxpansion capital for units which were entirely financed

by entreprcncurs are shown in Table 4.6.

Table 4.6 shows that about 62 per cent of the pitloom expansion
capital was financed from re-investment of profit, while about 29
and 9 per cent from sale of assets and other sources respectively.
Financing through re-investment of pfofit for scmi-auto loom units
was much lower than for pit loom, about 44 per cent. Sale of assets

contributed almost 50 per cent of the expansion capital, while other
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sources met the remaining 6 per cent, In most of the cases, a
significant proportion of the fund from sale of assets camc from

disposing of old looms (both pit and semi-auto looms).

For expansion of 2 pitloom and 5 semi-auto loom units, which
were financed partly from own resources and partly from borrowed
capital, it was seen that that for pitloom, entreprencurs' contribu-
ted less in expansion capital than the semi-auto loom units, Table
4.7 shows the percentage of contribution from the entrepreneurs,

sources of the funds and utilization of borrowed capital,

It can be seen from the table that average contribution of the
entreprencur's capital for the cxpansion of pit and scmi-auto loom
unit is Tk. 2,30 and 13.43 thousand respectively, correspondingly
representing about 50 and 67 per cont of the total expansion capital.
The entreprencur's fund largely came from rc-investment of profit
of 73 and 05 per cent for pit and semi-auto loom units respectively,
The remaining 15 to 27 per .t of cxpansion capital came from the

sale of asscts.

TABLE 4.6
SOURCE OF EXPANSION CAPITAL FOR ENTREPRENEURS

£ Average Source of capital (%)

TyPe ° of cost of

unit expansion we~-invested Sale of Other Total
(Tk.) profit assets sources

Pitloom 3,231 62.22 28.839 8.89 100

Semi-auto 14,832 44,10 50.14 5.76 100

loom
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PERCENTAGE OF CONTRIBUTIONS AND SOURCES OF EXPANSION FUND

Average Z of % of Aver- Source of fund
Type of
unit cost of own borrowed age con- : ~
expansion capital capital tribu- Re-in- Sale Total
(Tk.) tion vczted of
(Tk.) profit asset
Pitloom 4,635 49,60 50.40 2,070 36.38 13,22 49,60
Semi-auto
loom 19,940 67.38 32.62 11,560 56.98 10,40 67.38

It is intercsting to note here that when the expansion canital
was entirely financed by the entrepreneurs, the pit loom unit was
proportionatcly financed by a proportionately larger sharc (62.27%)
of re-investment of profit compared tc the semi-auto loom units
(44.4Z). On the other hand, when the cxpansion was financed from
own and borrowed capital, the share of re-invested profit for pit
loom (36.,4Z) was lower than the semi-auto loow unit (56.98%). 1In
fact, when the expansion was entirely financed by the entreprencurs,
the re-investment capital of pit and semi-auto loom was Tk. 2.01
and 6.54 thousand respcctively, which corresponaingly increased to
Tk. 2.30 thousand for pit and to Tk. 13.43 thousand for semi-auto
loom units when expansion was Ffinanced through own and borrowed
capital. This shows that pit loom units have limited cxpansion to
units where thcre were comparatively large number of units. On the
other uand,‘semi-auu:_loom units - for which less depended on sale
of assets, financed their expansion capital through higher utilization

of profit &and borrowed fund.

Table 4.8 shows the sources of borrowed capital and credit

details for 2 pitloom and 5 semi-auto loom units.
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about 62 per cent for the loan taken from the landlord for a duration
onc ycar. On the othcr hand, intcrest ratc paid for loans taken
from local busincssmen by the entreprencurs of semi-auto loom units
was about 52 per cent annually, with a duration of onc and half ycars,
It is to bc noted that about 25 per cert of the borrowed capital
used in scmi-auto loom units was from rclatives and no intcrest was
paid for such loans. 4s mentioned carlicr, therce remain informal
financial tiransactions between relatives, for which apparently no
interest rate is paid by anyonc. 1f the opportunity cost of such
funds is takcn into account, assuming they are lent to others, then
such funds will gencrate an annual rate of at lcast about 50 per
cent, which is the intercst rate charged by the land lords and

businessmen for borrowed capital in thc market.

4.5 Informal Credit Market Association with the Working Capital
Requirement for Handloom and Powerloom

From the above discussion, it has become clecar that the role
of informal credit market in mectinc the requirements for fixed capi-
tal and its expansion has not becen very significant. However, infor-
mal credit markct is important in meeting working capital ncoed for
handloom and power loom weaving. In the following, the identifica-
tion of different scctors contributing in informal credit market,

terms of credit and interest structure arc discussed specific to:

a. Credit to mect raw material rcquirement, and

b. Working capital loan.

4.6 Raw Material Consumption of Enterprise and Informal Credit Asso-
ciated with it

Yarn is the main raw material for handloom and powerloom wcav-
ing. The total quantity of yarn which goes into the preparation

of warp beam (tana) is the main cost that the enterpriscs incur.
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Once th. cntreprencurs manage to reparc a warp berm and mount it
on a loom, wovcn fabric can be taken off from the beam, once in a
weck, and sold in the markct to moet thé other input costs, such

as payment for wagon, rcpairs, sparcs, sizing matcrials, ctc.,

Thercefore, the study has cmphasized the rolc of informal credit
mirkct in moccting the yorn requirement, cith:r in grey or in dyed
form for thc pit, semi-autc and powcrloom units. From tho survey,
it has cmerged that the professionnl monuy lenders play a less signi-
ficant rolc in the credit market i.c. entreprencurs very scldom ber-
row moncy from the professional lenders to buy the raw material
(yarn) required.  Yarn rctailers ond wholosalers play an important
rolc in providing credit io thc cnterprises and credit transaction

is conccntrated bectween entreprencurs and traders.

In discussing thc informal crodit market rclating to yarn purcha-
sing by thc entreprencurs, it would be uscful to look into the yarn
distribution systcm presently in practice in the country. Diagram

4.2 shows thc cxisting yarn distribution system,

Yarn production of tcxtile mills, after consumption in wcaving
scction whore available, is allocavcd nmong the tag dealers, Bangla-
desh Handloom Board (DEB) and Co-operative Association for distribu-
tion nd morkoting among the weevers,  In casc of BHB and Co-opera-
tive Associntions, yarns arc dJistributcd among their members who
have pass book or othcer form of muembership card stating Lhc number
of looms installed and under operation. On the othcr hand, tag dea-
lers, who 2rc usually wholesalers, market the yoon to othcer wholesa-

lers and retailers or dircctly to weavers.

From the flow diagram 4.2 of the yarn distribution system, the
diffcrent foctors in yarn marketing can be identified. The study
has sclected samples from all important actors to cstablish the mar-
keting of yarn and informal credit market associated with the mar-

keting.
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4.6.1 Sources of Yarn Purchase: Ret iler and Wholesaler

The informal financial market in handloom weaving is mainly
associatced with the raw metcrial purchase i.e. yarn purchase from
the rctailers and wholesalers. Therefore, to know about the informal
financial transaction, it is c¢sscntial to study in detail about the

marketing of yarn from wholcsalers and rctailcrs to manufacturers.,

From the survey of pit, scmi-auto and powerloom cnterprises,
the sourccs of purchasing have been cstablished and shown in Table
4.9,

TABLE 4.9

SOURCE OF RAW MATERTAL PURCHASE OF HANDLOOM AND POWERLOOM UNITS

Source of purchase

Type of unit No, of Total Location
sample iLetai- Whole- Wholesaler
ler salers & retailer
Pitloom 15 46,67 - .00 33.33 100  Hasnabad
Norsing~
dhi
Semi-auto loom 28 21.43  50.00 28.57 100 Madhabdi
Norsing-
dhi
Powerloom 6 - 100.00 - 100  Norsing-

dhi




Diagram 4.1

Yarn Distribution and Informal Credit Flow Diagram For HEandloom Weaving
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It can be secen from the table that purchasc of yarn from the
retailers is predominant among the pitloom units: about 47 per cent
of them buy yarn from retailers. On the other hand, 50 per cent
of scmi-auto and 100 pcr cent of power loom units buy yarn from
wholesalers. However, about 33 and 29 per cent of tho pitlooem and
semi-auto loom unrits respectively buy yarn from both sources i.c.
from rctailers and wholesalers. These retailers and wholesalers
are mainly in llasnabad, Madhabdi and Norsingdhi from where the cnter-
priscs arc sclccted, It appears, therefore, that prefcrence of lar-
ger units viz. scmi-auto and power loom units is for wholesalers,
bccausc they purchasc a relatively largér quantity of yarn than the

pit loom units,

Thc purchasing bchaviour of cnterprises shows that pit loom
uscs multiple sources of purchase within either retailers or whole-
salers. Scmi-auto and powerloom, on the other hand, prefer to main-
tain a singlc source of supply. Table 4.10 provides details of single

and multiple sources of purchase used by the enterprises.

TABLE 4.10
SINGLE AND MULTIPLE SOURCES OF RAW MATEKIAL PURCHASE

Type of unit Total Source of purchase (%) Total
sample
Single Multiple
Pitloom 15 26,7 73.3 100
Semi-auto loom 28 53.6 46.4 100

Powerloom 6 66.7 33.3 100
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The table shows that pitloom enterprises usc the highest percen-
tage of multiplc sources (73.3%) as compared to semi-auto (46.47)
and power loom units. The rcason for using high level of multiple
sources is because it gives them the opportunity to bargain and
strike a better deal. Furthcrmore, it provides thc benefit of having
multiple crcdit sources. In the event that the entreprencur fails
to pay to onc creditor, he uses alternative credit sources. Semi-auto
and powerloom cnterpriscs prefer to maintain a single source of
supply, because in a bulk purchasc a single source is preferable
from the consideration of credit as well as quality of raw matcrial.
It is to he noted that semi-auto and powerloom cnterprises who have

small numbcr of looms usually use multiple sourccs.

4.6.2 Mode of Purchasc

It has been found that almost all the hand and powerloom cnter-
prises selected for the survey make credit purchasc. Table 4.11
provides the morthly consumption of yarn (in 1bs,) and its value,
the percentage of cnterprises who Loy yarn on credit and proportion
of the total consumption bought on credit for pit, semi-auto and

powerloom units,

The table shows that the averagc monthly value of purchase of
yarn is Tk. 8,88, 34.19 and 21.56 thousand for pit, semi-auto and
power loom units respectively. About 93 per cent of the pitloom
units make credit purchasec as against 89 and 83 per cent of semi-auto
and powerloom units respectively, Although the highest pcrcentage
of pitloom buys raw materials on credit, the proportion of yarn it
purchases on credit (about 49%) is lower than for the scemi-auto loom
units (about 53%). The powerloom only purchase about 36 per cont

of its total requirement of yarn on credit.
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TABLE 4,11

CONSUMPTION AND SHARE OF CREDIT PURCHASE FOR HANDLOOM
AND POWERLOOM UNITS

Type of unit No.of hverage Value 2 oﬁl/ % of yarn
sample monthly of con- units bought
consump- sump- buying on credit

tion(lb) tion(Tk.) on credit

Pitloom 15 192.0 8,883 93.34(14) 48.82
Semi-auto loom 28 744,64 34,190 89.29(25) 52,71
Powerloom 6 414.0 21,558 83.34(5) 35.65

1/ Figures in bracket show the number of units that made credit
purchases.,

It can, therefore, be deduced from the table that powerloom
has the least working capital problem, followed by pit and semi-auto
loom units. Pitloom units overcome their working capital problem
by making frequent purchase of raw material, hence, their proportion
of credit is lower than for the semi-auto loom unit, This however,
has an adverse effect on efficiency because of small warp beam,
It appears from the discussion with the entrepreneurs that prior
to 1983, the need for credit for handloom was more acute but, due
to the bandloom loan of Tk. 1000 million given to the weavers in
1983, the extent of the need has eased a little. However, not all

the weavers have benefited from this loan as will be seen later.

The credit purchases are made from both retailers and whole-
salers., Table 4.12 shows the average monthly credit purchase, fre-
quency of purchase end duration of credit for pit, semi-auto and
powerloom units,
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TABLE 4.12

VALUE, FREQUENCY AND DURATION OF CREDIT PURCHASE

Type of unit % of Amount Purchase/ Source and value of Ouration
credit  of credit month credit (Tk.) (days)
purchase
(Tk.) per Retailer Whole- Total Retailer UWhole-
month saler saler
Pitloom 93.34 4,337 5 3,036 1,301 4,337 10.3 15.5

(76%)/1 (30%)  (100%)

Semi-auto 89.29 18,021 4 4,505 13,516 18,021 11.8

(25%) (75%)  (100%)

Powerl.oom 83.34 7,665 3 - 7,685 7,685 -

(100%)  (100%)

18.8

17.8

1/ Figures in bracket show % of share of credit purchase,

The table shows that the monthly credit purchase is valued at
Tk. 4,337, Tk. 18,021 and Tk. 7,685 for pit, semi-auto and powerloom

units respectively, A pitlooum unit makes a higher number of purchases
per month than semi-auto and powerloom units. This is because pitloom
units mostly suffer from shortage of working capital. They usually
sell their output and buy their yarn more often to ease their
quuidity problem. It can be seen from the teble that 70 per cent
of the pit loom units buy on credit from retailers semi-auto and
powerloom units buy 75 and 100 per cent on credit from wholesalers.
The duration of credit shovws that frequency of payment is higher
for retailers than wholesalers, This is because retailers do not
like to entend credit for a longer period, because they also buy
on credit from the whole- salers, with whom they need to maintain

a schedule of payment,
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4.6.3 Payment of Credit Purchase by Cash

Based on the information provided in the above table and from
the premium price paid per unit of output (1b.) bought on credit,
the interest rate paid by pit, semi-auto and power loom units can
be calculated. Table 4,13 shows the differential interest rate paid
by the corresponding units for the proportion of yarn requirement
bought on credit.

From the table it can be seen that retailers charge a higher
level of intcrest rate comparcd to the wholesalers., The pitloom
units paid highest level of interest rate of 90.38 per cent to
retailers as against 67.18 per cent to the wholesalers. Retailers,
on the other hand, charged semi-auto loom unit an intcrest rate of
75.45 per cent, which is substantially lower (by about 15%) than
the interest rate charged from the pitlom enterprises. Thesc

differential rates of intcrest are found to be due mainly to the

TABLE 4,13

ANNUAL INTEREST RATE PAID BY PIT, SEMI-AUTO AND POMERLOOM UNITS

Type of unit % of Premium Price Paid Interest rate paid to -
yp unit per 1b. of yarn (Tk.)
Retailer Wholesaler Retailer Whelesaler
(%) (%)
Pitloom 93.34 1.18 1.32 90,38 67.18
Semi-auto loom 89.29 1,12 1.26 75.45 53,28

pwerlom 03034 = 1 u30 - 51 n19
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bulk purchases that the scmi-auto Lloom enterprises make, regularity
of purchase from the same yarn traders and the long trading
associations that prevail between the traders and centerprises.
Intcrest rates charged by the wholesalers to semi-auto and powerloom
units arc 53.28 and 51.19 per cent respcectively. These are again
substantially lower than the interest rate charged by the retailers.
The main rcasons for charging these low rates of intcrest are again
the bulk purchases that thcse types of units make, rcgularity of
purchases from the same traders- and personal and trading relation
that has developed over the years now, which makes the credit transac-

tion risk free,

Comparison of the levels of intecrest rate between the retailers
and wholcsalers show that the retailers charged about 23 and 22 per
cent higherintercst rates than the whoiesalers for credit sales to
pitloom and semi-auto loom units respectively,  The differenccs in
interest rate arc quite substantial and, thus, therefore, brings
up the issue as to why thc hkandloom wcavers do not buy their yarn
from the wholesalers, whercby they can save betwecen 22 and 23 per
cent of interest rate from the total payablc rate. From the evidence
gathered, it is revealed that (i) purchasc of raw materiél from
retailers can be in a small quantity for which rctailers more readily
cater to thc cnterpriscs than the wholesalers. Also,(ii) as pitloom
units have higher frequency of purchase, the weavers fecl comfortable
to deal with the retailers and they maintain a better personal
rclationship with them., Furthermore, (iii) the pitloom wecavers can
bargain with retailers and sometimes make deferred payment to one
retailer and meanwhile make purchase from a different retailer,
Wholesalers, very often, refuse to scll on credit to pitloom or
scmi~auto loom units which buy yarn in small quanity. The reason
for doing so appcars to be due to the relu:ive cost involved in
dealing with credit sales to small purchascs, when alternative large
sales arc rcadily availablc. Howecver, they do ncgotiate small
credits, but mainly to friends, rclatives or to customers who are

maintaining trading links for a number of years.,
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Finally, it was observed that there existed differcnces in
interest rates according to location. Intcrest rates charged in
Norsingdhi bazar by rctailers and wholcsalers are bctween 2 and S
per cent lower than interest rates charged by the retailers and whole-
salers in Hasanbad., Howcver, there is found to be a marginal
difference in intcrest rates between retailers in Madhabdi  and
Norsingdhi. Madhabdi retailers charged between 1 and 2 per cent
higher intcrest than traders in Horsingdhi. Interest rate in rather
variant on quality of yarn. Credit sales of high quality yarn is
usually charged between 5 - 10 per cent more interest ratc than the

inferior quality of yarn of same count.

