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PRYFACE 

As in many developing countries, the informal financial markets 
in Bangladesh are alleged to provide the bulk of the credit needs 
of the economy, particulary to the small scle sector which has
little accer theto formal (institutional) sources of credit. 
Despite various attempts to control and regulate informal financial 
transactions, their scale and pervasiveness of operations have 
expanded unabated. In the long debate on tho usefulness and the 
performance of the informal finmncial market operations, and 
associated issues lLke the determinants of interest rates, inter
linkages among transactions, etc., some i,avc labelled the markets 
as usurLous, as 'fCtters on growth' while: others have considered 
them as desirable adjuncts to the process of brLsk growth in trade 
and commercial operations. Corresponding to thesL two views, two 
diametrically opposite policy frameworks are envisaged; the first 
aims at controlling and ultimately eliminatj.ng informal financial 
transactions while the second aims at expanding the fund flows and 
increasing the competetiveness in the informal sector. Both lines 
of arguments however agr e that there are imperfections in informal 
financial markets and thethat interQ.t rL:tes usually obtaining 
in these markets are on the higher side. 

Despitc the considerable op rationkil significance of the issues
involved, and the implications these have for developing an optimal
policy environment, information on these markets in Bangladesh remain
 
highly inadequate. 
 The study on the informal financial markets 
in Bangladesh, conducted 
by the Bangladesh 
Institute of Development

Studies (BIDS) and sponsored by the Asian DcXvelopment Bank and the 
US-Agency for Internaticnal Devclopment (US-AID), attempts to fill-up

this gap in information and analyse some select issues such as the
growth and the structure of the markets, formation of interest rates, 
mobilisation and use-efficiency of resources. A series of case 

http:eliminatj.ng
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studies have been conducted unde the projcct; all of them are now 
being reproduced as working papers. A survey to collect some primary 

level information on the markets and the characteristics of lenders 
and to know more about the organizational aspects Df informal finance 
gathering and distribution has also been conducted. The survey 

findings along with those of the casL studies are being used to 
prepare an overview paper on the informal financ-al markets in 

Bangladesh. 

This particular study by Dr Reezul Isiam ex.mines thu role 

of informal financial transactions in hond- and powerloom sector 
of Bangladesh. The authur has surveyed 15 pitloins, 28 semi-automatic 

looms and 6 powcrloom units from thL dcwrand side and 14 traders, 

4 banks, 4 handluom associations and one NGO from the supply side 

of the informal financial transactions. Th,;. study shows that trade 
credit, which flows down from the wholceblcrs in Norsangdi and 
Narayanganj to yarn 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 procured on credit, for which interest 

rates varying from 11 to 21 per cent are paid. There are other 

instances of trad2 credit, in dyeing fur exanipl,. 

The findings of the study lhowever can Ihve genera.l, validity 
only to the extent the sample chosen is reprsentative of the sector 

in general. Given tha small sample SiZe, there con of course bu 
some doubts about the reprusentativeness of thu sampl!. Nevertheless, 

the study has come with some interesting findings whichup usefulare 
in understanding the informal transactions c.s far as the textile 

weaving sector in Bangladesh is conccrned. The TORs of the study 

is presented in Annex 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 Financial Market (IFM) in provi
ding financial support to Handloom 
and Small 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 production 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 59.5%) 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 Cottage Industry 
'-ctor, which in turn contributes
 
about 45 per of
cent 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.
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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 81 per cent of the non
operatioi-al 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 cent of their working
 
capital requirements respectively, while weavers 
with 11-25 looms
 
can 
meet 73 per cent of their working capital requirement which
 
indicates thaL 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 Handloom - 1982 
revealed in its report that weavers with upco 3 looms 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 institutional credit, the informal 
sector
 
has been the main source of finance to enable production in the
 
handloom and cotton 
textile sector to continue, by adapting to the
 
credit needs in various ways: by extending both kAnd 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 and reducesources thereby 

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-auto loom weavers respectively
 
have benefited from such credit. 
 Positive impact of such credit
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is quite clear 
 or 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 theover country come for

business trading. According to the Handloom 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 Committee (BRAG). 

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 dorsingdhi and Narayanganj and they in turn sell
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their stocks on credit (partly) tc nanufacturers. 
It has been found
 
that about 46 per cent of the yarn 
stock is bought 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 annual 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 to be less significant. Insti
tutional loans for setting up or expansion of handloom and powerloom 
units are completely absent, but a few yarn traders in Ilasnabad (25%) 
and Madhabdi (20%) have used formal loans for working capital. Tra
dcrs in Norsingdhi, however, 
did not use any formal loans. Among
 
the manufacturers the institutional 
loan used by pit and semi-auto 
loom units are from the Hapdloom ' edit  1983, 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-economic 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
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this chapter, structure of the redit 
market, ict ntification of
different sectors, 
interest structure 
and its composition, terms
 
of credit, etc. have 
been 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 
been given on drawing a linkage

between the formal and 
infor:nal 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 purchase, 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 existing 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 ovLrall findings of the study.
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CHAFf'R 1 

HAMNDOOM INDUSTRY IN BNCLADF 

11 Background 

Handloom weaving goes as
back early 
as the 17th century and
 
had perhaps existed 
even earlier. It was an efficient industry at
 
the time and played an important role in the 
economic activities
 
of the Ind.an subcontinent. 
 Gandhi's call during the Swadeshi move
ment in 1906 
to boygott cotton textile 
goods from Lancashire, and
 
the outbreak of 
the First World War led to the rise of such present

day handloom 
 centres day as Baburht: (Norsingdhi), Tangail,
 
Kumarkhali, Shalizadpur and others.
 

With the independence of 
India, the handloom industry 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 handloopi sector experienced 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 sector, 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.' After
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independence, the Bangladesh Goverliment up a new Handloomin 1978 which 
set 

Boardtook over the development of the handloomfrom industrythe Small 
and Cottage 
 Industries 
Corporation.

formation, Since its
the Handloom 
Board 
has taken 
somP policy to
measures
develop the industry which appear to 
be quite in line with the Indian
textile 
policy. 
 Handloom 
is considered 
as a priority
development sector for
because 
of some of its characteristics 
such 
as labourintensity, female employment, product demand and also profitability. 2 

Handlom Capacity in Bangladesh
 

Because of the dispersed nature of 
the industry, the total
ber of handlooms numestablished 
in differenr 
 surveys
with do not correspond
each other. 
 After independence, 
the Handloomn 
Board
a comprehensive undertook
 survey in 1978 which provided certain essential information on the structure 
and characteristics of 
the industry.
landloom TheCensus of 1978 established the total installedcapacity handloom.ot about 437 thousand, of which two-fifths were idle at
 
the time.

3
 

TABLE 1.1
 

HANDUOj CAPACIY IN BANGIAUFZH 

Division 

Total 
 Total Opera-
Installed Total Idle
tional looms 
 looms
 
looms
 

Dhaka 

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
 

Totud 

437,015 
 259,921 
 177,094
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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 
which 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 looms.
 
The operational capacity of the total looms was found to be 
quite
 
low: only about 59 per cent. This low utilization 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 Divisionb 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
of Units Looms Total Opera- Total Operatiotional looms looms per 
nal looms
 

unit per unit
 

Dhaka 84,415 1,83,612 1,16,002 2.18 
 1.37
 

Rajshahi 31,543 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 1.22 
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1.3 Size of the Production Units
 

The sizes of the units vary according to their locational characteristics. 
 The average 
size in 	terms of installed 
and operational

looms for the four divisions is shown in Table 1.2
 

The table shows 
that Pajshahi has 
the highest number of 
total
looms per production unit (3.34) followed by Dhaka (2.18), Chittagong
(1.93) and 
Khulna (1.70). The national weighted average 
size of
production units for 
total and operational looms 
are 2.30 and 1.36
 
looms respectively.
 