4.6.4 Payment of Credit Purchase by Output

It has been found that only somc of ‘the semi-auto loom units
pay for their credit purchase in output;fiwhilc pit and powerloom
units pay in cash. Out of the 28 semi‘auto loom units 6 units, i.e.
21.42 per cent of the total number of units, are found to have paid
for their credit purchase in output. It is intercstirg to note that
those units which produce sarces and lungis, irrespective of type
of units, always pay for their credit in cash. Payment in output
is only observed for cnterprises which are producing markin and quilt
cover pieces, Among 28 units selected for semi-auto, 6 produce
markin, 3 quilt cover and 1 mosquito net picces., It has been found
that out of the 6 units which are producing markin, 5 units, i.e.
83.3 per cent, pay in output for their crodit purchase, while 1 unit
(i.e 33.37) producing quilt cover also pays in output. All the 5
units which are producing markin pieces are located in Goradia, while
the unit producing quilt cover is located in Sheker Char, Madhabdi.
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Table 4.14 shows quantity and value of input, credit purchase,
frequency of purchase and monthly production of semi-auto loom units
which sell their output on' credit.

TRBLE 4.14

QUANTITY /ND VALUE OF INPUT CREDIT AND QUTPUT FOR SEMI-AUTO 1LOOM
UNITS WHICH PAY IN OUTPUT

Total & of unit Average Value of Value of Frequency Monthly

Product no. of buys on monthly input input of pur- output
unit  credit consump-  (Tk.) credit chase/ (yds.)

tion (1b) (monthly) (Tk.) menth
Markin 6 83.3 300 40,074 40,074 4 5,37€
Quilt cover 3 33.3 660 27,400 27,400 4 3,550

The tabe shows that the average monthly consumption is 900
lbs, for units producing markin and 660 1bs. for the unit producing
quilt cover., Thc corresponding value of yarn is Tk, 40,074 and
Tk. 27,400, The entirce yarn requirement of these units is purchased
on crcdit and from the wholesalers., The frequency of purchase is

found to be 4 times a month on an average.

Supplementing the above table with information on duration of
credit and discount given per unit of output due to credit purchase
of input, the interest ratc paid by the enterprises can be calcula-
ted. Payment of credit in output is worked out on the output price.
The lender i.e. wholesaler pays an output price, which is less than
the market price, hence, the margin gencrated is the interest payment

to the wholesalers. Thecrefore, paying for input credit in the form
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TABLE 4.15

DISCOUNT IN PRICE/UNIT OF OUTPUT, DURATION OF CREDIT AND INTEREST
RATE PAID TO WHOLESALERS BY THE SEMI-AUTO LOOM UNITS

Product % of unit Discount/ Duration Rate of
type buys on unit of out- of credit interest
credit put (days) (%)
(Tkﬂ)
Markin B83.3 0.136 1.4 58.42
Quilt cover 33.3 0.15 14.0 50.47

of output, the entrepreneurs _o not pay premium price on the input,
but instead receive a ncgative premium for their output, Table 4.15
shows tne discount in price/unit of output (yd), duration of credit

and interest rates paid by the enterprisgs to the wholesalers.

The table shows that the interest rates paid to the wholesalers
by the semi-auto units for two products viz. markin and quilt cover
are 58.42 and 50.67 per ccnt}respectively. The interest rate for
the prdduction of quilt cover is 7.75 per cent less. This is becausc
semi-auto units located in Madhabdi which produce quilt cover buy
raw materials in bulk from wholesalers and receive favourable prices.
It is to be noted, however, that yarn used in production of quilt
cover is usually of inferior quality than the ‘yarn used for the
production of markin pieccs although the same yarn count (40's) is
used, It also appeafslthat the rate of interest paid for yarn in

the production of markin is about 5.14 per cent higher (source
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of yarn: wholesaler) than the rate paid for the part of consumption
credit taken for producing sarcc (scc Table 4.13). Thc reason for
this higher level of interest rate is due to the quality of yarn
used in producing markin picces. It has been cstablished from the
survey that better quality yarns, which usually have such
characteristics as higher tensile strength, uniformity and, above
all, the exact length of yarn in the packagc, sell readily in the
market at a premium price., Intcrest rate charged for such type of
yarn is always higher than the inferior quality. Tt has, therefore,
emerged that in Goradia, intercst rate charged by the wholesalers
is relatively higher than the average intcrest rate prevailing in
other arcas of Norsingdhi,

4.7 Informal Credit Associated with the Dyeing of Yarn

Among the pit, semi-auto and power loom units the entire pro-
ducts of powerloom and pitlo 1 units are produced in grey and fini-
shed forms (sarees and lungis) respectively, These products do not
require any dyeing. On the other hand, semi-auto loom units produced

both grey fabric and finished products. Table 4,16 gives the details.

From thc table is can be seen that although all pitloom units
produce fabric in finished form, they do not have their own dyeing
facilities. On the other hand, about 18 per cent of the semi-auto
loom units have their own dyeing facilities and produced about 64
per cent of their total product in finished form. Those units which
have their own dyeing facilities arec usually large units with 10
to 15 looms. As powerloom fabrics are produced in grey form, they
do not requirc any dyeing facilities. Powerloom fabrics arc sold

in grey form to the wholesalers who markct them in dyed form.



64

TABLE 4.16

AVAILABLE DYEING CRPACITY AND PRODUCT TYPES

OF HAND- AND POWERLOOMS

Type of No. of % of unit % of units produced fabric
units sample with dyeing in the faorm
facilities
Grey Finished Total
Pitloom 15 - - 100 100
(15) (15)
Semi-auto loom 28 17.86 35.7 64.29 100
(1) (18) (28)
Powerl oom 6 - 100 - 100
(6) (8)
TABLE 4.17

PERCENTAGE OF UNIT, VOLUME OF CREDIT /ND RATE OF INTEREST FOR CREDIT DYEING

Type of % of units Average % of the Average Duration Rate of
uﬁgt used dyeing dyeing total credit interest
facilities cost/unit dyec on  amount (%)
(Tk.) credit (Tk.)
Pitloom 100 36,905 27 9,964 15 121.67
Semi-auto loom 46043 48,545 16 7,767 15 97.32
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Almost all production units buy a substantial portion of their
yarn requirement in grey form, VYarns arc then dyed from the local
dyers. It has been found that credit dyeing is relatively more pro-
nounced among the pitloom, than thc semi-auto loom units, However,
credit dyeing has been gencrally observed to be less in practice
than the credit sales of yarns., Tablc 4,17 shows dectail on credit
dyeing and the rate of interest paid by the units which use credit
facilitics,

From the table, it can be seen that the average annual dyeing
cost of pit and semi-auto loom units are Tk. 36, 905 and Tk. 48,545
respectively, Of this, only 27 and 16 percent of thc dyeing cost
for the corresponding units are met through credit. It has been
observed that the premium charged on credit dyeing is Tk. 5 and Tk.
4 per Tk. 100 worth of dyed yarn for pit and semi-auto loom units
respectively., The duration of credit is usually 2 weeks for both
the types of looms.

The rate of interest charged on credit dycing varics according
to location. Dyers in Hasnabad, to mainly dye yarn for pitloom
units charge a higher rate of interest than the dyers located in

Goradia, Sreenagar and Shekex Char,

Rate of interest for credit yarn dyeing is between 31 and 34
per cent higher for pitloom and between 22 and 44 per cent higher
for semi-auto loom than the interest which prevails for credit pur-
chase of yarn from rectailers and wholesalers, The reason for this.
high interest rate is the small number of manufacturers using credit
dyeing facilities, who are, therefore, charéed with a higher interest
rate,
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4.8 Working Capital

The need for working capital to increase the level of utiliza-
tion and efficicncy of the handloom weavers has becn emphasised by
many studies. According to the Handloom Census-1978, the require-
ment of working capital has been assigned to bc the main reason for
non-operational looms.1 About 81 per cent of thc handloom units
are said to be non-operational mainly duc to the dearth of working
capital. A BIDS study has cstimatcd the contribution of the entrepre-
neurs, according to the size of units, to the total working capital
requirement.2 The study reveals that in terms of working cnpital_
availability, the smaller units are at a disadvantage compared to
the larger units. It has been found thét weavers with 1 - Z and
35 looms can mect about 38.5 and 43.6 per coent respectively of their
working capital need. On the other hand, weavers with betwcen 11
and 25 looms can meet about 73 per cent of their working capital
requirement. Hence;'with the increase in the size of unit, the requi-
rement of working capital from the borrowed or other sources
decrcases, at lcast, in terms of percentage of the total requirement.
The problem of working capital for the smaller weavers is found fo
be even worse as described in a report prepared by the Task Force
for the Handloom—1982.3 According to this rcport, weavers with upto
3 looms depend for more than 90 per cent of their wofking capital
need on the non-institutional sources. However, the report also
mentions that larger units (above 20 looms) also have working capital

problem.,

Therefore, from the studies mentioned above, it is clear that
availability of working capital is the main prdblenn for handloom
enterprises to achieve highéf level of utilization and efficiency.
Thus far, a component of working capital i.e. raw material (yarn)
consumption has been dealt with very extensively. It has been found
that 93.94, 89.29 and 83.34 per cent of the surveyed pit, semi-auto

and power loom enterprises respectively meet correspondingly 48.82,
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52,71 and 35,65 per cent of their yarn requirement from retailers
and wholesalers on credit purchase. In the following, the existing
and required level of working capital will be estimated identifying
the sources from where the total working capital is met.

4.9 Estimation of Working Capital Requirement and Its Proportion
Met Though Credit Purchase

From the survey of 15 pitloom, 28 semi-auto loom and 6 powerloom
units, it has been found that all the enterprises in the sample are
faced with working capital problem, Table 4.18 shows the existing
and required level of working capital and share of yarn value in

working capital for pit, semi-auto and powerloom units.

TABLE 4.18

EXISTING AND REQUIN-D LEVEL OF WORKING CAPITAL PER LOOM

.1/

Tyoe of No. of No. of Existir w.C. % of WeCo in % of
uﬁzts san 1e loom/ level of required/ short- yarn form total
e unit  W.C/loom  loom fall of  as R/M, W.C. in

(Tks) (Ti,) W.C/loom UW/P & F/C yarn

(Tk.) form

Pitloom 15 2.5 ' 3,181 5,505 42,22 2,252 ‘10.60
Semi-auto loom 28 5,93 5,33 7,774 31.42 4,311 80.87
Powerloom 6 2.8 7,545 3,162 17.65 6,747 09.42

Note: 1/ W.C. : Working capital
R/M ¢ Raw material
W/P s Work in progress
F/G s Finished goods.
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The existing level of working capital/loom for pit, semi-auto
and power loom is Tk. 3.18, 5.33 and 7.55 thousand respectively,
The required level of working capital is calculated based on 20 days
yarn consumption, dyeing, sizing and other costs for materisl under
process and tinished stock for one week.!4 According to such etima-
tes, the required level of working capital for pit, semi-auto and

power loom weaving is Tk. 5.50, 7.77 and 9.2 thousand respectively.

From the table, it can be seen that the existing level of work-
ing capital is not adequate to meet the required level for all types
of production units, The pitloom has the most acute of shortage
of working capital of 42.22 per cent followed by semi-auto (31.42%)
and power looms (17.65%). To meet this shortfall in working capi-
tal, the pitloom units make short length tana (short warp beam) which
require less quantity of yarn and, therefore, pitlooms buy yarn fre-
quently relative to the semi-auto and power loom units. The table
also shows that raw material cost constitutes 70.8, 80.9 and 89.4
per cent of the working ca, ital for pit, semi~auto and powerloom

units respectively,

4.10 Vorking Capital Loan

Apart from meeting the working capital need credit purchases
of yarn from the retailers and wholesalers, entrepreneurs also
borrowed money from institutional and non-institituional sources
to meet their working capital need. Table 4.19 shows details of
manufacturing units which have borrowed working capital and their

sources,

From the table it can be seen that about 61 per cent of the
semi~auto loom units have taken loan for working capital as against
one-third of the pit and powerloom units.5 Of these units a high
percentage of units obtained loan from the institutional sources.
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TABLE 4.19

ENTERPRISES WHICH BORROWED WORKING CAPITAL (W.C) WITH SOURCES OF CAPITAL

Type of unit No. of No. of units took Sources (as 7 of the
ype sample working capital units obtained loan)
loan

Yes No Inst, Non-Inst.
Pitloom 15 5(33.3%) 10(56-7%) 3(60%) 2(40%)
Semi-auto loom 28 17(80.71%) 11(39.29%) 16(94.12%) 1(5.88%)
Powerloom 6 2(33.3%)  4(66.7%) 1(50%) 1(50%)
TRBLE 4,20

NON-INSTITUIDNAL LOANS TO HAND AND POWERLOOM LUNITS

% ofé/ Year Source Average Collateral
Type of units .

units of of amount

taken non- loan loan of loan

inst.loan
Pitloom 13.33 (2) 1963 Landlord/ 1,600  Personal Trust/

1986 Businessman Security by
Chairman

Semi-auto loom 3.57 (1) 1975 Relative 8,500  Personal Trust
Powerloom 16.67 (1) 1988 Brother 15,000  Personal Trust

3/ Figures in bracket specify the number of units.


http:16(94.12
http:11(39.29
http:17(60.71
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About 94 and 60 per cent of the sumi-auto and pitloom units' loans
are from institutional sources, while for powcrloom it is 50 per
ent, Therefore, in terms of percentage share of the total units,
the powerloom unit obtained highest level (50%) of non-institutional
loan followed by pit (40%) and semi-auto looms (about 6%). In the
following, the details of non-institutional loans are discussed,
while institutional loan and its linkage with the infcrmai loan will
be dealt with later,

Non-institutional loan specific to working capitai has not been
a dominant feature of credit among the handloom and powerloom weavers

as shown in Table 4.20.

From the table it is evident that very few enterprises have
used non-institutional loan for working capital, Altogether, only
4 enterprises from pit, semi-auto and power loom units have used
non-institutional loan, correspondingly representing 13,33, 3.537
and 16.67 per cent of the total enterprises. These loans are mainly
from the local lardlords, bu inessmen and relatives. The powerloom
unit has taken the highest amount of loan of Tk. 15,000, followed
by semi-auto loom (Tk. 8,500) and »itloom (Tk. 1,607). All these
loans are mainly obtained based on personal. trust, while for pit-
loom, the local Chairman acted as a security to the loan obtained

from a local businessman.

It is interesting to note that only the semi-auto loom and has
berrowed working capital in 1975, but the remaining units in 1983
and 1986, The handloom credit of Tk, 1000 million was extended to
the weavers in 1983, It appears that about 57 per cent of the semi-
auto loom units, who did not taken any credit earlier, have availed
of institutional credit. Though the remaining 2 pitloom and 1 power-
loom units could have availed of institutional credit, they instead
used noninstitutional credit from local sources viz. landlords,

businessmen and relatives. The main reason for using



non-institutional loans has been that the entrepreneurs could not

find proper intermediaries,

Table 4,21 shows the duration of 1loan,

who could process their loan application,

interest rate paid, loan

outstanding and utilization of loans taken by the pit, semi-auto
and powerloom units.
TRRE 4.21

INTEREST RATE, UTILIZATION OF NON-INSTITUTIONAL LOANS
Type of fmount Duration Annual Utilization of loan Qutstanding
unit of loan of loan interest loan (Tk.)

(Tko) (year) rate (%)  Working  Expan-  Consum-
capital sion tion

Pitloom 1,600 2 52.0 1,300 - 300 1,600
Semi-auto .
loom 8,500 2 40,0 6,000 2,500 - 2,000
Powerloom 15,000 2 35.40 13,000 - - 10,000
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From the table it can be sewva that the pitloom unit pays an
annual rate of interest of 52 per cent. This interest rate is paid

on weekly basis. In fact, the entrepreneur pays Tk. 1 for each Tk.
100 per week, This interest rate is about 15 and 38 per cent lower
than the interest rate paid to the wholesalers and retailers
respectively, The entrepreneur of the semi-auto loom unit, who has
borrowed working capital from his relative, pays much less interest
rate: 40 per cent only. This interest rate is calculated for the
current ycar. The borrower pays Tk. 200 quarterly for the outstanding
loan that the entrepreneur still owes to his relative. The borrower
has repaid the loan, on an average, at the rate of Tk. 500 a year.
Powerlcom unit, on the other hand, does not pay any interest.
However, there are reciprocal arrangements between the entrepreneur
and his brother to borrow from each other at the time of need,
Therefore, an implicit intcrest rate could be calculated here, which
would be the opportunity cost of the capital. According to the
entreprencur, such interest rate could vary between 35 and 40 per

cent.

Utilization of the borrowed capital shows that pit loom has
used about 81 per cent of the bor >wed capital as working capital,
and about 19 per cent for consumption. The semi-auto loom unit,
on the other hand, used 71 per cent of the borrowed capital in
meeting the working capital need, while 29 per cent was used in expan-
sion, The powerloom unit has entirely used borrowed capital entirely

as working capital.

The existing loan position of the units shows that pitloom units
have not repaid any pert of the loan. Semi-auto and powerloom units
have repaid about 76 and 33 poer cent of the total loan respectively,
The re-payment of the loan for the semi-auto loom unit, has been
at a lower level compared to the powerloom unit, although the dura-
tion of loan was 2 years. The main reason stated for the delay in
re-payment of loan is that the units are still experiencing severe

woring capital problems.
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4.11 Output Marketing of Handloom and Powerloom Products

Handloom products are entirely sold cither to retailers or whole-
salers or to both. Table 4,22 shows the existing marketing of pro-

ducts for pit, semi-auto and powerloom units.

The table shows that pitloom units do not use a single source
of output sales; instead they, market their products to both
wholesalers and retailers depending on wherc they can strike a better
deal. The pitloom entreprencurs believe that such a marketing
strategy can bring greater benefit than using a particular source
of output sales. On the other hand, all the semi-auto and powerloom
units sell their output to wholesalers. According to these
entreprencurs as they market production in bulk, it is ecasier to

market products through wholesalers.

- The modc of saies shows that the entire pitloom products are
sold in cash, while semi-auto and powerloom products are marketed
both in cash and credit forms. Table 4.23 shows the existing mode

of sales of handloom and powerloom products.

The table shows that all the pitloom units sell their products
for cash, while 57.14 and 66.67 per cent of semi-auto and power loom
units scll for cash and the remaining 42.86 and 33.33 per cent of
he corresponding units sell on credit., It is to be noted here that
out of 42,85 per cent (12 units) semi-auto units who sell on credit,
6 units (21.43) produced markin and quilt covers. These units buy
their entire yarn from the wholesalers, where payment is usually
deferred for a week, for which no extra premium on sales is involved.
Therefore, effectively, 21.42 per cent of the remaining semi-auto

loom urnits sell their output on credit.,

According to the units who sell their output on credit, there
is no extra payment involved for the delayed payment, Usually, the

wholesalers buy the output in the weekly bazar from the entrecpreneurs
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TRABLE 4.22

RARKETING OF PRODUCTS OF HANDLOOM AND PUOWERLODA UNITS

Type of unit No. of Products marketing to:
sample
ltetailer Wholesaler Wholesaler Total
& retailer
Pitloom 15 - - 15 15
Semi-auto loom 28 - 28 - 28
Powsrloom 6 - 5 - 6
TABLE 4.23

MoeE OF SALES OF HANDLOOM AND POMWERLOOM PRODUCTS

No. of Mode of sale (in per cent)

Type of unit sample
Cash Credit Total
. 1/ .
Pitloom 15 100(15)- - 100(15)
Semi-auto loom 28 57.14(16) 42.86(12) 100(28)
Powerloom 6 66.67/2) 33.33(4) 100(6)

1/ Figures in bracket show the number of units,
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and make payment for the same output in the next weekly bazar i.c.
payments arc made with a delay of 7 days., This form of transaction
is widely practised among the wholesalers and their regular suppli-

ers, and for most of the transactions no extra payment is involved.

4.12 Historical Perspective of Informal Credit Market

The historical pattern of change of the informal credit market
has been analysed and compared between two periods, These periods
are (i) 1947-1970 i.e. during Pakistan period; and (ii) 1971-85 i.e.
after Bangladesh came into being. The comparison is based on the
following:

a) availability of fund;

b) availability of lender;

c) access to loan, and

d) increase in interest rate.

Thse characteristics are measured for the manufacturing and
trading units for thc above two I+ riods, sepérhteii. It has bgzen
found, however, that a substantial number of entreprencurs of the
manufacturing units did not recognise the change in some of the
characteristics, such as availability of funds and lenders. However,
regarding the access to ifnormal loan and increase in interest rate,
the responses were significant. The incidence of thosc who do not
know is found to be higher for the traders. The change in charact-
eristics of the informal credit market was first discussed for the
manufacturers (Table 4.24) and then for the traders (Table 4,.25),

The table shows that availability of informal credit fund during
1971-85 has increased compared to the period 1947-71 but the availa-
bility of fund may reflect the fact that the credit extended through
Hendloom Credit - 1983, may bave been improperly channelised into
the informal market and probably this fund has fallen into the hands
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TABLE ..24

CHANGE IN CHARACTERISTICS OF INFORMAL CiEDIT MARKET
FOR THE MANUFACTURERS (IN PER CENT)

Period

Characteristic 1947-70 1971-85
of change

Yes No Don't Yes Na Don't

knouw know
Lending fund is
available 22.4 14.3 63.3 26.53 - 73.5
Lender is ,
a\lailable 200& 2.0 7708 12.2 - 87.8
Access to loan
is easy 49.0 26,5 24,5 61.2 18.4 20.4
Interest rate
has increased 63.3 10.2 26.5 73.5 B.1 20.4
TABLE ..25
CHANGES IN CHARACTERISTICS OF INFORRA! CArSIT
MARKET FOR THE TRADERS
Period

Characteristics of
change _ 1947-70 1971-85

Yes No Don't .Yes No Don't

know KNow

Lending fund
is available 28.6 21.4 50.0 28.6 21.3 50.1
Lender is _
available 35.7 71 57.2 28,6 21.4 50,0
Access to loan A
15 easy 31 og 17.3 ’ 50-8 14.3 21 .18 6“-3
Interest rate . :
has increased 14.3 21.4 64.3 21.4 6.3 64.3
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of a few persons: consequently, access to loan has increased, while
the number of lenders has fallen from the previous period (1947-70).
Although ‘there has been an incroased supply of fund in the informal
credit market, but the interest rate has increased during the later
period,

Table 4.25 shows the change in the above mentioncd characteris--
tics for the trading units,

It can be scen from the table that according to the traders,
duving 1947-70 and 1971-85, the availability of informal credit funds
has remained the same, while the availability of lenders has been
reduced in the later pei.isi, Easy access to credit for traders during
the period 1971-85 has fallen by more than half compared to the
period. 194770, This reflects the fact that characteristics of the
credit has changed, credit has increased in terms of sales, while
term loans from thc lenders have decreased. The increase in interest
rate during 1971-85 has been higher than during the period 1947-71;
however, it has been so less significantly.

From the above it emerges that borrowing of term loans from
informal credit sources is not widely practised among the
manufacturers and traders, Rather, credit purchase of raw material
or sto:k, as appropriate, is gaining importance. It is alleged that
such kind of informal credit bears less risk of misappropriation
of capital and also fetches higher rate of interest for the lenders,
The changes in characteristics of the informal credit market between
the period 1947-71 abd 1971-85 shows that, there has been an increase
in the availability of funds for the manufacturers and this is due
to Handlocm credit-1985 given to the weavers. It is widely believed
hat there has been gross mis-appropriation in the disbursement of
the loan and actual weavers did not benefit from the Handloom loan
(Section 6.3:2); rather, this credit has been absorbed by the local
elite, politicians and touts who may have channelled the money to
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the informal credit market. For traders, it is decisively the
that informal credit market has reduced in size during 1971-85
the period 1947-81. For the manufacturers and traders,
availability of lenders has declined. This reflects the fact

case

from
the

that

the money lenders haild mainly from the Hindu community, many of

whom migrated to India.
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In_thc Report of thc Task Force for the Handloom Sector, op,

Cit., PP, 63-G6, thc required level of working capital is estima-
ted by considering the consumption of yarn for 20 days, cost .
of dyes and chemicals, cte, as 35 per cent of the yarn cost

and cost of 3 wecks of finished goods, In estimating working"
capital requircment for the present study, cost of finished

goods, however, is considered for 1 week, because it is found

that manufacturing units scll off their production on weekly

basis,

It is to be noted that entreprencurs who have borrowed money
from the non-institutional Sources have specified it to be for
meeting working capite’ nceds. However, as the lcans were later
used for: other purposes. Here, as the loans werc intended to
be used as working capital, +the loans have been referred to
as working capital loans,



CHAPTER 5

INFORMAL CRELTT MARKET FROM THE SUPPLY SIDE

5.1 Introduction

In the previous chapter the credit structure, terms of credit
and rates of intcrest are studied from the demand side i.e. from
the manufacturers' side. Here, an attempt has been made to estimate
the informal credit market parameters from the supply side i.e, from
the traders’' (viz. retailurs and wholesalers) side. It is to be
noted that a detailod cost and return accounts of the traders will
not bc preseated here; instead, an coffort will be made to identify
sources of capital, especially for working capital, for the traders.
In identifying such sources, viz. formai and informal, the rate of
interest paid by the traders will be estimated. However, in this
chapter only nor~-institutional credit will bo considered. Most
importantly, the credit sales given to the handloom and power loom
enterprises by the traders will be estimated in terms of quantity
and value and thercby interest rates will be calculated from the
information provided by the traders. Although the traders arc
selected from the same or nearby areas from where handloom and
powerloom samples are selected, credit sales given by the traders
specific to the pit, scmi-auto and power loom units cannot be
established, because such specific information is not available.
Information on credit market is therefore presented on a locational
basis, i.e. regarding from where the traders are selected, rather

than based on the type of units.

5.2 Structural and Financial Details of Traders

Yarn traders, as mentioned in chapter 2, were selected from
Hasnabad, Madhabdi and Norsingdhi arcas, wherefrom the sample for
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the manufacturing units werc also sclected. The wholesalers mainly
buy their yarn from Narayanganj Tan Bazar and Norsingdhi Bazar and
some reccive yarn from the textile mills. On the other hand, the
rctailers mostly buy their yarns from the wholesalers in Norsingdhi,
sometimes from Narayanganj. For example, rectailers of llasnabed
mainly buy yarn either from wholesalers in Hasnabad or Norsingdhi
and Narayanganj bazar. All the yarn traders in Hasnabad mostly
supply yarn to pit loom units and some to the powerloom units.
Retailers in Norsingdhi and Madhabdi mainly supply yarn to pit,
semi-auto and powerlooms. It appears, in gencral, that those traders
who buy yarn ir bulk usually prefer to buy them from Narayangan j
bazar, bccause they get competitive prices and also, some traders

have years of trade-links with the yarn merchants in Narayanganj,

Table 5.1 shows the number and types of traers selected from

Hasnabad, Madhabdi and Norsingdhi areas.

The table shows that a total of 14 yarn traders have been selec~
ted, of whom 5 are whole~alers and 9 .arc retailers. Among the 5

wvholesalers, 2 selected from Norsingdhi bazar are also Tag dcalers,

who reccive yarn from BTMC mills,

It has been found that some of the trading businesses establi-
shed as carly as 1950 arc still operating. Some of the traders have
other businéss besides yarn trading., Table 5.2 provides the perioq
of establishment and information regarding othcr types of businesses

that. the selected traders have,

It can be seen from the table that 3 traders in Hasnabad have
other businesses, which arc weaving, dyes and chemicals and varn
dyeing, The wholesaler who has been sclected as a sample ﬁfom
Hasnabad has a dyes and chemicals business and a yarn dycing factory.
Among the remaining two yarn retailers, one retailer owns ‘a dyes
and chemicals shop, while the other has a weaving unit. In
Norsingdhi, out of two yarn traders, one is a wholesaler, who owns



TABLE 5.1

NUMBER AND TYPES OF SELECTED TRADERS

Location No. of Types of traders
sample
Retailer Wholesaler Total
Hasnabad 4 3 1 4
Madhabdi 5 3 2 5
Norsingdhi 5 3 2 5
Total 14 9 5 14
TABLE 5.2

PERIOD OF ESTABLISHMENT AND OTHER BUSINESSES OWNED BY THE TRADERS

Location Period of No. of traders Types of Business
Establish- with other
ment businesses
Hasnabad 1954-72 3 Weaving/Dyes and
Chemical/Yarn
Dyeing
Madhabdi 1960-86 1 Gold
Norsingdhi 1951-84 2 Weaving/Cloth

trading
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a8 cloth wholesale shop, while the other trader is a retailer who
owns a weaving unit. The traders in Hasnabad and Norsingdhi who
own other businesses are all related to the textile trades. However,
‘the trader in Madhabdi owns a completely different type of business:
a gold shop.

It has appearcd that all thse businesses are set-up from the
re-invested profit from the yarn trading business. All thesc busines-
ses have obtained bank loan at the set-up, a fact which will be
discussed chapter-7. ficcording to the yarn traders, cost and return
accountsfor the other businesses are maintained separately from the
yarn trading business. However, cash moncy is drawn from other
businesses whenever there is a need for working capital by any
business.

5¢3 Some Financial Details of Yarn Trading Busimesses

Financial information giv2s details of sources of fixed capital,
existing levels of working capital and their sources and interest
rates paid on borrowed capital uscd for fixed and working capital
for the selected traders in Hasnabad, Madhabdi and Norsingdhi arcas.

5,3,1 Fixed Capital

Although information on fixed capital for the yarn traders is
not available, sources of borrowed component of fixed capital have
becn established, Table 5.3 shows the'details of borrowed capital
of the traders, based on their locations.

om the table it can be seen that 4 out of 5 wholesalers and
retailers in Norsingdhi bazar usecd cntirely their cwn set-up capital.
On the other hand, 2 (50%) and 3 (60%) traders of the Hasnabad and
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TADLE 5,3

SOURCES F BORROMED FIXED CAPITAL AT SET-UP FOR THE YARN TRADERS

Location No. of Own Source of loan for the traders % of total
traders capital capital
Bank Whole- Friend Total Dwn Borrowed
saler
Hasnabad 4 2 1 1 - 4 0 30
Madhabdi 5 2 1 1 1 5 58 45
Norsingdhi 5 4 - - 1 5 100 -
TABLE 5.4

RATE OF INTEREST AT SET-UP FOR YARN TRADERS

Source ¢ noi-insti

No. of Nwerage tutional loan Duration Collateral Rate of
traders loan (Tk.) —— (year) interest
Wholesalers  Friend (®)
2 2000 1(1960) 1 N.A, Personal 26
(Hasnabad)
2 30003/ 1(1986)  1(1986) Ny, Persanal 25{‘;/
(Machabdi) 20000-/ 1 Trust/ 02-/
Security

Note: o/ and b/ information pertinent to trades setup in 1966 and 1986 respectively.

b/ duration of credit for the trades setup in 1986.
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Madhabdi bazars respectively used borrowed capital. Among the two
traders in flasnabad, who used 30 per cent of the total set-up capital
from borrowcd sources, one borrowcd the capital from a bank and the
other from a wholesaler. Three tradcrs in Madhabdi who financed
45 per cent of thc total sct-up capital from borrowed sources used
three differcent sources of finance: commercial banks yarn wholesaler
and a friend. All the yarn tradcrs who borrowed from wholesalers
mostly rcccived their borrowed capital in the form of commodity

(yarn).

All thec yarn traders, except one, who used borrowed capital
in setting up the business had c¢stablished their busincss during
1960s and early 1970s. Information available from these traders,
cspecially for informal loans, are not adequate to calculate the
cxact interest rates, hence estimated rates of interest are given.
However, for the unit which was cstablished in 1986, the exact rate
of interest rate has been calculated. Table 5.4 shows details of

amounts of loar. duration of credit, rates of interest, ctc.