TABI 1.3
 

NUMBER OF LOOMS WITH UNIT SIZE
 

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

Dhaka 
 1,40,763 20,845 
 7,660 	 14,344 1,83,612
 
Rajshahi 
 71,846 IR,959 14,461 
 20,214 	 1,25,380
 
Chittagong 
 60,336 6,796 4,284 
 11,720 
 83,136
 
Khulna 
 38,726 	 2,802 
 i,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 


Source: 	Handloom Census  1978.
 

100 
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The ownership pattern indicates 
that the handloom units lare
 
traditionally dominated individual
by households. Table 1.3 shows
 
also the sizc of household units with upto 20 looms, but those with
 
more than 20 looms are considered as small factories.
 

It appears from the table that the handloom industry is domina
ted by unit size of upto 5 looms, and 71 per cent of the total looms 
fall under this category. Units with 6 to 10, ard 11 to 20 looms 
occipy 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 enquiry 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 rnw materials in bulk at very
 
competitive prices. 
 Together with this, reduced 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 looms:
 
Pit-throw, Fly Shuttle and Semi-autoinatic. Their division-wise compo
sition in the total capacity is given in Table 1.4.
 

The table shows that the Pit loom 
nccounts for about 62 
per
 
cent of the total capacity followed by semi-automatic, which occupies
 
about 23 per cent. The other two looms, Fly Shuttle and Pit-throw
 
together ohare about 15 per cent of the total capacity. The division
wise distribution 
of differc.nt loom types varies considcrably; for 
example, 90 per cent of the looms of Khulna and Chittagong are Pit, 
while in Rajshahi, Semi-automatic looms occupy 59 per cent of the 

http:differc.nt
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TABLE 1.4 

DIVISION-WISE DISTRIBUTION OF TE HANDLOOM TYPES 

Division/ Pit-fly 
 Pit-throw Fly- Semi-auto- Total
 
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 
 6,351 308 1,963 83,122
 

Khulrna 59,226 
 3,751 118 1,872 64,967
 

Total 270,966 26,496 37,085 102,191 436,738r/
 

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, the share of Pit looms is just
 

over 50 per cent.
 

Handloom technology in Bangladesh remained unchanged over the 
decades with very little technical improvement. One of the reasons 
for the low productivity of this intdvstry can be ascribed to its 
rudimentary tcchniology. Unlike Bangladesh, India has made substantial
 

technological improvements to the old looms and has also developed 

new ones. There are at least 38 different kinds of looms at present 

in the Indian handloom industry.
6 
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Locational Characteristics of.he Industry 

Although handloom is available throughout the country, traditio
nally it is concentrntcd in a few districts, mninly Dhaka, Pabnn,
Comilla and Tongail. These districts together account 
for about 
70 per cent of the inslSllcd looms and over 78 per cent of the 
total
 
operated looms.
 

Table. 1.5 below shows the handloom conccntrntion 
in the four
 
districts.
 

Dhaka alone accounts for about 33 per 
cent 
of the total opera
tional capacity and nbout 
35 per cent of 
the total employment. The
 
next two important centres 
are PLnp ind 
Comilla, accounting for

22 and 16 per cent of the opcrational clpacity respectively. Dhaka
 

TABLE 1.5 

LOCATIONAL C11ARACTERISTrICS OF THE HANDLOOK INDUSTRY 

Districts No. of 
units 

iotal 
looms 

Operational 
looms 

Employment 

Dhaka 
% all Bangladesn 

52649 
(26.6) 

120463 
(27.6) 

85965 
(33.0) 

303669 
(35.8) 

Pabna 
% all Bangladesh 

19853 
(10.1) 

86063 
(19.7) 

56016 
(21.6) 

146979 
(17.3) 

Comilla 
% all Bangladesh 

30034 
(15.2) 

59868 
(13.7) 

40627 
(13.6) 

157586 
(18.6) 

Tangail 
% all Bangladesh 

15421 
(7.8) 

37406 
(8.6) 

21051 
(8.1) 

64820 
(7.6) 

Total Bangladesh 197280 437015 259921 847597 

Source: Bangladesh Handloom Census, 1978. 
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hris long boon established as an i portant centre for handloom indus
try because of its skilled craftsmen and spuicalized products.7

Even to this day, it continucs to play a leading role in Bangladesh. 

1.6 Input Characteristics
 

According to the Iandloom Census of 1978, 
the handloom industry
uses 94.5 per cent cotton yarn and the remaining 4.5 per cent iscomposed of cellulose, synthetic and other types. 
 However, in recent
 years, synthetic yarn is becoming populor among the handloom weavers,
as it yields better productivity being less vulnerablc 
to end--break
age. It is increasingly bccomi..g evident that therc is a steadygrowth 
in the number of powerlooms using synthetic 
yarn as input;
this has adversely affected tlj: handloom industry. The finest yarnthat can bc woven in handloom ranges from 10s to lOOs count. In 
the Indian industry, the woven fibric uses counts of this range.8 However, in Bangladesh, handloom industry uses yarn between lOsand 80s andcount commonly specializes in medium quality fabric. 

According 
to the Handloom C nsus, 
handloom 
consumes about 71
per cent of medium quality yarn, and about 16 and 7 per cent ofcourse and fine qualitics rcspectively. It also appears that Dhaka,
Chittapong and Khulna divisions rninly specialize in medium qualityfabric, while Rajshahi ( in North Bengal) produces finer quality

fabric. This is n shift from the pre-partition position when North
 
Bengal spccializcd in 
coarse to medium quality fabric.9
 

DImestic Sources of Supply and Requirement
 

Traditionally, the handloom industry depends on the modern millsfor its yarn supply. Hand-spun yarn covers only 0.15 per cent of
the total yarn production, which is consumed locally. I0 The textile
 

1.6.1 

http:locally.I0
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mills, which have a small weaving capacity, sell th(ir surplus yarn 
to the private modern wcoving and the handloom sectors. But the
 

surplus yarn produced domestically is not sufficient to meet the
 

demand of the handloom scctor, so the shortfall in supply has to 
be met through imports. In 1985 about 30 per cent of handloom yarn
 

consumption was met through import.
 

1.7 Output Characteristics
 

The handloom industry specializes in coarse to medium quality
 

fabric, but thcre are still a fcw core pockets of weavers left who 
weave muslin, Jamdani and other 'ine materials for a small section 
of the society and for export purposes. IHandloom fabrics, except 
for grey matcrial, arc mostly cloth pieces such as saree, lungi, 
gamchn, chaddar and other types, which nrc ready to be worn right 

PRODUCT-4IX 

TABLE 1.6 

SHARE OF THE IANDLOOM 
(IN PER CENT) 

INDUSTRY 

Division Saree Lungi Gamcha Chaddar Others Total. 

Dhaka 

Rajshahi 

Chittagong 

Khulna 

Bangladesh 

55.01 

72.L3 

4.50 

28.62 

47.61 

23.09 

10.99 

82.94 

33.62 

31.23 

6.45 

9.84 

2.84 

28.07 

8.77 

1.37 

6.74 

3.74 

1.0 

1.50 

14.08 

-

5.98 

8.69 

10.89 

100 

100 

100 

100 

100 

Source: Handloom Census - 1978. 
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after weaving. The product-mix varies according to the location.
 
For example, Pabna district specializes in sari pieces, whereas
 
Chittagong is wcll known for lungis. 
Table 1.6 shows the product-mix
 

of the handloom sector.
 