It can be scen from thc table that one trading business in Hasna-
bad and the other in Madhabdi borrowed capital in 1940 and 1966 res-
pectively. These businesses have alrcady paid up all the loans.
The intcrest rate shown in the table against these businesses is
based on the interest rate they have estimated, which appears to
be, on average, Tk. 5.00 per week for each Tk. 1000 of borrowed
capital. However, the business which was sctup in 1986, paid an
intercst rate of 42 per cent.

5¢3.2 Working Capital

As working capital is the most important cost element of
investment cost, the existing levels of working capital and their
sources have been established for the yarn traders selected for the
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study, Table 5.5 shows the details of working capital for the yarn
traders. |

The table shows that wholesalers rcquire much higher working
capital than retailers. Wholesalers in Hasnabad, Madhabdi and Nor-
singdhi require about 2.8, 3.5 and 4.3 times more working capital
than retailers of the respective arcas, Table 5.5 also shows that
traders in Hasnabad met the highest level of working capital of 62
per cent from their own sources, followed by traders in Norsingdhi
(55%) and Madhahdi. (46%).

TABLE 5.5
LEVEL OF WOKKING CAPITAL (W.C) AND THEIR SOURCES FOR YARN TRADERS

Location No. of Level of W.C (Tk.000s) Source of V.,C,
traders (7)
Retailers Whole- Weighted Own Borrowed
salers Average
Hasnabad 4 39.30 110.10 57.00 62 38
Madhabdi 5 58.50 204,75 117,00 46 54

Norsingdhi 5 94,50 408.25 220.20 55 45
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Sources of borrowed capital have been investigated for the tra-
ders and it has been found that traders in Norsingdhi bazar did not
take any institutional loan, but 4 wholesalers in Hasnabad and Mad-
habdi did. A1l 14 traders, however, made credit purchase in the
same way as the manufacturing units do, from the large wholesalers
in Narayanganj and Norsingdhi bazars, liere, only the informal credit
transaction is discussed. Table 5.6 gives details of the borrowed

capital and credit purchases made by the yarn traders,

Frou the table it can be seen that none of the traders in Nor-
singdhi have taken any bank loan, but one trader has taken loan from
a mohajan in Dhaka. On the other hand, 40 per cent yarn traders
in Madhabdi and 50 per cent in lasnabad have taken bank loan, Al1l
the traders, however, make creadit purchase of yarn. Average monthly
purchase of yarn varies between Tk. 398.67 thousand and Tk. 1,430
thousand with the traders in Norsingdhi bazar making highest amount
of purchases and in Hasnabad the lowest. All the yarn traders buy

their yarn either from Norsingdhi or Narayanganj,

The collateral for credit purchase from wholesalers in Norsing-
dhi is mainly based on personal trust, Some of the yarn traders
have been doing business with the wholesalers in Narayanganj for
almost 3 decades now; therefore, personal trust plays an important
role in credit purchases. 4 long trading relationship also confers
benefit in terms of 1low rates of interest. Some of the retailers
who buy yarn from Narayanganj have been introduced to the yarn
merchants by the wiolesalers of Norsingdhi and it appears they act

as a sccurity for these retailers.

From the above table, it is possible to calculate the rate
of intercst paid by the yarn traders in Hasnabad, Madhabdi and Nor-
singdhi to the wholesalers by estimating the amount of credit, pre-
mium paid on credit purchases and duration of credit. Table 5.7

shows the calcualted rate of interest paid by the yarn traders,
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TALL 5.6

SOURCE OF DORRCMED CAF: 'l AND VALUE OF PURCHASE FOR THE YARN TRADERS

No. of Source of credit Monthly Valuz Place of Collateral
* yarn pur~- of pur- purchase
traders
Bank Other  Credit chase (ib) chase
loan source purchase (Tk.000s)
4 2(50%)1/ - 4 5,665 398.67 Norsingoni  Security
(Hasnabad) Narayanganj from whole-
saler
5 2(40%) - 5 13,814 569,83 " Personal
(Madhabdi ) trust/whole
salers
5 - 1(20%) 5 34,670  1430.00 " "
{Norsingdhi)

1/ bracket sHous the % of trading business.

TABLE 5.7
VOLUME OF CREDIT PURCHASE AND nATE OF INTEREST FOR YARN TRADERS

% of Monthly Duration Premium/ Rate of
Location credit credit of credit bale interest
purchase purchase (day) (400 1b) (%)
(Tk.000s) in Tk,
Hasnabad 38 151.49 15 140 20.62
Madhabdi 54 307.71 7 60 18.93

Norsingdhi 45 643,50 10 50 11.06
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The table shows that traders in Norsingdhi made the highest
credit purchase of Tk. 643.50 thousand, followed by traders in Mad-
habdi (Tk. 307.71 thousand) and Hasnabad (Tk. " 151,49 thousand).
Yarn traders in Norsingdhi bazar pay the lowest level of rate of
interest of 11.06 per cent, because they buy yarn in bale (400 1bs)
form. They pay a premium of about Tk. 50 per bale of yarn for a
duration of 10 days. Traders in Hasnabad pay almost double the rate
of interest (20.62%) than the traders in Norsingdhi for their credit
purchase., This is because most of the traders here buy yarn from
Norsingdhi. Yarn wholesalers in Norsingdhi charge higher premium
for credit sales than the wholesalers in Narayanganj. The traders
in Madhabdi buy yarn from Norsingdhi as well as from Narayanganj.
They pay an interest rate of 18.93 per cent which is less than the

interest rate paid by yarn traders in Hasnabad.

From the table, it therefore appears that therec is a currela-
tion between the volume of purchase and the rate of interest _payment
for the credit purchase. . The rates of interest paid by the yarn
traders to the wholesalers arc comparatively much less than the into2-
rest paid by the manufacturing units to the yara traders. In fact,
traders in Norsingdhi pay a ratc of interest which less than the
market ratc of interest cof the financial institutions. When the
wholesalers sell varn in bale form they charge a token interest.
It is a usual practice that the purchase made today will be paid
for at the next purchase. For this delayed payment, a token premium
is taken. For example, average price of 32's cotton yarn bale is
Tk,16,500. The wholesalers in Narayanganj charge about Tk. 16,550
to their regular customers for credit purchasc., However, wholesalers
in Norsingdhi charge a higher premium, as has been reflected in the
interest rates of Hasnabad and Madhabdi.
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5.4 Credit Sales to Customers

In this sectioa, an attempt has been made to calculate the rate
of interest paid by the customers to the‘yarn traders from the infor-~
mation collected from the supply side. Calculation of such interest
rates is important because it will facilitate a comparison with the
interest rates established from the survey of the manufacturers.
It is to bc noted, howcver, that yarn traders supply yarn to manufac-
turers as well as to yarn rectailers and wholesalers., Therefore,

calculated intcret rates would not represent manufacturers alone.

Before calculating the interest rates paid by the customeré
to the traders. the characteristics of the customers and monthly
sales value have been established. Table 5.8 shows the number of
customers that yarn traders attonded to on an average per month,
the types of custoners, average monthly sales and proportion of credit

sales for the traders at different locations.

The table shows that thc yarn traders in Hasnabad attended to
the highest number of customers, with an uvecrage sales of TK., 2.09
theusand per customer per month, and most of these sales arc made
to pitloom weavers. This corresponds with the previous finding that
the pitloom, in cemparison to semi-auto and powerloom units, use
more alternative sources for purchase and consequently buy 1less
quantity of yarn per purchase. On an average, 60 per cent of the
sales is made on credit; this indicates that yarn traders not only
give credit to the regular but also to other customers. Among the
other customers, a large number of them are known to the yarn traders;
however, these tustomers do not maintain a regular purchase schedule,
Traders in Madhabdi serve the lowest number of customers and have
an average monthly sales of Tk. 3.24 thousand per customer. Aboht
53 per cent of sales is given on credit. The sales value of thesc
traders is about 55 per cent highcr than the traders in Hasnabad,
The traders in Madhabdi mainly sell yarn to scmi-auto loom units.

Finally the traders in Norsingdhi bazar have the highest number of
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TABLE 5.8 |
CHARACTERISTICS OF CUSTOMERS AND VALUE OF SALES FOR YARN TRADERS

Average Types of Monthly Sales/ % of
Location no. of customers (%) sales customer . credit-
customers (Tk.0008) sales

Regular Others (Tk.000s)

Hasnabad 182 38 62 380.20 2.09 60

Madhabdi 169 35 65 547.50 3.24 53

Norsingdhi 173 47 53 1368.75 7.91 45
TABLE 5.9

VALUE OF CREDIT SALES AND RATE OF INTEREST CHARGED BY THE TRANZRS

Monthly Duration Premium/ Rate of
Location credit Collateral credit bundlea tuterest
sales (day) (10 1bs,) (%)
(Tk.000s) in Tk,)
Hasnabad 228.12 Personal 8 6.0 66.39
trust
Madhabdi 290.18 " 7 45 56.73.

Norsingdhi 615,94 " 11 5.0 40,22
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regular customers, 47 per cent, and have, on an average, a monthly
sales of Tk. 7.91 thousand per customer, which is 3.78 and 2. 19 times
higher than the traders in Hasnabad and Madhabdi bazar respectively.
Traders in Norsingdhi bazar sell yarn mainly to scmi-ayto and power-
loom units as well as to retailers and wholesalers. Compared to
other yarn traders, traders in Norsingdhi bazar sell yarn to a larger
number of retailers and wholesalers.

The rates of interest paid by the customers to different yarn
traders can be calculated from the salcs value, premium of credit
sales and duration of credit. Table 5.9 shows thé calculated rates
of interest charged by the traders in Hasnabad,'Madhabdi and Nor-
singdhi.

The table shows that monthly credit sales made by traders in
Hasnabad, Madhabdi and Norsingdhi is Tk, 228.12, 290.18 and 615.94
thousand respectively. All the credit sales made by the traders
were based on personal trust, which developed between the traders
and customers because of long term busincss associations, According
to the traders security on credit is required only in a very few
cases wherc thc traders. do not know the customcrs, but in most cases
all weavers of the locality are known to the traders.,

Interest rate charged by the trades to castomers for credit
sales is 66.39 per cent in -Hasnabad 55.73 per cent in Madhabdi and
40,22 per cent in Norsingdhi area. “These intcrest rates arc. substan~
tially lower than the rates of interet calculated according to the
information provided by the manufacturers.

5«5 Yarn Distribution Through Bangladeah Handloom Board and Indus-
trial Co-operatives

Bangladesh Handloom Board (BHB) receives yarn allocation from
the Bangladesh Textile Mills Corporation (BTMC), which is then
distributed among the Central Industrial Co-operative Societies.
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Central Industrial Co-opcratives, on the other hand, distribute the
yarn to wcaver-mcmbers through the primary Co-opcratives.

The Central Industrial :Co~operative in Noreingdhi. has 155 .regis-
tered primary members. It distributes the yarn received frqm: the
BHB to its primary societies, which in turn distribute the yarn to
the handloom units. Table 5.10 shows_the quantity of yarn (in 1b,)
received by the Central Co-operative and membes of primary societies
to whom the yarn is distributed,’

From the table it can be scen that in 1983-84, the highest
quantity of yarn of 625.6 thousgnd lbs. was distrif;uted. Quantity
of yarn was reduced almost to half in 1984-85 and in 1985-86 1no yarn
was distribuﬁed through the. Central Industrial "éo-operative. The
reason for this drop in quantity of distribution of yarn was that
the price at which BTMC supplicd the .yarn to industrial societies
was higher, than thce market price, at least for somec ‘counts of yarn,
The industrial sources did not 1lift off their quota.:for such type

of yarn, hence the quantity of distribution. declined in- 1984-85,

| TABLE 5,10
DISTRIBUTIOR OF YARN THROUGH CENTRAL CO-OPERATIVE ASSOCIATION

Distribution to Estimated consumption

Year Quantity no.. of primary of Norsingdhi in 1978
societies (1000 1bs)

1982-83 4,80,800 100 -

198384 6,25,600 143 44,840%

1984-85 3,28,800 112 -

1985-86 - -~ | -

Note: 1/ Estimated from the Handloom Census - 1978,
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In fact, for some yarn counts the aarket price was 5 - 10 per cent
lower. 1In 1985-86 industrial societies did not distribute any yarn
to the weavers because for all yarn counts thé market prices were
lower than the BTMC brices. During‘1983-84 and-1984-85, the yarn
market experienced an influx of smuggled yarn. Therefore, supply
dominated the demand of yarn, To cdmbat this situation, the BTMC
wvas forced to sell yarn in auction at a discount price in order to
stop the piling up of stock. The Central Industrial Co-operative
and the primary societies, therefore, did not 1ift off their quota,
allotted to them by the. BHB, from the BTMC. . However, in recent times,
BHB is again taking initiative in marketing yarn through the

Industrial Co-opcrative Socictics.

In the table annual consumption of the Norsingdhi District has
been estimated from the Handloom Census-1978.1‘ The estimated annual
consumption according to the Census is 44,840 thousand 1bs. Yarn
distributed during 1982-83, through the Central Industrial Co-opera-.
tive, if compared withjthe annual consumption of Norsingdhi district,
represents between 0.75 and 1.40 per cent of the total consumption,
Therefore, it shows the significance of marketing yarn through the
retailersiqnd,whplesalersi@hg“ocgupyﬁalmqst_98.5 pcr cent - of - all
trading. Thié cofresponds with the finding of the Handloom Census-
1978, that about -2 per. cent of the total purchase was procured form

the co-operaﬁive-éqéibtiéé'and‘GQVefnmept a'gencies.2
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"NOTES

Report on llandloom Census-1978, Annexure VII subdivision table,

Miah. A, Institute,_ of Business.,Administration, University of

Dhaka, March, 1979, P. 19.

Report. _on Bangladesh Handloom Census-1978° (Main_Report), op.

cit., P, 106, table 114,
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CHAPTER 6

INSTITUTIONAL CRFDIT AND ITS IMPACT ON INFORMAL CREDIT
MARKET FOR HANDLOOM AND POWERLOOM SECTOR

6.1 Institutional Credit to Handloom and Powerloom Sector

Institutional loan to handloom and powerloom sectors have .been
identificd for the manufacturing units i.e. handloom aud powerlbom
weaving and for yarn traders i.c. for yarn rctailers and wholesalers,
These loans arc mainly channclled to weavers through the commercial
banks. However, in Norsingdhi it has been found that, in 1972-73,
some Co-operativc loans are extended to the weavers through the local
Primary Co-operative Societies. Also, in recent ycars a Non-Govern-
mental Organisation (NGO) known as Bangladesh Rural Advancement
Committee (BRAC) has extended some working capital loans to wcavers
who have singlc loom units.

There arec two wain types of loans which arc extended to the
handloom and powerloom weavers and to yarn traders. These are:

(a) 1loan for establishment and expansion: and

(b) 1loan for mecting the working capital need of the handloom
and powerloom units and for yarn traders.

6.2 Loan for Establishment and Expansion of Manufacturing and
Trading Units

6.2.1 Manufacturer

Nonc of the handloom or powcrloom entreprencurs have taken
institutional loan for setting up or for expansion of thcir units.
Among the surveyed 15 pit, 28 scmi-auto and 6 power loom units, all
the pitloom units used entirely own capital in setting up the units,
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while about 11 and 17 per cent of the semi-auto and powerloom units
used borrowed capital, but from non-institutional sources. Tt is
to be noted that -a. large :number of pitloom and semi-auto looms were
set up during 1940s and 1960s, while the powerlooms were set up in
1980s. ‘Irrespective of their time of establishment, they have made
very littlec usc of borrowed capital.

Although about 20 and 39 per cent of the pit and - semi-auto-
looms respectively had expansion in their production capacity and
correspondingly borrowed about 50 percent (Tk. 2,1 thousand) and
33 (Tk. 5.6 thousand) per cent of thcir total cxpansion capital,
none of the units borrowed from the institutional sourccs, The main
reason for the use. of non-institutional capital is that the entre-
preneurs found institutional loan inaccessible,

6.2.2 Traders

Among the yarn traders, some have used institutional loan in
setting up the business. These traders are from Hasnsbad and
Madhabdi, while the traders in Norsingdhi did not use any institution--
al loans. Table 6.1 shows the details of the institutional 1loan
used a* the sct-up by the yarn trading busincss.

One yarn trader in Hasnabad and another in Madhabdi have used
institutional loans, which contributed 20 per cent of their total
set-up capital requirement, These two traders are wholesalers who
appear to be economlcally well placed in the locality and have always
maintained a good rclationship withthe bank manager, The wholesalers
in Hasnabad and Madhabdi, who took oans in 1960 and 1972 respective-
ly, have repaid their loans. ,Thgse loans wcre for a duration of
5 years and the intcrest rate paid by the corresponding wholesalers
were 12 and 16 per cent. ' |
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TABLE 6.1

USE OF INSTITUTIONAL LOAN IN-SETTING UP THE YARN YRADING BUSINESS

Location No.of % of Aﬁount % of Collateral Duration  Rate of
trader unit (Tk.) total (yr.) interest
used capital (%)
loan
Hasnabad 4 25 5000 20 Business S 12
(1960) & land
Madhabdi 5 20 10,000 20 " 5 16
(1972)

It has been seen in chapter 5 that the borrowed capitai for
yarn tradcrs were from the institutional sources as well as, from
wholesalers, and from financial and other sources. The capital
borrowed from the institutional sources appears to have been used
in the construction of structures or as deposit for leasing the shop, .
while capital from the wholesalers came mainly as initial openning
stock (yarn) for the busincss., It emerges that institutional loan
helped thc entrepreneurs to sct up the business, but did not have

any direct impact on borrowing from the wholcsalers or yern merchants.

It appears from the surveyed traders that expansion of business
has been in the form of addition of yarn stock or diversification
to other businesses. Any addition to stock was mainly financed
through credit purchases from the wholesalers, while institutional
loans have bcen used to finance diversification. Table 6.2 provides

the details of diversification to other businesscs,
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From the table it can be secn that traders in:Norsingdhi did
not takc .any institutional 1loan to finance diversification of
business. On the other hand, traders in Hasnabad and Madhabdi used
bank finance of Tk. 13.5 and 15.0 thousand per trader on an average,
for their diversification. Duration of these loans was about 5 years,

and on an average, the rate of intcrest paid was 16 per cent.

Therefore, it cmerges that institutional loans were used for
diversification only, while cxpansion of business was in the form
of addition of stock, which was, for almost all traders, financed

from re~investment of profit and through credit purchasc of stock.

6.3 Loan for Meeting the Working Cepital Need

The subject of the loan for meeting the working capital needs-
has been discussed first for thé manufacturers, viz. pit, semi-auto

and powerlooms units, and then for the yarn traders.

6.3.1 Pit, Semi-auto and Powerloom Units

It has been already secen that yarn requirements of the manufac-
turing units sharc about 71, 81 and 89 per cent of the working capi-
tal need of pit, scmi-auto and powerlooms respectively. Of the total
monthly requirement of yarh; the crcdit purchases of yarn contribute,
for the corresponding units, about 49, 53 and 36 per cent to the
raw material cost...Thc remaining shares of raw material cost ‘are
presumed to be met from own or other sources. Here, it will be exami-~
ned how many of the units selected for the study have taken insti-
tutional (bank) loans and, through availing of such bank 1loans,
whether there has becn any direct impact on thesc units in reducing

their dependence on the informal credit market.
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TABLE 6.2

EXPANSION OF OTHER BUSINESSES FINANCED FROM BANK LOANS

Location No. of No. of  Amount Duration  Rate of
other bank of loan of credit interest
businesses financed (years) (%)

businesses

Hasnabad 3 2 13,500 3 16

Madhabdi 1 1 15,000 5 16

Norsingdhi 2 - - - -

TABIE 6.3
ALLOCATION OF LOAN ACCORDING TO THE TYPES OF 1.OOM
Loan' allé¢ation
Looms per loom (Tk.)

Pitle-m 3,500

Fly frame loom 5,000

Semi-auto loom 5,500

Banarasi and Jamdani

loom 9,000




101

It would be appropriate here to discuss in detail the cffort
taken by the Government to provide working capital loan to the hand-
loom wecavers. This is very important, because after much direct
extension of loan facility, somec wcaves who did not get any:
institutional 1loan earlicr have benefited. However, although a
sizeable proportion of weavers would have liked to avail of the
Handloom Loan, they could not manage to get it becausc of their
failure to arrange suitable intermediaries for proccssing the loans.
It has been alleged that the local clite, politicians and touts have
managed to sccurc @ sizeable proportion of the handloom loans through

fraudulent practices.

6.3.2 Handloom Credit - 1983

The Task Force for the Handloom scctor was constituted by the
Ministry of Industries and Commerce in May, 1982 to study the hand-
loom scctor and identify its problems éhd suggest measures which
would help to increase thc efficiency and growth of this scc:t:o‘r.'1
The Task Force in its report identiiied thc need for working capital
as one of thc major problems of the sector and recommended providing
credit to the wéavurs. Based on the rccommendation of the Task
Forc., the Governmeﬁt dceided in early 1983 to extend a direct credit
of Tk. 1000 million to thc handloom weavers, especially to meet their
working capital necds. This loan was distributed through three
commercial banks, viz. Sonali, Agrani and Janata, and through Krishi
Bank. This loan was strictly for handloom weavers and was given
to them bascd on the types of loom they have, The amount of loan
ailocated per loom, according to their types, is shown in thc table

6.3,

According to the above allocation per loom, loans were given
through a pass book, which maintained the number of looms of the
weavers., This pass book was issued by thc Department of Textiles.
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DISBURSEMENT OF HANDLOOM LOAN IN BANGLADESH (1983-384)

Bank Amount %z of the No. of

disbursed total members
(Tk.000s)

Sonali Bank 1,61,670 16.93 15,393

Agrani Bank 3,46,210 36.27 37,160

Janata 3Bank 2,75,300 28.84 30,161

Bangladesh

Krishi Bank 1,71,454 17.96 21,207

Total: 9,54,634 100,00 1,03,921

TABLE 6.5

HANDLOOM LOAN DISBURSED IN THE NORSINGDHI AREA (1983-84)

Bank Amount No. of Duration Rate of
disbursed members (year) interest
(Tk.'000") (2)
Sonali 33,334 N.A. 3-5 13-15
Agrani 44,575 N.A, 3-5 13-13
Janata 43,650 N.A. 3-5 13-15
Bangladesh
Krishi Bank 29,507 N.A, 3-5 13-15
Total: 151,006 - - -
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The total loan disburscd to handloom weaver members through the comm-

ercial and Krishi banks is given in Table 6.4.

It can bc scen from the table that a total of Tk. 954.63 million
was distributed as loan among 1,03,921 members. The actual
disburscment of loan is 95.46 per cent of thc total allocation,
The highest proportion of: the ‘loan"was distrlbutcd through the Agrani
Bank (36.37), followed by Janata (28.84%) Krishi (17.967) and Sonali
Bank (16.937).

A capital injection of such dimensions to the scctor must have
had an impact on the informal credit markct transactions. Therefore,
an attempt will be made herc to establish whether the formal or
institutional credit has had any impact on the credit transaction
in informal crédit market. Beforc attempting to identify such a
factor, it would be useful to discuss the lovel of formal credit
extended to the weavers of the Norsingdhi district. Table 6.5 gives
the total credit disbursed in the Norsing&hi arca through different

banks.,

The table shows that a total loan of about Tk. 151.07 million
was dusbursed in the Norsingdhi arca. The duration of credit varied
between 3 and 5 ycars and the interest rates between 13 and 15 per
cent. Loans with the shorter duration have highor ratcs of interest.
The loans in the Norsingdhi areca represent 15.82 per cent of the
total loans disbursed. According to the Handloom Census-1978, the
total loom capacity of Norsingdhi district rcpresents 12.91 per cent
of the total, 12.73 per. cent of the operational and 6.56 per cent
of idle handlpom .capacity of 'Bangladesh.2 The loan in Norsingdhi

arca, thercfore, corresponds to the share of handloom capacity.

The information on loan disbursement specific ‘to the sample
selected for the study is not availablé; hence, a direct comparison
is not possible. However, from the survey data it is possible to

identify weavers who have taken Handloom and other insitutional
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loans. From this information it would be possible to analysc whether
the dependency on informal credit market of those entreprencurs who
who have taken bank loans has been reduced.,

6.4 Institutional Loans to Handloom and Powerloom Weavers

From the survey of the manufacturers, it has been found that
all types of unit viz, pit, semi-auto and power looms have taken
institutional loans. Table 6.6 gives in detail the number of units
which have taken loans, the amount of loans, year of 1loan, types
of collateral given, duration of loans and intcrest rete paid for
the loens,

From the table it can be scen that only 20 and 57 per cent
of the pit and semi-auto loom units respectively have taken loans
in 1984 and these loans are handloom loans., They have cqfrespondingly
taken loans of Tk. 13.30 and 18,35 thousand. On the other hand,
onc pcwerloom unit has taken a loan of Tk. 40,000 from a commercial
bank and this loan does not come under the purview of the:handloom
loanl983. Thc production units were taken as collateral for all
the 1loans; however, for powerloom units beside the production unit,
additional landcd property had to be given as collateral,

Duration of the loan, intecrests rate paid and amount of outstand-
ing loan arc given in Table 6.7.

From the table, it can be seen that the difference in interest
rates between the units is due. to: the duration of the loan. These
interest ratecs represent the interest rate stated by the entrepre-
neurs. Duration of the loan varics between 3 and 4.2 years for semi-
auto, power and pitloom nnits, There is no repayment of loan by
any unit of semi~auto looms and powerloom, while pitloom has paid
almost g1 per cent of the loan taken. From the discussion with the
.bankers, it appears that repayment level of loans for all the
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TABLE 6.6
INSTLTUTIONAL LOANS TO MANDLOOM AND POWFRLOOM WEAVERS

Types of No.of No.of hverage Year Collateral
Unit sample' - unit -~ amount  of .
taken of loan 1loan
loan (Tk.)
Pitloom 15 3(207 13,330 1984  Weaving -
Factory

Semi-auto loom 28 16(57%) 18,350 1984 o

Powerloom 6 1(172) 40,000 1985 Veaving Factory
and land,

TABLE 5.7

INTEREST RATE AND OUTSTAHMDING LOAN FOR HANDLOCM AND
POWERLOOM WEAVING

Types of unit Amount Duration Rate of Amount due
of (year) intcrest on loan (Tk.)
loan (Tk.)
Pitloom 13,330 4.3 14.5 7,833
Semi-auto lnom 18,350 3 13 15,350

Pouwerloom 4G,000 4 16 40,000
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commercial banks is very low and -in .some cases no repayment of loan
was made at all,

6.5 Impact of ‘the Handloom Credit on Informal Market

It has been secn that all the institutional loans to handloom
units were given -in 1983, and these'loans'entirely came from the
handloom loan - 1983, carmarked for the weavers. Before this, no
working capital loan was given, as such, to the handloom weavers.3

Here, an attempt has bcen made to measurc the impact of ‘this loan
on the informal credit market. Institutional loan, henceforth, will

be referred to as 'Handloom loan' and vice-versa,

Although the handloom loan was intended for all weavers, it
failed to rcach a large scction of the handloom weavers.  Coverage
of thc loan has been very small among the pitloom weavers, (20 per
cent), but a large scction of scmi-auto loom (57%2) have benefited,
The advantagcs ‘of this loan, wiiL‘ be assessed in terms of the

following:

(a) Whether the handloom loan has reduced borrowing of the.
terms loans from the non-institutional ‘sources;

(b) Whether the handloom loan has reduced the credit purchase
of the enterprises: and :

(c) Vhether the loan has been utilised for.meeting the working
capital nccd.

6.6 Reduction of Term loan from the Non-institutional sources:

Among the 3 pitloom, 16 semi-auto loom and 1 powerloom units
who have availcd of institutiopal loans, nonc have taken loan from
non-institutional sources for working capital or other uses. Howe-
ver, these units have made credit purchase from the yarn retailers
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and wholesalers. ' Thé 'main reasons which prevented these enterprises

from borrowing capital from the non-institutional sources are:

(a) high rates of interest of the non-institutional loans;

(b) credit purchase which is- a. better way of borrowing, because
manufacturcrs -do not fcecl financial pressure of borrowing;
and

(c) term borrowing which is usually required to finance inves-
ment or expansion or a large shortfall of working capital.
As the institutional loan has met such need, they did not
have to borrow from the non-institutional sourccs.

It, thereforc, cmerges that institutional lo§ns have impact
on non-institutioral boxrowing i.e. these cnterprises which availed
of institutional loans did not borrow from non-institutional sources.
It would,, however, be reclevant to sce how they have financed

purchases of raw materials, which is the next topic discussed.

6.7 Credit Purchase from Non-Institutional Sources

The credit purchases of the manufacturing units which"have,

obtained institutionai loans have been comparcd with those units

who did not avail of institutional loans. Table 6.8 shows the
details.

From the above_gable. ip can be secn that .out of 3 manufactur-
ers who have ;akénﬁlﬁggk loans,. only 2 ménufaéturers made credit .
purﬁhése. It is imporfént to note that their share qf credit pur-
chase of 56.33 per centd:is higher.'than for the manufacturers who
have not borrowed from tﬁé‘bank; the latter's sharg was 46.43 per
cent. This cleariy _demonstrates that borrowing from .the bank did.
not have any Aihpact on credit purchasc for the pitloom weavers.
However, it might be that they probably uscd to borrow at a much
higher percentage of the total purchase than at the present. It
is also possible that the bank loan may have been utilised for some
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TABLE 5.8

COMPARATIVE CREDIY PURCHASES OF MANUFACTURING UNITS, WHICH HAVE OR
HAVE NOT OBTAINED INSTITUTTONAL LOANS

Use of credit purchase by the No. of manufacturers

Z:?:s of manufacturers without credit purchase
Manufacturers Manufacturers Manufac- _ Manufac-
with bank loan without bank loan turers with turers

bank loan without
No. % of No. % of bank‘loan
credit credit

Pitloom 2 56.33 12 46.43 1 -

Semi-auto loom 14 39.41 " 70.69 2 1

Powerloom 1 27.24 4  40.88 - 1

other purposes, such 88 in ‘purchasing machinery and 'equipment,
consumption, ctc. This will be examined in the next section,

With regard to semi-auto loom, out of 16 units, 2 units did
not puy any raw material on credit, while 14 urits bought 39.41 per
cent of the total raw material consumption on credit purchase., On
the other hand, 11 manufacturing units who did not take any bank
loans financed 70.69 per cent of the total raw material consumption
by credit purchase. ' This clearly shows that bank loans have reduced
the dependence of manufacturers using semi—automatic looms on credit
purchase, but, however, have not climinated it. Finally, the single
powerloom unit which obtaincd bank loan has also made credit pur-
chase, but relatively less in sharc (27.24Zi than the other power
loom ugigs (40.88%) which did not take any bank loan. Therefore,
formal credit has helped the semi-auto and powerloom cnterprises
to become less dependent on the informal credit market,
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6.8 Utilization of the Institutional Loan

Handloom credit was extended primarily to meet the working capi-
tal necd, whilc bank loan was given to the powecrloom, not specifi-
cally to mcct the working capital need. Utilization of borrowed
capital has becn ‘investigated for all the enterprises, and it has
been found that loans have becn utilized in meeting ‘working capital
need, purchasing of machinery, cquipment and tools, as working capi-
tal for agricultural production, purchase of landed property and
for meeting consumption nceds. Table 6.9 pfovideé the details in
percentage use of borrowed capital in the above areas for pit,

semi-auto and powerloom enterprises.

It is clear from thc table that no unit has used the entire
loan as onrking capital, Rather, a substantial part of the loan
has been used for purchasing machinery, equipment, tools, ctc. Among
the manufacturing units, pitloem has used the lowest level of 37.80

TABLE 6.9

MmWMmem.'mMMMW

firea of utilization (in per cent)

Typ?’s; of NO.' tOf Total
unt und Working Machinery Agricul- Land Consump-
capital equipments culture tion
& tools
Pitloom 3 37.80. 36.59 - - 25.61 100
Semi-auto loom 16 41.14 54.43 1.27 3.16 - 100

Powerloom 1 50 50 - - - 100
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pcr cent of the total loan as working capital, followed by semiauto
(41,14%Z) and powerloom units (50%), It is only the pitloom units
which have uscd a substantial portion (25.61%) of the loan in meeting
consumption nccds, It has been scen carlier that these pitloom units
which obtained institutional loans, in fact, bought a higher propor-
tion (56.33%7) of their raw material on credit purchasc, compared
to thosc units (46.43%7) which did not take any institutional 1loan.
This characteristic tends to show that wunits which obtained
institutional loan did not perhaps have financial solvency. Table
6.9 also shows that a sizeable portion of the loan is spent in buying
machinery, cquipment and tools. Semi-auto loom units have used the
highest percentage (54.43%) of the loan in the purchase of machinery,
cquipment and tools, followed by powerloom (507) and pitloom (36.59%)
units, Semi-auto loom units also uscd some percentage of the loan
as working capital for agricultural production; (1.27%) and buying
landed property (3.16%).