The table2 shows that sarce is the most important product, and 
constitutes :bouL 4B per ccnt 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 
per cent of the total handloom production of Rajshahi and Chittagong 
divisions are saree and lungi respectively. The hrndloom output 
has increased from 407 million to 7J3 million yards during FY 1974 

to FY 1985.
 

Almost 98 per cent of all 	b-ndloom products are marketed in
 
'
weekly open markets known as 
'hat and only about 2 per ccnt through 

cooperatives and other associations. A long channel of intermedia
ries crmjte a price differcntial of 30 to 40 p-r cenL -inong the wea
vers and thc ultionte consumers. It is the intermcdiaric' who make 
most of the profit, while the weavers find it difficult to meet their 
production costs. 

1.8 Institutional Support for the Handloom Industry
 

The handloom weavcrs receive main institutional support mainly
 
frot cooperative associations and the Bangladesh Handloom Board (BHB).
 

About 79 per cent of the weavers in Bangladesh operate within 
the framework of Cooperative Industrial Unions at district, sub
division or thana levels, which are organised at the national level 
by the Jatiya Samabay Samity Ltd. (BJSS). Their main function is 
to provide purchasing and marketing facilities to the member socie
ties. Although the coverage of handlooms under 	 cooperatives is evi
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dently higher 
than in India, I1 the H1andloom 
Census - 1978 reveals 
that just above 2 per cent of the weavers enjoy any service from
 
these societies. 12
 

The Bangladesh Handloom Board 
was formed in 1978 to 
identify

the problems and the scope of futur development of the handloom 
industry. 13 Although a of
number development measures such 
as
marketing, distribution and financial support to the hnndloom weavers 
were pursued by the Board, they met with little success.
 

A report of Dutch
the Government 
on the Bangladesh Handloom 
Industry cmphasised that the Board has too weak an organisational
 
structure to bc entrusted with he massive task of dcveloping of 

14

this sector,


1.9 Employment and Productivity of Handloom Sector
 

The I-andloom Census has established that the sector 
generates

direct employment of about 848 
 thousand and if the ancilliary

employment Ls intotaken conside: tion, the figurc would be over 
a million. Potential further 
 increase in employment has been
 
emphasised 
in a report of the Planning Commission. 
 The household
 
characteristics 
of rhc production units enable most of the 
family

members, sometimes even th,: very young (of 7 or 8 years of age) to 
contribute in the cloth making ;rocess. The employment involves 
family members or hired help either on regular casualor basis.
 
Table 1.7 shows some essential 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 pcr cent respectively.eighed indicatesaverge mplo-mL The table thatoperational! the national
 
average weighted employment per/loom is 3.26, which comprises family
and hired labour of 2 and 1.3 persons respectively. 

http:industry.13
http:societies.12
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TABLE 1.7 

EXPLOYMENT IN THE HANDLOOH INDUSTRY 

Divisions No.of Total Operational Typec of Employment 

units looms looms Family 

members 
Hired Total Total Employment/ 

Fegular Casual 

Hired Employment Operational 

loom 

Dhaka 

Rajshahi 

Chittagong 

Khulna 

Total 

% of Total 

84.415 

31,543 

43,050 

38,272 

1,97,2E0 

-

1,83,612 

1,05,300 

83,136 

64,967 

4,37,015 

100 

1,16,002 

63,148 

48,489 

32,282 

2,59,921 

59.48 

2,14,989 

82,446 

1,12,733 

81,592 

4,91,760 

58.02 

1,36,015 

65,787 

39,169 

9,978 

2,50,949 

29.61 

51,248 

19,895 

27,169 

6,578 

1,04,683 

12.37 

1,87,263 

85,682 

66,338 

16,554 

3,55,837 

41.98 

4,02,252 

1,68,128 

1,79,071 

98,146 

8,47,597 

100 

Unit 

4.77 

5.33 

4.16 

2.56 

4.30 

Loom 

3J7 

2.66 

3.69 

3.84 

3.26 

Source: The Handluo Census - 1978. 
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According to the Handloom Census, the productivity of a weaver
 
can be calculated as 13.46 yards pr day from the production level 
estimated in the survey. This estimate, however, does not account 
for diffiront loom types and seasonal variations of production. 16 

Another ustimnate could bc mide from the information given in the 
Statistical Yea-r Book 1985, where the total production is based on 
the total yarn consumption of the handloom industry. According to 
this, the loom or weaver productivity is found to be 0.14 yards per 
day (based on 250 working days annually) which, is only about 66 per 
cent of thIc production calculatcd from the handloom census. This 
estimate, howcvcr, does not takc into consideration the loom types 
and cloth construction.
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CHAFIR 2 

SELECTION OF SAMPLE \NfD SURVEY IITETODOW)CY 

2.1 Selection of Sample 

Selection of samples has been done according to the TOR of the 
exact ofstudy. liowcvcr, the number snmplcs could not bc maintained 

so as to accommodate proportionnte representation of different sec
tors and activities. Table 2.1 shows the details of the number of 
samples selected.
 

TABLE 2.1
 

SELECTION OF SAMPLES, HANDLOOK AND POWERLOOM WEAVING 

Activities No. of samples No. of samples 
proposed in TOR selected
 

Handloom Unit 
 40 
 43
 

Powerloom Unit 5 6 

Yarn Trader 
 10 
 14
 

Bank 
 2 
 5
 

Co-operative Association 
 2 
 3
 

Bangladesh Rural
 
Advancement Committee (BRAC) I
 

Total: 
 59 
 72
 



TABLE 2.2 

SELEBCTION 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 -

Anandi and 
Norsingdhi - - 200 - - 4
 

Total: 200 370 270 15 28 6
 

Theso samples are selected from four villages in Norsingdhi
 

area. Table 2.2 gives the names of those villages and their popula

tions in terms of number of units.
 

In selecting samples, the following characteristics of handloom
 

weaving have been taken into consideration:
 

a. Product-mix;
 

D. 1yVe of loom;
 

c. importance of the place as handloom arca and as trading
 
centre for handloom products;
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d. local input availability aia, output marketing; and 
e. available institutional support facilities. 

It can bc seen from Table 2.2 that pitloom we'aving can be found 
only in -asnabad Prca, whcre snmi-;-utomatic looms are totally absent. 
On the other hand, in Goradia, Sreenagar and Sheker Char areas no 
pitloom wenving is found. In AIn~indi and near Norsingdhi area the 
only type of loom found to bc operating is power loom.
 

The type of input used also to inis found vary different loca
tions. 
 For example, in Goradia, Sheker Char and Hasnabad yarn 
counts
 
of 20's and 40's are widc.ly used, while in Srcenagar 32' s and 40's 
yarn count' are used. The use of higher count yarn is rare. It has 
been found that seree is the moe. widely woven product iii all areas. 
However, in Goradia, 1Markin' is widely produced. In Hasnabad, out 
of 15 selected units, 2 units are found to be manufacturing lungi. 
In Shekcr Char orca, nll the 4 selectcd units manufacture quilt cover, 
mosquito net and bed-spread. 

Besides the above samples from hand and powerloom weaving, 
a
 
number of traders, Cooperative associations and financial and other
 
institutions were selccted. 
TablL 2.3 provides the rclevant details.
 

The sample 
for traders, banks and associations were selected
 
from those specific locations wherefrom handloomthe and powerloom 
samples were selected. However, representative number of samples 
coul'! not be maintained because respondents could benot found.
 