6.9 Working Capital Loan for Traders

It has been seen in chapter 5 that the traders borrowed capital
to meet their working capital need from institutional and non-lnsti-
tutional sources, A’ ‘large portion of thc non-insticutional loans
comes from credit purchases and also there have becn somc term loans
from non-institutional sources. Details of these loans have been.
discussed in the mentioned chapter, Here, thc traders who have
borrowed working capital from the institutional (banks) sources will
be identified and thereby examined to sce. whether. such loan has any.
impact on their borrowing or credit purchase from the non-institu-
tional sources. Table 6.10 shows thc details of the traders who

have borrowed from the institutional sourccs.
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TABLE 6.10
INSTITUTIONAL LOANS FOR WORKING CAPITAL FOR YARN TRADERS

No. of No, of

Average

Year

Location sample traders amount of Collateral

taken of loan loan

bank loan (Tk,)
Hasnabad 4 2(50%) 15,670 1983 Trading

business
Madhabdi 5 2(40%) 17,500 1984 "
Norsingdhi 5 - - - -
TABLE 6.11

RATES OF INTEREST AND OUTSTANDING LOANS OF YARN TRADERS

Average Duration Rate of Amount due
Location amount (year) interest on loan
of loan (Tk,)
(Tk.)
Hasnabad 15,670 4 16 6,700
Madhabdi 17,500 "3 17 9,300
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From the table it can be seen that no trader in Norsingdhi took
bank loan for working capital. It was also scen earlier that thosc
traders did not takc any institutional loan at the setup. The main
loans for the traders in Norsingdhi has been the credit purchase
from wholesalers in Narayanganj and Norsingdhi bazar, On the other
hand, 50 and 40 per cent of the traders in Hasnabad and Madhabdi
respectively have taken institutional 1loans, correspondingly Tk.
15,67 and 17.5 thousand, on an averagc, per enterprise. These loans
were taken during 1983-84 and thc trading businesses were given as
collateral for the loens. It appears that the relationship of the

entrepreneurs with the bank managers played a more important part

in securing bank loans, rather than the collaterals, Duration of
the loans, interest rates, and outstanding loans are shown in Table _
6.11,

The table shows that the interest rate charged by the banks
varies with the duration of the loan i.e. for shorter duration the
rate of interest on loan is higher, and vice versa. The traders
in Hasnabad and Madhabdi paid interest rate of 16 and 17 per cent
respectively for their borowed ca;'ital.. It. appears from ‘the table
that the repayment rate of trading loans from the banks is higher
than that of handloom lcan given to the handloom weavers. The ‘traders
in Hasnabad and Madhabdi have repaid about 43. and 53 per cent of
their bank loans respectively.

6.10 Impact of the Trading Loan on Informal Credit Market

The impact of non-institutional loans on the traders has been
analysed by comparing the credit purchases of the traders who have
or have not taken institutional loans. It is to be expected that
the traders who have received institutional loan will buy a compa-
ratively smaller percentage of their raw material needs on credit
than those traders who have not obtained institutional loans. Table
6.12 shows the details.



113

TABLE 6.12
USE OF CREDIT PURCHASE FOR TRADER (PER CENT)

% of raw material bought on credit

. Traders with Traders without
Location bank loan bank loan
Hasnabad 37.5 65
Madhabdi 30.0 45

From the table it can be seen that traders who obtained bank
loan have substantially financed their stock purchase through own
resources more substantially than those who did not take bank loans.
The traders in Hasnabad and Madhabdi who obtained bank loans have
met 37.5 and 30 per cent respectively of their total raw material
requirement by credit purchases. On the other hand, traders in
Hasnabad and Madhabdi who ‘did not take any bank loan have made 65
and 45 per cent of the stock purchases under credit, This clearly
demonstrates that traders who received bank loans are less dependent
on credit purchases. It also appears that those traders who obtained
bahk loans did not take any term loan from the non-institutional

sources. .

6.11 Other Institutional Loans

Besides the Handloom Credit ~ 1984 and bank loans, there are
other institutional loans given only to the handloom wegvers. These

loans are:
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i) Co-operative loans.

ii) Loans from the Bangladesh Rural Advancement, Committee (BRAC)

6.11.1 Co-operative Loan

In 1973-74, co-operative loan of Tk, 400 thousand was given
to weavers in Norsingdhi ‘area through 19 priméry co-operative socie-
ties, This loan was administered through the Central Co-operative
and Industrial Society. Duration of this loan had been for 5 yearér
and rate of interest ‘was 8.25 per cent. According to the Central
Co-operative, most of the weavers did not repay these loans, which

were later written off by the Government.

6.11.2 ERAC Loan

A project of the BRAC is operating near the Sheker Char bazar
of MNorsingdhi. This project maiﬁly provides loan to the members
of 'Prathamic Somajjibi Samity', Qho own only one loom and are land-
less. During 1981-86 BRAC provided a total loan of Tk. 3.28 million,
Of this, Tk. 2,82 million has been re-paid by the weavers i.e., the
rc tovery rate was 86 per cent. It has provided loans to 225 weavers.
However, some of the weavers were given loans more than once, provi-
ded they had cleared their previous loans., This loan is usually
for a duration of 50 wezks and no ccllateral is required. The loan
bears an interest rate of 26 per cent which comprises the following

charges:
Principal interest of BRAC 18 per cent
Group tax 5 per cent
Management Committee allowance 3 per cent

Total annual interest rate charge: 26 per cent



115

Therefore, the rate of interest charged by BRAC for the loans
is substantially higher than interest rate charged by other institu-
tional agencies. According to BRAC, even with such interest rate,
the weavers can generate profit from their enterprises and repay
their loans on time. BRAC maintains a policy that the duration of
loans should not exceed a period of 50 weeks. If any weaver requires
a further loan, he has to repay the previous loan with interest,
and then a new loan may be given, The BRAC not only provides loans
but also extends follow up services, viz. production and marketing

services. It also monitors how the loans are being utilized.

6.11.3 Impact of BRAC Loans on Informal Credit Market

It was not possible to assess the impact of BRAC loans on the
informal credit market, because weavers who received BRAC loans were
not included in the samples of the survey. According to the Manager
of the Project, the weavers who have received BRAC loan do not gene-~
rally make credit purchases, because loans given to them are adequate
to meet the total raw material cos* of a tana (warp beam), Moreover,
BRAC officials monitor the utilization of the loan and offer help
with raw material purchases and also with marketing of the output.,
The loans given to the weavers vary between Tk, 3 and 7 thousand.
Nevertheless, some of the weavers may have made some credit purchase,
but these purchases would not have been more than 20 per cent of

the total raw material requirement cost,
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NOTES

Report of the Task Force for the Ilandloom Sector, Ministry of
Industrics and Commercc, Govt. of Bangladcsh, June, 1982,

PP. 1"3-

Report on Bangladesh Handloom Census-1978, Anncxure VII, Sub-

division Tables, A, Miyan, University of Dhaka, 1979, P. 1.

It is to bc noted, however, that o co-operative loan of Tk.
400 thousand was given to the weavers in 1973-74, through pri-
mary co-operative societies. Details of this loan are discussed
later in the text.,
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CHAPTER 7

INVESTMENT AND WORKING CAPITAL DEMAND AND THEIR MOBILIZATION AND
DISBURSEMENT TO INCREASE EFFICIENCY FOR HANDLOOM AND POWERLOOM SECTORS

7.1 Introduction

This chapter attempts to assess tﬁé investment and working capi-
tal needs for handloom znd powerloom séctors in Bangladesh., In esti-
mating the need for investment and working capital of handloom and
powerloom, first, the total capital requirement has been assessed.
For the  total requirement of working capital, the existing level
of contributions from the institutional and non-institutional sources
will be isolated, so that the resource gap can be identified. This
analysis will be limited to working.capital, because informal credit
market is proncunced there, while for investment, as the existing
credit level is not significant, shch analysis will be ignored.
Further, investment and working capital requirement for traders
will be limited to Norsingdhi area, as there are no national statis-
tics available for the number of traders in Bangladesh, The assess-
ment of capital requirement will be studied first for investment |

and then for the working capital.

7.2 Investment Capital Requirement

The requirement of capital for investment is assessed from the
following considerations:

a) expansion of handloom and powerloom capacity; and

b) modernization of obsolescent handloom capacity.

These are done first for the handloom and then for the power .

loom sector.
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7.2,1 Expansioa of handloom Capacity

Expansion or nandtoom capacity is assessed bused on the Third
Five Yeor Plan (1985-90) target of supplying 12.03 yds of cloth per
capita in-1989/1990,1 i.e., the supply of clotih in 1988/89 should
be aboﬁt 11.6 yds. per capita to meet the Plan target. ‘As the hand-
loom unit mainly produces cotion cloth, cxpansion of handloom capacity
to mect the Plan target will only be assecssed for cotton cloth.
According to the per capita cloth consumption level of 1984-85 of
8.6 yds., handloom production met about 84 per cent of it, Ba%éd
on this, it is assumed that the handloom sector is required to subﬁiY"
9.75 yds. per capita to meet the Plan target. However, there has
to be an increased suppl& of 10,56 }ds., if import of cloth is to
be totally replaced by domestic handloom production. In projecting
the supply requircment it would be assumed that handloom seétor will
supply 10 yds. cotton cloth per capita in 1988/89.

According to the population projection of 1985-2000, the popu~
lation in the year 1988/89 would be about 110‘million.2 Therefore,
the total supply rcquirement of cotton cloth is 1100 million yds.'
which is tq be met from thec handloom sector.

Handloom production in 1984-85 was 713 million yds, which is
t.e highest level of production attained in the last 10 years,
According to the Department of Textiles, this is thc highest level
of production that the sector can .aéhieve. Any further increase
in production has to come about through modcrnization of obsolescent
looms and expansion of handloom capacity. According to the Handloom
Census - 1978, at present 259.92 thousand looms are operational.
Assuming that the number of working days is 300 annually, the
productivity level achieved per loom to meet the production of 713
million yds. is 9,14 yds./day,
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'To meet the 'supply target of 10 yds. per capita, with the exist-
inq level of production of 713 miilion yarde there is a supply gap
of 387 million yds. To meet this supply gap, there is a requircment
of 141,14 thousands handlooms, assuming daily production/loom of
9.14 yds. According to the Handloor Census - 1978 there are 177.01
thousand idle looms. Therefore, some _of these looms can be made

opcrational to meet the required expansion in capacity.

The age of looms shows that some of the handlooms were manufac—
tured as early as 1940s and arc still opcrating, From the survey
of this study, it has been found that about 70 and 54 per cent'of
he pit and scmi-auto looms unité respectively were established during
1946-65. Most of the looms in thesc units have lost their economic
lives and need modernization and replacement. Further, idle capacity
as reported in the Handloom Census refers to 1978, which is 10 ycars
beforc now; thercfore, all of these idle looms may not be operable
now. In assessing the investment need -of .the sector,. the state of
cxisting tcchnology i.e. tcchnelogical “consideration must be taken
into account. From the total existing handloom capacity, the techno-
logical condition of the looms is assesscd based on the survey con-
ducted for this study and from the discussion with the Department
of Textiles. Table 7.1 shows the details of technological status

of operational and idle looms.

The table shows that out of the total capacity of 437.01 thou-
sand, 45.95 per cent is operational, 25.95 per cent requires moderni-

zation and the recmaining 28.10 per cent nceds replacement.

If it is assumed that the present level of production of 713
million yds. of cloth has been achieved with the 259.92 thousand
operational looms, then to achieve a supply of 10 yds, of clcth per
capita from the handloom sector, there is a requirement of total
operational looms of 401.06 thousand (i.c. existing capacity 259,92
thousand plus expansion capacity 141.14 thousand). Based on the
above table, the capacity to be modernized and expanded has been
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TABLE 7.1

TECHNOLOGICAL CONDITION OF HANDLOOM CAPACITY (IN 000s)

Technological condition

Type Handloom
yp capacity Operationa Required Required
1978 % modernization replacement
pA No. No. 7% No.
Operational 259.92 50 129.96 30 77.98 20 51.98
Idle - 177.09 40 70.84 20. 35.42 40 70.84
Total 1437.01 - 200.80 - 113.40 - 122.82
TABLE 7.2
CAPACTTY TO BE MODERNISED AND EXPANDED TO MEET THE
PLAN SUPPLY TARGET OF CLOTH
(in 000s) .
Required capacity 401.06
Existing capacity
Operable capacity 200.80
Capacity to be modernised 113.40 314,20
Expansion capacity
Required expansion in capacity (401.06 -~ 314.,20) 86.86
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calculated and shown in Table 7.2.

Thc table shows that to meet. the supply targct of' 10 yds, of
cotton cloth per capita, 113.4 thoﬁéaﬁd lébms from the cxisting capa-
city are to be modernised and 86,86 thousand new looms are to be
installcd. According to the Handloom Census-~1980, it can be assumed
that about 68 and 32 per cent of the total lecoms arc¢ pit and semi-
automatic . types -respectively., Table 7.3 shows the capacitics to

be modcrnised and expanded according to loom types.

It can be scen that 77.11 thousand pit and 36.29Y thousand
semi-auto looms are to be modernised. However, expension of éapa—
city will only be done with semi-auto looms. This has been consider—
ed from the fact that pitlooms are less cfficient in torms of pro-
ductivity and product quality therefore if néw looms arc to be
installed to rcplace obsolete capacity, then.it. would be appropriate
to do so with scmi-automatic looms.3 Hence, entire installed capa-

city is takcn to be of the scmi-automatic loom types.

In chapter 3, the required investment costs per pit and semi-
auto looms have been estimated. As the installed capacity is actual-
ly the replacement capacity, there would not be any land and structure
costs. Thc only cost that would be conéidered is machinery and
cauipment cost. On the other hand, thc modernization cost has becen
cstimated from the survey, Modernization, cost is usually requir—
ed to replace Sana, bar, frame, etc. Such cost is cstimated to be
50 and 40 per cent of the total machinery and equipment cost of the
pit and semi-auto looms respectivcly. Based on these estimatcs,
the investment rcquirement of the handloom sector has been estimated
in Table 7.4.

The table shows that to modernize the obsolescent looms, there
is a capital rcquirement of Tk, 206.72 million. And, to install

new capacity of 86.86 thousand semi-auto looms, a further investment
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TABLE 7.3

CAPACITY ACCORDING TO LOOM TYPES FOR MODERNIZATION
AND FXPANSION (IN 000s)

Types of loom

Type Total
Pitloom Semi-auto loom
Moderhizatipn 77.11 36.29 113.4
Expansion - 86.86 86.86
TABLE 7.4

INVESTMENT REQUIREMENT OF THE HANDLOOM SECTOR

Né. of Cost/loom Total cost
Type of cost loom (000s) (Tk.) (Mill Tk.)
Modernization
Pitloom 77.11 1,468 113,20
Semi-auto loom 36.29 2,577 93,52
Sub-total: 113,40 - 206,72
Replacement
Semi-auto loom 86.86 6,443 559,64

Tﬂtﬂl . 2m.26 - 7660%




123

of Tk. 559.64 million is required. Hence, to supply cotton cloth
of 10 yds pecr capita from the handloom ‘sector an investment of
Tk. 766.36 million is required.

7.2,2 Investrment Requirement of Powerloom Weaving

According to the Dcepartment of Textiles, Ministry of Textiles,
there arc 10,763 reg. tered powerlooms (1987) now operating in Bangla-
desh, Of thesc, about 2000 looms are opcrating in the private sector
under organised production system; thesc looms arc mainly dimported,
The remaining 8,763 looms are locally manufacturcd and are in opera-
tion .as small-scalc production units. These looms are producing
both cotton and synthetic fabrics. According to the Department of
Textiles, 2,325 powerlooms produce cotton grey fabric, while the
remaining 6,448 looms are producing synthetic fabrics.

Out of thesc 6,448 powerlooms, it is estimated that about 80
per cent arc. opcrating in.Dhaka division.” A majority of these looms
are of Hattersely type, werc first imported in carly 1900s and are
now being produced locally. These looms are common in Norsingdhi
and Narayanganj .areas and in recent years, there has been a

tremendous growth of this type of loom.