Samples were selccted nearestfrom the trading centre of the selected 
handloom and powerloom areas.
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TABLE 2.3
 
SELECTION OF SAMPLE 
 FROM TRADERS, ASSOCIATIONS AND 

INST'TI IONS (HANDLOOM) 

Location No. of Selected Samples
 

Traders Bank 
 Co-operative Other 
 Total

Institution
 

Hasnabad 
 4 1 
 1 
 6
 
(Amirganj)
 

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 Niarket 
on Handloom', at 
a different location, has
 
already selected such a methodology. Therefore, it was found appro
priate to select an 
alternative survey methodology, thn pre-designed
 
questionnaire method. 
 It has been envisaged 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 information 
relating to informal finanicial market acitivies. For yarn traders, 
handlooms Cooperative Association 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 J-tween informal and 
formal financial institutions.
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CIPIAIER 3 

A PROFILE OF INDUSTRY FEATURING INPUT-OUTPUCHARACTERISTICS, PROFITABILITY 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 unlls 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 loom.pit Among the fixed cos;t 
components, viz. structureland, and machinery and equipment costs,
machinery and 
equipment cost is 
the most important component. It
 
represents 67.50, 
61.60 and 85.42 per of
cent 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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TABLE 3.1 

INVESTMENT COST OF HANDLORM AND POWERLOOR UNITS 

Type of No. of 
sMple 

Ptom(Tk.) 

vriget
loom/unit Lzind 

cost 
(Tk.) 

Structure 
cost 
(Tk.) 

CCostMlachinery 
and equip-
merit cost 

Total 
fixed 
cost 

(Tk.) 

Working9 
capital 
(Tk.) 

Total 
investment 
cost 

(Tk.) 

Fixed cost 
with land 
(Tk.) 

per loom 

Fixed cost 
without 
land (Tk.)
ln T. 

Semi-c, 

Powerlomj 

loom 
2loom 

15 
28 

2.5 
5.9 

2.6 

1020 
4571 

2617 

2514 
19232 

4617 

7343 
3G205 

42397 

10877 
62J08 

49631 

7e53 
31615 

19617 

18,830 
93,623 

69,248 

4,351 
10,457 

19,089 

3,943 
9,686 

18 
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is 4.35, 10.46 and 19.09 thousand with land, and Tk. 3.94, 9.69 and
 

18.08 thousand without land respectively.
 

3.2.2 Working Capital
 

Working 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 per 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 fixed invcstmernt costs are E timated similarly. Table 3.2 shows 
the working capital used for a single pit, semi-auto and powcr looms 

unit, which arc calculatcd from Table 3.1.
 

TABLE 3.2
 

EXISTING LEVEL OF WORKING CA'PITAL (W.C) PER LOOM (TK.) 

Loom W.C/Unit No. of Loom/ W.C/Loom
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 seen 
that the working capital used
 
per loom for pit, semi-auto and power 
loom is Tic. 3.13, 5.33 and
 
7.54 thousand respectively.
 

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

The increase in requirement of working capital 
for semi-auto
 
power looms is necessitated
and because the tana (warp beam) used
 

in pit loom has the shortest length i.e. 
yarn content 
in the beam
 
is less; it increases progressively for semi-auto and powcrlooms.
 

Investment Cost Requirement for a Single Loom Unit
 

It would be possible to estimatu, from the previous two sections,

the requirement of 
investment 
fund for a single loom unit. Table

3.3 shows the average invetment 
cost of a single loom in pit, 
semi
auto and powerloom units.
 

TABLE 3.3
 

INVqS'MENT COST OF SINGLE LOM UNIT 

Loom Type Fixed Cost (Tk.) 
 Working 
 Total Investment Cost
 
capital
With land Without (Tk.) 
 With land Without land
 

land
 

Pit 4,351 3,943 3,181 
 7,532 7,124
 
Semi-auto 10,457 9,686 
 5,331 15,788 15,017
 

Power 
 19,039 18,082 7,545 
 26,634 25,627
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The table shows that the total cost of investment per loom for
 
pit, semi-auto and powurloom 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 Levels and Types 

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

3.1.
 

TA LE 3.4 

ER4LWE iARACTEr TSTICS OF HAWD AND R LIJ tLhFlS 

Type of Unit Employment per unit Employment type Employment/loom
 
per unit/1 

Family Hired Total PT PT 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 14.1 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/ FT: Full-time; PT% Part-time.
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The table shows 
that the employment levels 
of pit, semi-auto
 
and powerloom units 
are 
5.52, 4.84 and 6.85 persons respectively.

Family employinent represents 60.1, 
28.9 and 27.0 per 
cent of the 
total employment for the corresponding units. This shows that pit

loom units are more 
family based i.e. family members' participation

in production process is relatively more, thait in semi-auto and power
loom units. In fact, most theof semi-auto and power loom units
 
surveyed were small factory type units.
 

Employment types show that 35.3 per cent of pit, 50.83 per ccnt
of semi-auto and 78.10 per cent of powerlooms employment fullare 
time employment. 
 The characteristics of the full-time employment
show that, among the family mcmbers, full-time employment is highest
for powerloom unit (73%), followed 
by pit (31%) and semiauto (29%)

loom units. Among 
hired cmplovment, again, 
the powerloom has the
 
highest level of 
full-time employment (80%), followed 
by semi-auto
 
(60%) and pit loom (37%).
 

Input-Output Chaacteristics 

3.5.1 Input-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 the 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 lasnabad
 
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. In Sreenagar and Gora
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dia. only 40's count yarn is used for saree making, while in Sheker
 
Char 32's and 40's counLs are used. For power loom wcaving the input
 
yarn is polyester. Polyester weaving does not need any sizing mrate
rials, tt'refore main input cost is yarn cost.
 

The total. annual yarn consumption of the samples selected is 
314.57 thousand lbs. with an estimatcd annual value of Tk. 14.64 
million in grey and Tk. 16.60 million in dyed forms. Of the quantity 
consumed, 20's, 32's and 40's cotton represent 2.37, 2.29 and 85.86 
per cent of the total consumption respectively, while polyester 
shares the 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-enterprise annual consumption of differceit counts 
of yarn is 143.50 thousand lbs. for pitlooms, 460.49 thousand lbs. 
for semi-auto loom and 253.70 
thousand lbs. for powerlooms, while
 
the corresponding annual consur.tion of 
yarn for pitloom, semi-auto
 
loom and powcrloom are 57.40 thousand 
lbs., 77.65 thousand lbs. and
 
99.50 thousand lbs. respectively.
 

3.5.2 Output Characteristics
 

The main products produced in the selected areas ae lungi, saree,
 
quilt cover, mosquito net and bed-spread. Appendix 3.3 shows the
 
product characteristics with locations where they are 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,
 
saree is produced in Hasnabad, Sreenagar and Goradia and represents 
55.66 per cent of the total production. Saree is produced both in 
pit and semi-auto looms. However, better quality sarees are usually 
woven in semi-automatic looms. In Goradia, besides saree, grey markin
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cloth ip also produced, which rcpresents about 24.18 per cent of
the total production. Quilt andcover mosquito net are found to
be produced only in Sheker Char and these products constitute 8.98 
per cent of the total production.
 

Powerloom Droduct 
is mainly polyester cloth, usually measuring
between 20 and 50 
yards in length. Product characicristics of the 
selected units almostare 
 identical. 
 All thi powcrloom units in

flasnabad, Anandi and Norsingdhi produce polyester 'than' (piece)
using almost idCntial 
 yarn quality. Polyester cloth production
 
respresents about 10.25 per cent of the total production.
 

The characteristics of handloom product have a change in recent
 
years. 
 It has been observed 
 that more power looms are under
 
installation and use of polyster fibres are theon increase. In
Sheker Char, a few years back. saree used to be the main product
of handloom units, but prcsently they are mainly producing quilt 
cover and mosquito net. 
 This diversification 
is mainly due to
 
availability of raw material (yarn) and casier marketability.
 

3.6 Capacity Utillzation 

Capacity utilization 
 of handloom and powerloom weaving is
 
measured in two ways:
 

a. Capacity utilization 
based 
 on installed and operational

looms, and
 

b. Capacity utilization 
based 
on operational characteristics

viz. average annual hourly operation compared 
to the estimated achieveable production.
 

Here, 
(a) will be referred to as utilization (capacity) while
 
(b)as utilization (operation).
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3.6.1 Utilization (Capacity)
 

Utilization based 
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 (%) 
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, followcd 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 rcasons for looms being idle are found
 
to be their poor mechanical condition and shortage of working capital.
 
The working capital shortage, however, 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 characteris
tics observed during the peak and non-peak periods 
of operation.
 
The details may be seen in Appendix - 3.4.
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To estimate the level of utilization, it is assumed that hand
loom units have annual operating days of 350 on single shift (8 hours)
 
or 
per day (12 hours) basis. The powerloom unit, on the other hand,
 
will operate the same number 
of days but on 2-shift basis. It has
 
been observed from the survey that all the handloom units opcrate
 
thoughtout the except
year, during religious festivals. The number
 
of 350 working days was found to bc well-represented among the samples
 
selected.
 

Capacity utilization 
based on these two estimates, viz. per
 
shift and 
per day basis shows that pit and semi-auto looms have very

high levels of utilization, 
108 and 119 per cent respectively.
 
However, the level of 
utilization falls to 
72 per cent for pit and
 
79 per cent for semi-auto loom, when utilization level is measured
 
on per day (12 hours) basis. Appendix 3.4 shows that during the
 
peak period both the looms operate about 12 hours a day, while during
 
non-peak period, 10
about hours. It is, therefore, possible 
to
 
increase the utilization level 
of the looms during the non-peak
 
period, provided demand for handloom products is there.
 

TAELE 3.6
 

Type of unit Operational month 
 No. of No. of expected Utilization
 
hours of hour of operation level (%)

opera-


Peak Non-peak Total 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 70
 

Pouerloom 
 7.5 4.5 
 12 5090 5600  91 
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Thc power looms usually operate on two-shift basis 
(6 A.M. to
2 P.M. and 2 P.M. to 10 P.M.). 
 The level of 	utilization, here, found
 
to be 91 per 	cent, is quite a high achievement.
 

It appears that 
the levels of utilization 
for pit, semi-auto

and power loom achieved in iHorsingdhi 
area are significantly high.

Increases in utilization (operation) would not have a very significant

effect on production. 
 Hence, any increase in production of the sec
tor could only be achieved by reducing 
the number of idle 
looms.

However, further increase 
in efficiency of 
the existing operational
looms can be brought about by improving technology to achieve a high
level of produc vity, by efficient use of inputs and by developed 
marketing.
 

3.7 Family Income 

Table 3.7 shows output values, value-added and family incomes

for pit, semi-auto and power loom units. 
The details of family income
 
calculation may be seen in Appendix .3.4.
 

TABLE 3.7 
OhTPUT VALUE, VALUE-ADDED AND PROFTTABILITY OF HANDWODN 

AND POWERLOOK UNIT 
(IN TAKA) 

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
 



37
 

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. Value-added contri
butions of these units correspond with their level of output and
 
show semi-auto loom units to have 
the highest value-added (Tk. 169.80 
thousand), followed by power -- (Tk.129.76 thousand) and pit loom 
(Tk. 49,15 thousand) units.
 

The profitability of the units, however, 
does not correspond
 
with their value-added ranking for semi-auto and power loom units. 
Powerloom unit, although having lower level of value-added than the 
semi-nuto loom uoit, has the highest level of annual profit of Tk. 
67.23 thousind, while the semi-puto loom unit has the second highest 
annual profit of Tk. 55.08 thousnnd. Pit loomn unit has the lowest 
annual profit: of Tk. 14.46 thousaid. 

So far, the discussion has focused on profitability of a
 
production unit. lt would be useful, for analytical purposes, for 
profitability to bc discussed on loomi basis. Table 3.7 also shows 
loom-wisu profitability of pit, sci-auto and powerloom units. It 
shows that the profits per loom -f In pit, semi-auta and powerloom 
unit arc Tk. 5.78, 9.29 and 25.86 thousand rcsncctively. Therefore,
 
profit generated by the powerloom is about 4.84 and 2.90 times higher
 
than thc pit -ind semi-automatic loom respectively. 

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 the Department of Textiles, there are about 8.8 thousand
 
ordinary powcrlooms in the country, of which, about 5 thousand are
 
operating in the Norsingdhi area.
 

http:Tk.129.76
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In recent years there has been a tremendous rise in the number 
of powerlooms Official statistics giveni above have grossly underesti
mated the actual capacity of powerlooms. Many of the units are opera
ting unrcgistcrod cr urith much higher installed capacity than stated 
at the time of registration. These looms mainly produce grey polyes
ter fabric and sell their output 
to wholesalers in Dhaka for dyeing 
and printing. Somc of the reasons observed for this increase in 
powerloom capacity are: 

a. raw material availability;
 

b. extra premium on sales, when 
output is marketed in India
 
through backdoor;
 

c. 
good profit margin because of less 
power cost - usually
part of the power cost is poid through informal arrangements
with the local Power Development Board; and 

d. high productivity, but relatively low wnge cost, which

helps to realise higher surplus.
 

These reasons, inter 
alia, have caused a tremendous growth in 
the number of powerloom in the Nor .:;ngdhi area. It hos been observed 
that the local engineering workshops are manufacturing powerlooms 
(Hattersely type) in Madhabdi and Norsingdhi areas. 

The survey has investigated the willingness of 
the existing
 
pit and semi-auto loom entrepreniurs to change their production tech
nology to powerloom weaving. 
Table 3.8 shows the results obtained.
 

From the table it appears that about 67 per cent of the pitloom
 
entrepreneurs would to
like change to powerloom weaving compared
 
to 61 
per cent of the semi-auto loom. 
 Among the pit loom entrepre
neurs, there is a general 
belief that they will generate much more
 
profit if 
they can change to powerloom technology. On the other
 
hand a sizeable number of 
semi-auto loom enterprises are of factory
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type with above 8 looms, and th 
;e units havc been operating for
 
the last 15-25 years; willingness among these cntreprencurs to change
 
to powerloom was not pronounced. However, those entreprenurs, who
 
have less than 3 looms would like to change to powerloom manufacturing
 
technology, because they 
bclicvc they can gcncrate 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 %of No 
 % of
 
total total
 

Pitloom 
 15 10 66.7 5 33.3
 

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

INFUM CREDIT MARKET FOR HANDLO AND POWERUXO WEAVIG 

4.1 
Credit Structure of Handloom and Powerloom Weaving
 

The credit structure of handloom and powerloom wcaving mainly
 
encompasses sources of credit, nrea 
of credit nceds and flow system.
 
These are discussed below in turn.
 

4.2 Credit Structure in Terms of Sources 

There arc two main sources of credit, formal and 
informal.
 
The structure of these sources may be shown in diagram 4.1.
 

FE.nks (Commercial nd 
Krishi Bank) .
 

Formal Crcdit Sourc, Non-Governmnnt Organization
 

.. e8 RAC, Oxfam,ctc)a/
 

Other Government Autonomous
 
Agencies (BSCIC and BRDB)
 

(ii) Informal Source 
 [Money lendur (professional money
 
lender, Pawnbroker, etc.) 
 f 

Informal Credit Sourc 
 Nohajan (Wholesale and 
Rctail traders) 

IOther Sources (Fricnes, 
Relatives, landlords, etc.
 

a/ BRAC - Bangladesh Rural Advancement Committee.
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Formal credit mainly comes from Commercial and Krishi Banks, 
non-Government organisations and from some autonomous Corporations 
and Boards responsible for the d:velopment of small and cottop indus
tries. On the othcr hand the possible t.iurmal sources are! profe
ssional money lendcrs/pnw'- _.,crs, mohajans (holcsalcrs and Retai
lers) who trade wil' yarn and cloth, friends and relatives and other 
miscellanot- 6ources. 