With the existing powerloom tapacity of 8,763, operating as
small and cottage unit forms, it has been estimated that there wiil
be a growth rate of at least 20 per cen: in 1988/89, Table 7.5 shows
the expansion in capacity and investment requircment of the powerloom

sector,

The table shows that to have an expansion of 1,753 looms in
1988/'39, there would be an investment capital requirement of Tk,
33.46 million., It is to be noted that investment requirement of
powerloom will include all fixed cost viz. land, structurc, machinery
and cquipment, as thesc looms are to be newly installed,
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TABLE 7.5
EXPANSION CF POWERLOOM CAPACTTY AND INVESTMENT REQUIREMENT

Investment Total investment

Lapacity requircment/ requirement
loom (Tk.) (Tk. million)
Existing capacity 8,763 - -
Growth in hapatity 1,753 - -
(at the rate of 20%)
Investment
requirement - 19,090 33.46
TABLE 7.6

INVESTMENT DEMAND OF HANDLOOM AND POWERLOOM SECTOR

Sector Tk. (mill)

Handloom Scctor

V dernization cost 206.72
Replacement cost 559.64 766.36
Powerloom scctor 33.46

Total: 799,82
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7.2.3 Total Investment Requirement of Handloom and Powerloom Sector

Total investment requircment of the handloom and powerloom

scctor can be computed as shown in Table 7.6,

Table 7.6 shows that the total investment requirement of the
handloom and powerloom sectors togcther is Tk, 799,82 million,

7.3  VWorking Capital Requirement

Working capital requirement of hapdloom and powerloom sector
has bcen cstimated bésed on the capacity recquired to supply 10 yds
of cotton cloth per capita. As has been assumed earlier, at present
there are 259.92 handlooms under opcration, therefore, working capital
requirement for this capacity will bc calculated based on the findings
of this study, whilc, for the installed handloom capacity, the total
working capital will bc estimated.

7.3.1 Working Capital Requirement for the Handloom Sector

The total handloom capacity required to supply 10 yds. of cotton
cloth per capita is 401.06 thousand, of which 259.92 thousand looms
-re presently opcrating., Table 7.7 shows the composition of total
capacity according to the types of loom,

The working capital requirement of 259,92 thousand operational
looms has been estimated based on tﬁc calculated requirement given
for pit and semi-automatic looms in Table 4.18. Further, it has
also been found in Table 4,11 that 51.18 and 47.29 per cent of the
working capital for the corresponding looms is financed from. own
resources. Based on this information, the working capital require-
ment'forlthe operational looms is calculated. For the ncu instal%eq
looms, the calculated working capital requirement will be the actual
requirement, as these looms are presently not operating. Therefore,
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TABLE 7.7
COMPOSITION OF TOTAL HANDLOOM CAPACITY
(IN 000s)

Type Pitloom Semi-auto loom Total
Operational 176.75 83.17 259.92
HModernization/ ,
expansion 54,28 86.86 141,14
Total: 231.03 170,03 401.06

TABLE 7.8

WORKING CAPITAL (W.C) REQUIREMENT OF THE HANDLOOM SECTOR

Calcula- Own Required No. of tTotal
Type of loom ted W.C. W.C. W.C/loom loom required
(Tk.) (Tk.) (Tk.) (000) (Tk. in
million)_
Operational
Pitloom 5,505 2,818 2,687  176.75 474,93
¢ mi-auto loom 7,774+ 3,676 4,098 83.17 340.83
Sub-total: - - - 259,92 815.76
Hodcrnised/expansionv
Pitloom 5,505 = ‘5,505 54.28 298,81
Semi-auto loom 7,774 - " 7,774 86.86 675.25
Sub-total - - - 141.14 974.06
- - 401,06 1,789.82

Total: -

iy
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to make them operational, the entire working capital calculated has
to be raised either from own or from institutionsl or non-institu-
tional sources. Table 7.8 shows the details of working capital
requirements of the handloom sector.

The table shows that for the existing operational looms, there
is a working capital requirement of Tk. 815.76 million. This takes
into: account of the existing level of working capital that the hand-
loom sector commands from own resources.4 For the modernised or
expanded capacity, the total calculated working capital will be
entirely required to make the new capacity operational. For 141.14
thousand looms, the working capital requirement is Tk. 974.06 million,
Therefore, the total requirement of working capital to attain cottoﬁ'
cloth supply of 10 yds. per capita is Tk. 1,789.82 million.

7.3.2 Working Capital Requirement for Powerloom

As has been seen earlier, powerloom manufactures grey polyester
fabric, therefore, its working capital requirement is not contribu-
ting to the :supply of cotton cloth requirement of the projected level
determined for the handloom sector. The working capital requirement
of the powcrloom sector has been calculated following the methodology
used for the handloom scctor. In calculating the working capital,
table 4.11 and table 4.18 have been used, Table 7.9 shows the
details of working capital requircments of the powerloom sector,

It can be seen from the table that for the operational power-
looms, there is a working capital requirement of Tk. 28,62 million
and for the expansion capacity, thc requirement is Tk. 16.06 million,
Hence, the total requirement of working capital for thc powerloom
sector is Tk. 44.68 million.
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TABLE 7.9
WORKING CAPITAL REQUIREMENT OF THE POWERLOOM SECTOR
(PER LOOM)
Type Calcula~ Own Required No. of Total
yp ted V.C. W.,C, W.C/loom looms required
(Tk.) (Tk.) (Tk.) W.C.

. (Tk. in

million)

Operational 9,162 5,89 3,266 8,763 28.62

Expansion 9,162 - 9,162 1,753 16.06

Total: - - - 10,516 44,68
TABLE 7,10

WORKING CAPITAL DEMAND FOR HANDLOOM AND POWERLOOM SECTOR

Sector Tk, (mill.)

Handloom

For existihg Loom 780.66
For modernised and expanded looms. 974 .06
Sub-Total 1,754.72
Powerloom

For existing looms 28,62
For expanded looms 16.06
SlIb-TOta]. 44 068

Total Requirement 1,799.40
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7.3.3 Working Capital Requirements of Handloom and Powerloom Sector

The total working capital requirement of handloom and powerloom

sectors is computed below.

Table 7.10 shows that the total requircment of working capital
for the handloom secctor is Tk, 1,754,22 million and for the powerloom
sector 44,18 million. Therefore, the total requirement for both
the sectors is Tk. 1,799.40 million.

7.4 Vorking Capital Requirements for the Yarn Traders

Unlike Handloom sector, no census had been carried out on tra-
ders, therefore the number of traders opcrating in the country is
unknown. However, according to the yarn traders' estimate there
are around 300 tradcrs operating in the Norsingdhi area. Therefore,
working capital rcquirement for traders in Norsingdhi only is esti-
mated.

TABLE 7.11
WORKING CAPTTAL REQUIREMENT FOR TRADERS IN NORSINGDHI AREA.

Type Value of Weighted Short-fall Requirement
yp purchase average in VW.C. of W.C.
(TK.000s) W.C. (Tk.000s) (Tk.000s)
(Tk.000s)
Average trader 414,07 136,71 277,36 273.36

All traders 124,221 41,013 82,208 83,208
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‘The working - capital requirement for the traders is assumcd to
be the value of purchasc for at least 15 days. From section 5.3.2,
it possiblc to calculate the weighted average value of purchase,
the existing lcvel of working capital and thce shortfall of working
capital for traders in Hasnabad, Madhabdi and Norsingdhi. Table 7.11

shows the details,

The table shows that the total shortfall in the requirement
of working capital for the traders in Norsingdhi is Tk. 63,21 mill-
ion. This shortage in working capital is presently met through cre-
dit purchase of stock from Norsingdhi and Narayanganj bazar. It
is to bc noted that thc interest rate paid by the tradcrs for credit
purchase varies between 11.06 and 20.62 per ccnt, which is substan-
tially lower than the intcrest rate paid by the manufacturer and
not markedly highcr than the intcrest rate charged by the commercial
banks. Thercforc, it can be argued hcrc that prcsent sources of
credit purchases of the yarn traders is comparntively bectter than
the institutional sources and there is cconomic justification for

their continuation,

7.5 Organization of Informal Credit Market to Increass: Efficiency

In the preceding section it has been scen that the handloom
sector recquircs 200.26 looms to be modernised and replaced. This
will have an investment demand of Tk, 766.36 million. To meet the
cxisting level of working of the operational looms, there is a work-
ing capital demand of Tk. 780.66 million, which is presently met
through credit purchase. If the TFYP target of 10 yds. cotton cloth
is to be met through the handloom sector, then a number of looms:
from the cxisting idle capacity is either to be moderniscd or repla-
ced. The demand for working capital for this modernised and replaced
cpacity would be Tk. 974,06 million. The investment and working

capital demand for the powerloom sector, on the othcr hand, are
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Tke 33.46 and 44,68 million respectively. Hence the total investment
and working capital dcmand for the handloom and powerloom sectors
together are Tk. 799.82 million and Tk. 1,799.40 million respectively,

This investment and working capital demand can be met through:

a. mobilising own resources from savings, re-investment of
profit, sal.. of asscts, ctc.

b. raising capital from the non-institutional sources; and

d. raising capital from the institutional sources.

Mobilization of resources for mecting the projected investment
and working capital demand can, thercfore, be met cithcr from any
of the above or thc use of two or from three sources. Here,
mobilization of investment and working capital have been suggested

in two ways.

7.5.1 Institutional Credit Through Intermediate Agency

From the Handloom credit - 19(3,'it.has been secn that institu-~
tional credit given to mcet the working capitai nced, directly to
to the weavers failed to reach the weavers, and local elites, politi-
cians and touts have benefited from the loans. Although the handloom
credit - 1983 was intended to cover almost all the weavers, the survey
conducted for this study suggested that only 20 per cent of pitloom,

57 percent of the scmi-auto loom weavers obtained this loan.

The recovery of thc loans has been very low, only abount 3 per
cent, according to the regional banks. Hence, the objective of thc
handloom loan to easc the working capital problem of the weavers

did not meet with much success.

One of the main reasons for the failure of the handloom loan
to bring about the anticipatcd impact on the informal credit market

was that the agencies i.e. commercial banks, which administered the
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loan did not have adequate experience or close working relationship
with the weavers, Moreover, providing loans to the individual vea-
vers was indeed a big administrative task, which was difficult to
monitor and control. This has resulted in disbursement of the loan

to the wrong hands and censequently, a very low recovery rate,

It is, therefore, suggested her that intermediate agencies bet-
ween the financial institutions, who provide capital and the weavers
(borrowers) are needed. Such agencies will have the experience of
working closely with the weavers and, therefore, will be in a position
to administer and monitor the loans. Handloom associations and co-
operatives, organised through the membership of the weavers can be

trusted upon to act as such agencies.

These agencies can borrow capital according to their memberships
from the institutional sources and then distribute this borrowed
capital to the member weavers, as practised by the BRAC (See section
6.11.2), The agencies will charge some premium on the interest rate
charged by the commercial institutions, which will cover the adminis-
trative and other costs and leave some surplus for future expansion
of activity of the agencies. Alternatively, the intermediate agen-
cies can buy raw material from public and private sectors textile
mills and also from other sources with the capital borrowed from
the institutional sources and money raised from the membership contri-
butions to the equity capital. The raw material can then be distri-
buted to the weavers as input’ credit with a premium charged to cover
administrative and other costs and profit. Such input credit has
the advantage of :é better level of utilization. The weavers can
pay back their credit after they have marketed their output or
alternatively, the agencies can buy output at market prices and then
market them in bulk., The loan given as input can be deducted from
the output payment of the weavers.
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Intermediate agencies of "this kind are already operating in
India,under the name of 'Apex' societies. These agencies are gene-
rously supported by tﬁe Indian Government and at present market more
than 50 per cent of the handloom output or products, These agencies
are'also‘involved in promoting their own spinning mills to' establish
backward linkage and also provide pre- and post- processing facilij
ties, such as dyeing of yarn, printing of grey fabric and bleaching

and calendering of finished fabrics.

Using the intermediate agencies viz. handloom associations,
cooperétive societies, etc, between the institutions and the weavers,
a wide coverage of institutional benefits can be chdnnelled and moni-
tored efficiently, because such organisations have close. working
relationship with thé weavers, This will reduce the quantum of cre-
dit purchase from the yarn traders and thereby reduce exploitation
of the weavers. There has been a direct impact of institutional
loan on credit purchase., It was found that 57 per cent of the
entreprencurs with semi-auto loom units, who received institutional
loan, have bought about 39 per cent of their raw material on credit
as against 71 per cent of the entr: prencurs who did not have institu-
tional credit. However, this vas not truc for the pitloom weavers,
where credit purchase was about 10 per cent higher for the weavers
who received bank loan than those who did not. This isvbecause a
substantial proportion of the ioan taken for the working capital
was, in fact, spent on machinery and equipment and for cdnsumption.
It has emerged, therefore, that institutional ioan for working capi-
tal alone is not sufficient to reduce dependence of weavers on credit
purchases from the traders; efficient utilization of the loan is
équally imbortant. Intermediate agencies between the inétitutions
and weavers can ensure proper distribution of the loan as well as
its utilization in productive activity. By extending physical input
credit, as suggested above, proper utilization can be ensurecd.
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7:5.2 Re-organization of Informal Credit Through Intermediate Agency

In the preceding section, better distribution and utilization
of the institutional loans through intermedinté agencics have been
suggested. Here, it has been proposed that thesc agencies can help
to organisc thc infox"mal credit market to benefit both the traders
and weavers with minimum financial assistance from the institutional

sources.

Intermediate agencies 1like handloom associations or co-
operative societies can organise thé input distribution on credit
with contribution /om their member weavers, They can sort institu-
tional credit to help with their working capital nced, while the
bulk of raw material purchases for distribution to weavers can be
made on credit from thc cxisting wholesalers, as the yarn retailers
and wholcsalers presently do from the Mohajans in Norsingdhi and
Naryanganj bazar. Yarn wholesalers would be ready to extend credit
sales to the association, but would not do so to the individual
weavers. If the raw materials are bought in bulk from the wholesalers,
then the association or societies would be charged with the same
interest rates as the yarn traders. It has bcen observed carlier
that such interest rates vary between 11 and 21 per cent, which are
substantially lower than the intecrest rates paid by the individual
weavers to wholesalers and retailers, whicn vary between 44 and 50
per cent. Yarn traders in Norsingdhi make bulk cfedit purchascs
of raw material, compared to the tradprs in Hasnabad and Madhabdi.
The interest paid by the traders in Norsingdpi is a minimum of 11
per cent. Thc duration of the credit purchase is about 10 days,
This interest rate is substantially lower than the interest rate
prevailing on loans, from institutional spurcés. Intermediate agencies
can derive benofit from such credit purchases, which will make them
more competitive than of they borrow from instithtional sources.
The reason for these low intcrest rates arises from the fact that
it is an usual practice between the yarn traders and large wholesalers
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to pay for the purchase partly on the day of purchase and the
remaining after 7 -~ 15 days, as the arrangement prevails between
the borrower and the crcditor. There is ne interest rate involved
in these trgnsactions as they see it. However, it has been found
that Tk. 50 is charged for 1 bale (400 1bs.) of cotton yarn.

Intermediate agencies can benefit from such credit purchases
to buy their raw matcrials, which they can the distributc to the
weavers, who are the members of the association or societics. Such
purchases will, in fact, be economically morc rcwarding than the
purchases to be made from MOney borrowed from institutional  sources,
as the ratc of intcrest of the institutional credit varics between
13 and 17 per cent, while the rate of interest charged by the
wholesalers for credit purchases is only 11 per cent. The agencics
can charge a premium on the input price to cover the administrative
and other cxpansion costs, as well as have somc surplus left over
te be used for the expansion of the activities of the association

or society.

Organization of the informnl credit transaction in such a
manncr will reduce cxploitation of weavers and at the same time help
the informal credit market to achieve efficicncy. In this manner
of organization, however, thc role of yarn retailers will be
undermined substantially, but the wholesalers can still operate
cfficiently. However, it is possible to buy raw materials even from
the retailers. In such circumstances, the retailers will have to

reduce their premium charged on credit sales.

The informal credit market, re-organised in this manner, will
reduce the risk of bad debts for the traders, because they will be
transacting with associations or socicties, rather than a large
number of yarn traders. On the other hand, it will help to increase
cfficiency of the production units, because the weavers would not
be paying high intcrest rate on their credit purchases, a payment
vhich erodes their profitability.
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The Third Five Yecar Plan - 1985-90, Planning Commission, Govt.
of Bangladesh, December, 1985, P, 241.