4.3 Structure of Informal Credit Market
 

Interest lies here in identifying the informal credit sources 
and evaluating the(ir rolc in delivering credit needs to the handloom 
and powcrloom units. Hence, in this chapter, all discussion will
 
be on credit structure of informal sources relates
that with the
 
production znd Lrading channels.
 

4.3.1 Area of Credit Needs
 

Credit needs are mainly observed in thc following areas:
 

a. Credit needs 
unit; and 

for investment nnd expansion of production 

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

Credit needs and deliveries of the selected production units, 
for this study, are investigated with the above two aspectL in view. 
In the process of investigation, different actors in the credit mar
ket, the types of transactions, interest rate structure and composi
tion ani terms of credit are identificd and their impacts on
 

efficiency of the produc. ton units are analysed.
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4.4 
Financing of Investment and Expansion Capital
 

4.4.1 Investment Capital
 

None of the production units had 
taken credit from any formal
 
source 
in setting up the cstablishment. 
 The use of informal credit
 
was limited 
to semi-auto and powerloom. Table 4.1 
shows the detail
 
of informal crcdit used by 
 the production unit at 
the time of
 

establishment.
 

It can be 
scen from the table that all pitloom units wer-. esta
blished entirely with entrepreneurs' funds, while 89.7 and 83.4
own 

per cent of s'emi-auto and powerloom units respectively used own funds
 
at the 
set-up. The remaining 10.7 
per cent semi-auto and 16.6 
per

cent powerlooms units used 
own as 
well as borrowed cr pital in finan-


TABLE 4.1
 
USE OF CREDIT IN SETTING UP THE PRODUCTION UNIT
 

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

unit 
 no.of
 

loom No. 
 %of total No. %of total 

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

Powerloom 
 6 2.6 5 
 83.4 
 1 16.6
 



43
 

cing their investment. This cle,.-ly demonstrates that the role of 

informal sector financing in the establishment of hand and powcrloom 

activiti.t wns limited. 

The entrepreneurs' funds mainly came from savings, sale of 

assets, and other sources. Table 4.2 shows the share of these sources
 

which contributed in financing investment for pit, semi-auto and 

power loom units.
 

The table shows that average fixed capital (excluding land) 

used in pit, semi-auto and powerloom units is Tk. 813, Tk. 9.39 

thousand and Tic. 43.17 thousand respectively. in financing fixed 

capital of the power loom, the savings of the entrepreneur contribu

ted the highest shnrc (66%) followed by semi-auto (58%) and pit loom 

(47%). The mobilization of fund from sale of assets 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 

TABLE 4.2
 

SOURCE OF ENTREPRENEUR'S CAPITAL
 

Type of T of Average-Aeae Sources of Fund (%) 

unit total 
no. of 

own capi
tal (Tic.) 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 set-up fund of between 6 and 13 per cent was met from other
sources, such os, from wife's contribution$ sale of cash crops, etc.
 

Sources of capital for 

own 

units which were financed partially
and borrowed capital show that 	
from 

the level of own contributionis higher than the borrowed capital. Table 4.3 provides the detailsof own contributions and borrowed capital and their sources.
 

TABLE 4.3
 
SOURCE OF CAPITAL FOR
FROM ENTF REE PRODUCTION UNITS, FINANCED'S OWN AND BORROWED CAPITAL 

of 
 fSource 
 of 
 .xverage

unit capital 	 on

Source of own capital (%)
capital Savings 
Sale
Own 	 Other-Total
Borrowed 
 (Tk.) 
 of
Asset
Semi-auto 
 10,7 55.61 
 44.39 
 6,389 
 32.76 18.20 
 1.65 
 56.61
 

loom
 
Powerloom 
 16.6 
 72.20 
 27.80 
 38,408 
 48.92 
 17.65 
 5.63 
 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 ofsale assets. 
Contribution from savings was higher for power-(49%) 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 borrowed capital.
 

W7LE 4.4
 

SOURCE, INTEREST STRUURE AND TE DETAILS 
 OF BORROWED CAPITAL 

Type of unit No.of % 	of Average Source 
 Duration Interest
unit total loan 
 of loan (year) rate (%)
unit (Tk.) 

Semi-auto loom 
 3 	 10.7 4,167 Landlord/ 2 52.41 
Businessmin 

Powerloom 
 1 16.6 
 12,000 Brother 
 1 50 

(Implicit)
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The table shows that 3 units of semi-auto loom, which were 
partly finaiced from borrowed capital, had on average used borrowed 
capital of Tk. 4.17 thousand per unit. These loans were taken from 
local landlords 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, one 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 rcziprocal credit
 
arrangement between the entrepreneur and the brother. Although there
 
appears to be no interest payment involved, an implicit interest
 
rate can be calculated. Such an 
interest 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 table 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 level of expansion, about 40
 
per cent of these units have expanded 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 tho:tsand for pit- and semi-auto
 
loom units respectively.
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1 ILE 4.5
 

EXPANSION OF HAND AND POWER LOOM UNITS
 

Type of unit Total No.of % of Average Typeno.of unit the Use of fundcost of of
 

unit expan-
ded 

total 
unit 

expan-
sion 
(Tic.) 

Pitloom 15 3 20 4,167 

Semi-auto 28 11 39.28 17,154 

Powerloom 6 - - -

expan-
sion 

Own Borr
owed 

Machinery/ 

Structure 
1 2 

Mlachinery/ 

Structure 

6 5 

Financing of the expansion capital shows that expansion of only 
one pitloom unit (33.4%) was -inanced from entrepreneur's own source 
of capital, while two other units (66.6%) used borrned capital. 
In case of semi-auto loom units, the expansion of 6 out of 11 units 
was entirely financed by the entrL rencurs, while 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 entrepreneurs 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 respectiyely.
 
Financing through re-.investment 
of profit for semi-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 came 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, entrepreneurs' 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 borrowcd capital.
 

It can be seen from the table that average contribution of the 
entrepreneur's capital for the cxpansion of pit and semi-auto loom 
unit is Tk. 2.30 and 13.43 thousand respectively, correspondingly 
representing about 50 and 67 per cent of the total expansion capital. 
The entrepreneur's fund largely came from re-investment of profit 
of 73 and 05 per cent for pit and semi-auto loom units respectively. 
The remaining 15 to 27 per ._nt of expansion capital came from the 

sale of assets.
 

TABLE 4.6
 

SOURCE OF EXPANSION CAPITAL FOR ENTREPRENEURS 

Type of 	 Average Source of capital (%) 
of cost ofunit 

expansion ile-invested Sale of Other Total
 
(Tk.) profit assets sources
 

Pitloom 3,231 62.22 28.89 8.89 100
 

Semi-auto 14,832 44.10 50.14 5.76 100
 
loom
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T. LE 4.7 

PERCNTAE OF CONTRIBUTIONS AND SOURCES OF EXPANSION FUND 

Type of 
unit 

Average 
cost of 
expansion 
(Tk.) 

% of 
own 
capital 

% of 
borrowed 
capital 

Aver-
age con
tribu-
tion
(Tk.) 

Source of fund 

Re-in- Sale Total 
vcted of 
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 interesting to note here that when the expansion capital 
was entirely financed by 
the entrepreneurs, the pit 
loom unit was
 
proportionately financed by a propoitionately larger share (62.2%)
 
of re-investment of profit compared to 
the semi-auto loom units
 
(44.4%). On the other 
hand, when the expansion was financed from
 
own and borrowed capital, the share of re-invested profit for pit
 
loom (36.4%) was lower 
than the semi-auto loori unit (56.98%). In
 
fact, when the expansion was entirely financed by the entrepreneurs,
 
the re-investment 
cepit;1. of pit and semi-auto loomu was Tk.. 2,01
 
and 6.54 thousand 
respectively, which correspondingly increased to 
Tk. 2.30 thousand for pit and to Tk. 13.43 thousand for semi-auto 
loom units when expansion was financed through own and borrowed 
capital. This shows that pit loom units have 
limited expansion to
 
units where there were comparatively large number of units. 
 On the
 
other itand, semi-auto 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
 
one 
year. On the other hand, intcrcst rate 
paid for loans taken 
from local businessmen by the entrepreneurs of semi-auto loom units 
was about 52 per cent annually, with a duration of one and half years.
 
It is to bc noted that about 25 per cent of the borrowed capital
 
used in semi-auto loom units was from relatives and 
no interest was
 
paid for such loans. As mentioned earlier, there remain informal 
financial tiansactions between relatives, for which apparently no 
interest rate is paid by anyonc. If the opportunity cost of such 
funds is taken into account, assuming they are lent to others, then 
such funds will generate an annual rate of at least about 50 per 
cent, which is the interest rate charged by the land lords 
and
 
businessmn for borrowed capital in the market.
 

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

From the above discussion, it has become clear that the role 
of informal credit market in mcetin-, the requirements for fixed capi
tal and its expansion has not been very significant. However, infor
mal credit market is important in meeting working capital 
need for
 
handloom and power loom weaving. In the following, the identifica
tion of different sectors contributing in informal credit market,
 
terms of credit and interest structure are discussed specific to:
 

a. Credit to meet raw material requirement, 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 weav
ing. The total 
quantity of yarn which goes into the preparation
 
of warp beam (tana) is the main 
cost 	that the enterprises incur.
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Once th. entrepreneurs manage to ,reparc a warp bc:.m and mount it 
on n loom, woven fabric cnn be takcn off from the bceam, once in a 
week, and sold in the markct to met thc, other input costs, such 
as payment for wagon, repairs, sporcs, sizing matcrinls, etc. 

Therefore, thu study has emphasized the role of informal credit 
market in mceting the yarn requirement, cith:r in grey or in dyed 
form for the pit, semi-auto and powerloom units. From the survey, 
it hns ecergEd that the professional mony lenders play a less signi
ficant role in the credit market i.e. entrepreneurs very seldom bor
row moncy from thc proftc.sionnl lenders to buy the raw matcrial 
(yarn) required. Yarn rctailcrs fand wholesalers play nn important 
role in providing credit iLo the enterprises and credit transaction 
is concentrated between entrepreneurs and traders.
 

In discussing the informal cr(.dit mnr!:ut relating to yarn purcha
sing by thc cntrcprcncurs, it would be. useful to look into the yarn 
distribution system prescntly in practice in the country. Diagram 

4.2 shows the exisLing yarn distribution system. 

Yarn production of textilc mills, after consumption in weaving 
section wherc: avilablc, is allocacd nmofg the tag dealcrs, Bangla
desh Handloom Board (BFT) and Co-operative Assnriation for distribu
tion ird 7T!.:r- ,ting among the w*V, 'rs. In case of BHB and Co-opera
tive Associations, yarns arc distributed among their members who 
haiv%, ps, book or other form of mnibrship card stating the number 
of looms installed and under operation. On the other hand, tag dea
lers, who :.re usually wholes lcrs, market thm, V:n to other wholesa
lers and retailers or directly to weavers. 

From the flow diagram 4.2 of the yarn distribution system, the 
different factors in yarn marketing can be identified. The study 
has selected samples from all important actors to establish 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 markct in handloom weaving is mainly
 

associated with the raw material purchase i.e. yarn purchase from
 

the retailers and wholesalers. Therefore, to know about the informal
 

financial transaction, it is csscntial to study in detail 	about the
 

marketing of yarn from wholesalers and retailers to manufacturers.
 

From the survey of pit, semi-auto and powerloom enterprises,
 

the sources of purchasing have been cstablished and shown in Table
 

4.9.
 

TABLE 4.9
 

SOURCE OF RAW MATERIAL PURCHASE OF HANDLOOM AND POWERI" UNITS 

Source of purchase 
Type of unit No. of Total Location 

sample i.etai- Whole- Wholesaler 
ler salers & retailer 

Pitloom 15 46.67 L .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 
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Diagram 4. 

Yarn Distribution and Informal Credit Flow Diagram For Handloom Weaving 
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It can be seen from the table that purchase of yarn from the
 

retailers is predominant among the pitloom units: about 47 per cent
 

of the1 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 the pitloom and
 

semi-auto loom units respectively buy yarn from both sources i.e.
 

from retailers and wholesalers. These retailers and wholesalers 

are mainly ii Hlasnabad, Madhabdi and Norsingdhi from where the enter

prises are selected. It appears, thcrefore, that preforence of lar

ger units viz. semi-auto and power loom units is for wholesalers, 

because they purchase a relatively larger quantity of yarn than the 

pit loom units.
 

The purchasing behaviour of enterprises shows that pit loom 

uses multiple sources of purchase within either retailers or whole

salers. Semi-auto and powerloom, on the other hand, prefer to main

tain a single 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 SOUR(CMI' OF RAW MATE,IAL PURCIASE 

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 use the highest percen
tage of multiple sources 
(73.3%) as compared to semi-auto (46.4%)
 
and power loom units. The reason for using high level 
of multiple
 
sources is because it them the
gives opportunity to bargain and
 
strike a better deal. Furthermore, it provides the benefit of having
 
multiple credit sources. In the event that the entrepreneur fails
 
to pay to one creditor, he uses alternative credit 
sources. Semi-auto
 
and powerloom enterprises prefer to maintain a single source 
of
 
supply, because in a bulk purchase a single source is preferable 
from the consideration of credit 
as well as quality of raw material.
 
It is to be noted that semi-auto and powerloom enterprises who have 
small number of looms usually use multiple sources.
 

4.6.2 Mode of Purchase
 

It has been found that almost all the hand and powerloom enter
prises selected 
for the survey make credit purchasc. Table 4.11
 
provides the morthly consumption of 
yarn (in lbs.) and its value,
 
the percentage of enterprises who 
b y yarn on credit and proportion
 
of the total consumption 
bought on credit for pit, semi-auto and
 
powerloom units.
 

The table shows that 
the average 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 purchase as against 89 and 83 per ccnt of semi-auto
 
and powerloom units respectively. Although 
the highest percentage
 
of pitloom buys raw materials on credit, the 
proportion of yarn it
 
purchases on credit (about 49%) is lower than for the semi-auto loom
 
units (about 53%). The powerloom only purchase about 
36 per cent
 
of its total requirement of yarn on credit.
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TABLE 4.11
 

CONSMMPrION AND SHARE OF CREDIT PURCHASE FOR HANDLOOM
 
ANI POWERLOM UNITS
 

Type of unit No.of 
sample 

Average 
monthly 

Value 
of con-

% of-/ 

units 
% of yarn 
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 handloom 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 and 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 Duration
credit of credit month 
 credit (Tk.) 
 (days)
 
purchase

(Tk.) per 
 Retailer 
 Whole-
 Total Retailer Wholemonth 
 saler 
 saler
 

Pitloom 
 93.34 4,337 
 5 3,036 1,301 4,337 
 10.3 15.5
 

(70%)/I (30%) (100%)
 
Semi-auto 
 89.29 18,021 4 
 4,505 13,516 18,021 11.8 
 18.8
 

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

Powerloom 83.34 7,685 3 7,685 7,685 - 17.8 

(100%) (100%)
 

1/ Figures in bracket shou % 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 pitloom 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
 
liquidity problem. 
 It can be seen 
from the table 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 
shows 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 (lb.) 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 tho table it can be seen that retailers charge a higher
 
level of interest rate compared 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. These
 
differential rates of interest are found to be due mainly to the
 

TABLE 4.13 

A1i AIMlME.S RATE PAD BY PIT, SEPII-AUTO AND POMEUJ.I MMITS 

Type of unit % of Premium Price Paid Interest rate paid to
 

unit per lb. of yarn (Tk.)
 