Statistical Pocket Book of Bangladesh - 1986, Burcau of Statis-

o s . A .

tics, December, 1986, P, 157,

So far, all production estimates arc based on the total number
of looms, which include pit, scmi-auto’and a small perccntage
of other types c¢f 1looms. Therefore, idcally, the expansion
capacity should have been about 68 per cent pit and 32 per cent
semi-auto looms, to maintain consistency. By installing all
looms of scmi-auto, types, the total production will increase
by about 6 per cent over the projected level, ‘

The total calculatcd working capital requirement for the opera-
tional locms is Tk, 1,619.57 million, of which Tk. 803.81 million
is financed from own rcsources. terc, own sources of working
capital have been given cmphasis for yarn recquircment only,
therefore, the rcquirement may have been under cstimated to
somc extent. However, as the raw material cost consists betwecn
70-80 per cent of raw material costs for pit and semi-auto
looms, and further, as othcr cost eleménts of vorking capital
arc met from weekly salcs, the working capital estimated here
is representative, ‘
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CHAFTER 8

CONCLUDING REMARKS

Handloom weaving is characterised by working capital problems,
Trading credit from non-institutional sourccs has becen the main
source cf funds for mecting the working capital nceds, The role
of professional moncy 1lenders has been foudn to be insignificant.
However, they werc the important source of credit during 1940s and
1950s, when liandloom weaving was dominated by Hindu artisans, traders,
money lenders, ctec,, most of whom have now migrated to India. 1In
working capital cost, raw material cost represents a major sharc,
It has boen found that betwcen 71 and 90 per cent of the working
capital rcquirement for the pit, scmi-auto and powcrloom units ariscs
from raw material costs. Therefore, it is the financing of the raw
matcrial (input) cost that is most important for the opceration of

production units,

Trading credit ig confined to raw material sales i.c., yarns
arc sold on credit cither in grcy or dyed form. Between 36 and 51
per cent of the yarn requircment of the manufacturers (weavers) and
about 46 per cent of the yarn stock purchase of the traders arc
bought on credit. The credit flows operate from yarn wholcsalers
to yarn traders and then to mannfacturers (weavers). Capital for
setting up and expansion of production units meinly came from the
entreprencurs' own sources, cxcept in a few cases, where non-instity-

tional sources of funds were used.

The importancc of thc informnl credit market arises from the
fact that it Prsently mects aboyt 48 per cent of the working capital
need. 1In terms of value of credit, it contributes Tk. 781 million
to the working capital, Judging from the importance of the handloom
and powerloom sectors, where the handloom sector meets about 84 per
cent of the cotton cloth nceds of the country (1985), and the
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powerloom sector produces about 220 million yds. of cloth annually
(1986), the states of their cxisting “p§6duction capacities and
requirement for their modernization and expansion arc of profound
interest. It has been cstimated that to mcet the TFYP (1985-90)
target, thc handloom sector is required to supply 10 yds. ofjcotton
cloth per capita in 1988/89, and that thc powcrloom to continue the
present level of growth in capacity, necds ~ growth of 20 per cent
in 1988/89., To attain this, the handloom scctor requires to modernisc
113.40 thousand and expand 86.86 thousand looms and the powerloom
sector requires to cxpand 1.75 thousand 1looms. Considcring the
investment and working capital requircment per loom, as well as
present level of working capital from own sources, it has been
cstimated that thc handloom and powerloom scctors will have investment
demand of Tk. 766.36 and Tk. 33.46 million and working capital demand
of Tk. 1,754.72 and 44.68 million respectively, in 1988/89. Such
investment and working capital demands nced to be wmet either from

own or from institutional and non-institutional sourccs.

It is cvident that own sources, viz. savings, re~investment
of profit, sales of assets, ctc. ~an not meet such investment and
working capital demand, therefore, rcsources or capitai need to be
mobilised from institutional and non-institution sources. It has
becen seen that the role of non-institutional crudit for investment
and cxpansion are not significant, thereforc, for the requircd modgr-
aization and expansion, the dinstitutional sources of finance can
make an important contribution. Such finance can be mobilized frqm
thc commercial and krishi banks and from the proposed Small and
Cottage Industries beanks. However, it is to be cnsured that borrowed
capital from institutional sources is utilised appropriately. This
requires proper monitoring and control which can be done through
intermediate agencies well connected with the handloom and powerloom

sectcr, viz, co-operatives, ECOs and other organisatiocns.
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In meccting the working capital demand for handloom and power-
loom scctors; both institutional and non-institutional finance can
be mobilized. How these finances can be raised, disbursed and
utilised is important. For cxample, it has been sccn that although
the handloom credit was intended to provide covcrage for almost all
the wcavers, according to the findings of this study about 20 and
57 per cent of pit and semi-auto looms units respectively have beon
benefited. Therc has heen positivc bencfit of this loan, at least,
- for those scmi-auto loom cntreprencurs who obtained institutional
.loans. Credit purchase for these units was 32 per cent less than
those units which did not obtain institutional 1loans. However, for
pitloom units, this was not true. In fact, credit purchases by
entrepreneurs’ who obtained handloom credit is about 10 per cent hig-
her than these units which did not take institutional loans. It
is found that a large proportion of the loans for these weavers was
utilized in buying machirery and cquipment and in consumption, rather

than in working capital,

Working capital loans from institutional and non-institutio-
nal sources cean he re-organised. . the casc of inst:tutional loans,
it has been suggested in the text that loans can be given to inter-
mediate agencics viz. handloom associations, co-operatives, NCGOs,
etc., which have close working experience with handloom and powerloom
entreprencurs, to ensure proper disbursement and utilization. Alter-
natively, thesc agencies can buy raw materials (yarn) from public
and private sector textilc mills, with the mon2y borrowed from insti-
tutional sources, and distributc them to weaver-members of the
association or socictics. The payment of input loan can be in cash
or in output over which a premium to cover administrative and other
costs could be charged. Such re-organization of the formal credit
flow will ensure efficient disbursement, monitoring and utilization.
This re-organisation, ho:aver, involves only formal institutions.,

The informal credit market can also be re-organised, as explained
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in the text, with a minimum borrowing from the institutional sources.
Herc, usc of formal loans will contribute as working capital, while
thc bulk of raw materials will be purchased on eredit from the whole-
salcrs in Norsingdhi and Narayanganj and then these raw materials
will be distributed among the weavers who arc members of the associa-
tions or socicitcs. The repayment of input credit from the manufact-
urcrs (weavers) can be in the form of cash or output, while the inter-
mediate egencice will repay, for the credit purchase, in the same
monner as the yarn traders do, or can arrange special tcerms of pay-
ment.  Yarn wholesalcrs would be willing to give such credit, as
they are giving the credit to institutions rather than individuals.
Such credit purchascs by the associations or socieites will have
morc ccoromic justification, because interest rate prevailing for
such crediv is about 11 per cent, as against the rate of interest

for commercial banks, which varics between 15 and 18 per cent.

Finally, it can be concluded that institutional sources of cre-
dit would not be able to meet tho investment and Qorking capital
demand of .thv handloom and powcrloom soctors: thereforc it is
necessary to mobilise non-institutional sources of funds. If the
existing informal market carn be organised and devcloped (in ways
suggested above) to make it less exploitative then it can make a
positive contribution to incrcasing thc cfficicney of the hand- and

powerloom scctors,
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APPENDIX 3.1

Tables

ERPLOYRENT AND ITS CHARACTERISTICS FOR HANDLOOM AND POMERLOON

Type of Employment typel/ Total employment/ Employment per
unit . unit loom
Family Hired ,
FT PT Total FT PT  Total
FT PT Total FT PT Total

Pitloom 2.6 5.8 8.4 2.0 3.4 5.4 4.6 9.2 13.8 1.84 3.68 5.52
Semi-auto 2.4 5.9 8.3 12.2 8.2 20.4 14.6 14,1 28,7 2.468 2,38 4.84
loom
Pouerloom 3.5 1.3 4.8 10.4 2.6 13.9 13.9 3.90 17.8 5.35 1.50 6.85
Note: 1/ FT = Full-time employment

PT

Part-time employment.
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APCENDIX 3.2

ANNUAL RAd MATERIAL mﬁmm"hm THEIR CHARACTERISTICS AND VALLE
(FOR 5 PITLOOM, 28 SEMI-AUTO LODM AND 6 POMERLOOM UNITS)

Loom Location 20's  32's  40's Polyes- Total  Total Total Total yarn
cotton cotton cotton ter 75 quantity yarn value byeing and dyeing

(1b) (1b) (1b) (1b) (1b) (Tke) value value

(Tk.) (Tk.)
Pitloom Hasnabad 2520 - 32,040 - 34,560 15,98,947 5,53,574 21,52,521
Sub-total: 3,50 15,98,947 5,853,574 21,582,521
Semi-auto Sreenagar 4920 - 94,200 - 98,120 45,37,108 13,68,066 59,05 ,1‘74
1oom Sheker Char - 7200 23,040 - 30,240 13,30,560 37,640 13,68,200
Goradia - - 120,840 - 120,840 56,20,268 - 56,20,268
Sub-tota) s 250,200 114,687,935 14,05,705 128,93,642
Powerloom Nnandi - - - 6600 6,600 3,52,836 - 3,52,836
Hasnsbad - - - 99528 99528 aggs 9885 - 4996 9085
Norsingdhi - - - 13,680 13,680 7,02,468 - 7,02,468
Sub-totals - - - 29,803 15,52,189 - 15,52,189
Total: 7,440 7,200 27,120 29,808 314,568 14,639,072 19,59,280 165,908,352
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OQUTPUT CHARACTERISTICS OF HANDLOOM AND POMERLOOR PRDDUCTS
(ANKUAL OUTPUT IN YDS. AND VALUED IN TAKA)

chg tion Product Pitloom Semi-auto loom Powerloom Total
Quentity Value Quantity Value Quantity Value Quantity Value
(yds)  (7k.) (yds) (Tk.) (yds)  (Tk.) (yds)  (1k.)

Hasnabad Sarze 168,335 28,00,150 - - - - 168,335 28.00,150
w Lungi 16,200 2,37,500 - - - - 16,200 2,37,600
Sree Nagar Saree - - 462,500 84,91,800 - - 462,500 84,91,800
Goracia Saree - - 336,440 41.19,992 - - 336,440 41,19,992
@ Markin - - 420,085 41,07,136 - - 420,085 41,07,136
Sheker Char Quilt cover - 77,960 9,071,122 - - 77,950 9,01;122
" Moshery - - 78,050 7,28,154 - - 78,060 728,154
Hasnabad Polyester than - - - - 57050 772,186 - 57,050 7+72,186
Nofsingdwi n - - - - 78,580 10,45,740 78,530 10,45,740
fnandi v - ~ - - 42,400 5,96,298 42,400 5,56,296
Totals 184,55 30,37,70  13,75,055 183,48,204 V78,040 24,14,222 17,37,630 238,00,176
Average/unit 12,3 2,02,517 49,109 6,55,293 29,673 4,2,37 91,084 12,60,180
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APPENDIX - 3.4

LEVEL OF OPERATION OF HANDLOOM AND POWER LOOM UNITS

. No. of No. of No. of No. of lHo. of No.of Total Total Total
Type of unit . -
peak working hours nen- working hours hours hours hours
months day in workéd peak days in worked in peak in non~ in peak
a pcak in a months a non- in non- months peak non-
month peak perk peak months peak
day month day month
Pitloom 5.27 26,33 11.40 6.73 22.13 9.67 1582 1440 3022
Serm? -auto loom 5,29 26.4€ 12,14 6.71  24,2% 3.96 1699 1621 3320
Powerloom 7.50 28.00 16.60 4,50 23.00 15.50 3486 1604 5090
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APPENDIX - 3.5

OUTPUT VALUE, VALUE-ADDED AND PROFITABILITY OF HANDLOOM AND POWERLOOM UNITS

Total

Input cost (Tk.) " Value

Wage Family "Depre- Net
Eigi of value of ~-- added cost- incone cia- income
output Xaw Other Mainten- Misce- Total (Tk.) (Tk.) (Tk.) tion (Tk.)
materials inputs ance ilane- N (Tk.)
outrut ous
(Tk.) costs
Pitloom 202,517 1,43,501 4,956 2,251 2,657 1,53,365 49,152 33,705 15,447 991 14,456
Semi-au’.: ;
loom 655,223 4,60,487 12,216 7,018 -3,771 4,85.492 169,801 108,934 60,867 5,784 55,083
Powerloom 422,370 2,58,698 - 6,112 7,805 2,72,615 .129,755 5?,806 - 71,949 4,702 67,247
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APPENDIX B:

Study on Urban Informal Financial Market

INDICATIVE TERMS OF REFERENCE

INFORMAL FINANCIAL MARKET AND THE HANDLOOM
AND SMALL SCALE COTTON TEXTILE SECTOR
IN BANGLADESH

The handloom and small scale cotton textile sector is probably
the largest non-farm production activity.' The handloom sector alone
contributes about 60 per cent of GDP of the Small and Cottage Industry
sector, which in turn contributes about 45% of industrial GDP.

The handloom and small scale cotton;textile sector like many
other informal activities, suffers from various problem — and one
of the major ones is the lack of credits, More than eight-tenths
of weavers indicate the need for loans and oniy an insigniiicant
6 per cent get support from orgarised financial sector. The rest
had to depend on informal financial market.

This dependence on irnformal financial sector has significant
implication both for the growth of the financial sector and the indus-
try. In the absence of credit from formal sector, the informal sec-
tor has facilitated production in the handloom and cotton textile
Sector to continue by adépting to the credit needs in various way,
by extending both kind and cash loans, by linking credit to trading
activities and by providing much needed working capital to Qeavers,
etc. The IFY on the other hand in also alleged to have served their
own short~-run interests of maximising financial returns through
exploitative credit relations, by channelling producer's surplus
to traders and middlemen, etc. While credits from friends and rela-
tives remain a major source of funds, and so does own resources,

informal loans from traders and middlemen are seen to charge interest
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rates as high as 135 per cent, Concealed interests in the form of
higher prices in case of delayed payments also remain a favoured
mode of exploitation, Therc‘ seems to have certain specialisation
in the trading of cotton yarn and textile products. The earlier
system of advancing yarn on credit at higher than market prices and
compulsory delivery of output at lower than market prices are repor-
ted to have given way to single transaction specialisation,

The Case Study Methodology

Given the importance of the handlcom and the small cotton textile
induétry sector, it is advisable to conduct two case studies on the
sector in two different locations in order to khow more about informal
financial transactions in these cectors. One of the case studies
could be conducted in Norsingdi in Dhaka and the other in Shahjadpur
in Pabna.

In conducting the case studies, an anthropological approach
would first be taken to know ubout the intricate details of direct
financial transaction or financial transaction in the garb of other
transactions. On the basis of thi. details, about 5C handlocm/small
textile units would be surveyed to form a quantitative idea. Moreover
a few yarn dealers and marketing intermediaries would also be covered

for specific case studies,

In conducting the study, it would be useful to have initial
discussions with the executive members of Bangladesh Handloom Indus-
tries Association and get their assiscance in developing rapport

with handloom unit and small textile unit owners, yarn dealers, etc,

Specific Terms of Rererences for the Case Studies

The TORs for the case study on the informal financial transac-
tions in handloom and small textile unit sector should include, inter
alia, the following:



a)

b)

c)

d)

£)

g)

h)

i)
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A brief account of the c¢»ctor, its present size and growth

underlining the importance case study.

An identification of inputs and outputs with a view to
determine working capital requirement for an average unit,
and Blowing up the requirement for the sector as a whole;
Along with an assessment of investment requirement, an

assessment will be made of credit needs of the sector.

Analysis of trading/production channels and the existing
system of informal financial transactions among various
actors (yarn dealers-producers-marketing intermediaries-

-wholesalers-money lenders-etc).

Establishment of 1linkages among various transactions and
components with a view of find ocut and analyse the interest

rate slructure, and its composition.

Identification of specific characteristics of the IFM which
made it different from formal financial market transactions,

and identification of ways of making IFM more competetive,

Identifying and anaiysing any formal-informal FM interaction

and connection,

Estimating resource base of lenders in order to see’ how
much resources are being mobilised through this particular

segment of IIM,

Analysing the equity and efficiency impact of IFM, and
lastly.,

Providing recommendations about further development of
the IFM to serve this specific activity.