Retailer Wholesaler Retailer Wholesaler
 

M% (q')
 

Pitloam 93.34 
 1.18 1.32 
 90.38 67.18
 

Semi-auto loom 89.29 1.12 
 1.26 75.45 53.28
 

Powerloom 83.34 
 1.30  51.19
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bulk purchases that the semi-auto loom enterprises make, regularity 
of purchase from the same 
yarn traders and the long trading
 
associations that prevail between the traders 
and enterprises.
 
Interest rates charged by the wholesalers to semi-auto and powerloom
 
units are 53.28 and 51.19 per cent respectively. These again
are 

substantially 
lower than the interest 
rate charged by the retailers.
 
The main reasons for charging these low rates of interest are again 
the bulk purchases that these types of units make, regularity 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 interest rate 
between the retailers
 
and wholesalers show that the retailers charged about 23 and 
22 per
 
cent higherinterest than
rates the wholesalers for credit sales to
 
pitloom and semi-auto loom units respectively. The differences in
 
interest rate arc quite substantial and, thus, therefore, brings
 
up the issue as to why the handloom weavers do not buy their yarn
 
from the wholesalers, whereby they save
can between 22 and 23 per
 
cent of interest rate from the total payable rate. 
 From the evidence
 
gathered, it is revealed 
that (i) purchase of raw material from
 
retailers can 
be in a small quantity for which retailers more readily
 
cater to the enterprises than the wholesalers. Also,(ii) as pitloom
 
units have higher frequency of purchase, the weavers feel comfortable
 
to deal with the retailers and they maintain 
a better personal
 
rclationship with them. Furthermore, (iii) 
the pitloom weavers 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 sell 
on credit to pitloom or
 
semi-auto loom units 
which buy yarn in small quanity. The reason
 
for doing so 
appears to be due to the relive cost involved in
 
dealing with credit sales to 
small purchases, when alternative large
 
sales arc readily available. However, they negotiate
do small
 
credits, but mainly to friends, to
relatives or customers who are
 
maintaining trading links for a number of years.
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Finally, it was 
observed that there existed differences in 
interest rates according to location. Interest rates charged in 
Norsingdhi bazar by retailers and wholesalers are between 2 and 5 
per cent lower than interest rates charged by the retailers and whole
salers in Hasanbad. However, there is found to be a marginal 
difference in interest xates between retailers in Madhabdi and 
Norsingdhi. Madhabdi retailers charged between I and 2 per cent 
higher interest than traders in Norsingdhi. 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 rate than the 

inferior quality of yarn of same count. 

4.6.4 Payment of Credit Purchase by Output
 

It has been found that only some of the semi-auto loom units
 
pay 
for their credit purchase in output,Iwhile pit and powerloom
 
units pay in cash. Out of the 28 semi-auto loom units 6 units, i.e.
 
21.42 pcr cent of the total number of units, are found to have paid
 
for their credit purchase in output. It is intercsting to note that
 
those units which 
produce sarees and lungis, irrespective of type
 
of units, always pay for their credit in cash. Payment in output
 
is only observed for enterprises which are producing markin and quilt
 
cover 
pieces. Among 28 units selected for semi-auto, 6 produce
 
markin, 3 quilt cover and I mosquito net pieces. 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 credit purchase, while 1 unit
 
(i.e 33.3%) 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 Shaker 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.
 

TABLE 4.14 

QUMNTIIY AND VALLE OF IMTf CR DIT AND OUTPUT FOR SER1I-JTU L(M 
UNITS WHICH PAY IN OUTPUT 

Product 
Total 

no. of 

unit 

% of unit 
buys on 
credit 

Average 

monthly 

consump-

Value of 
input 

(Tk.) 

Value of 
input 

credit 

Frequency 

of pur-

chase/ 

Monthly 

output 

(yds.) 
tion (lb) (monthly) (Tk.) month 

Markin 6 83.3 900 40,074 40,074 4 5,37C 

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 lbs. for the unit producing 
quilt cover. The corresponding 
value of yarn is Tk. 40,074 and
 
Tk. 27,400. The entire yarn requirement of these units is purchased
 
on credit 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 rate 
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 generated is the interest payment
 
to the wholesalers. Therefore, 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-
credit of credit interest
put (days) (%) 

(Tk.) 

Markin 83.3 
 0.136 11.4 
 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 negative 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 enterpkisqs 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 cent respectively. The interest rate for
 
the production of quilt cover is 7.75 per cent less. 
This is because
 
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 pieces although the same yarn count 
(40's) is
 
ased. It also appears that 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 sarec 
 (eee Table 4.13). The reason 
for
 
this higher 
level of interest rate 
is due to the quality of yarn

used in producing markin piccs. 
It has been established 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 package, sell readily in the
 
market at a premium price. Interest rate charged for such 
type of
 
yarn is always higher than the inferior quality. It has, thereforc,
 
emerged that in Goradia, interest charged by
rate 
 the wholesalers
 
is relatively higher 
than the 
average interest 
rate prevailing in
 
other areas 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 i units aro produced 
in grey and fini
shed forms (sarees and 
lungis) respectively. These products do not
 
require any dyeing. 
On the other hnnd, semi-auto loom units produced

both grey fabric and finished products. 
Table 4.16 gives the details.
 

From the 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 cent ofper 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 arc usually large units with 10
 
to 
15 looms. As powerloom fabrics 
are produced in grey form, they

do not require any dyeing 
facilities. 
 Powerloom fabrics are sold
 
in grey form to the wholesalers who markct them in dyed form.
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TABLE 4.16
 

AVAILABLE DYEING CAPACITY AND PRODUCT TYPES
 
OF HAND- AND POWERLOOMS
 

Type of No. of %of unit %of units produced fabric
units sample with dyeing 
 in the form
 

facilities
 

Grey Finished Total
 

Pitloom 15 100 100 

(15) (15) 
Semi-auto loom 
 28 17.86 35.71 
 64.29 100
 

(1) (18) (28) 
Powerloom 6  100 
 - 100 

(6) 
 (6) 

TABLE 4.17
 

PERCENTAGE OF tOIT, VILIJ(F CREDIT 
 MD1)RATE (F INTEREST FOR CIEDT DYEING 

Type of % of units Average % of the Average Duration Rate of
 
unit used dyeing dyeing total credit interest


facilities cost/unit dyed on 
 amount (%)(Tk.) credit (Tk.)
 

Pitloom 
 100 36,905 27 9,964 
 15 121.67
 

Semi-auto loom 
 46.43 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. Yarns are then dyed from the local
 
dyers. 
 It has been found that credit dyeing is relatively more pro
nounced among the 
pitloom, than the semi-auto loom units. However,
 
credit dyeing has been generally observed to bc less in practice
 
than the credit sales of yarns. Tablc 
4.17 shows detail on credit
 
dyeing and the rate of interest paid by 
the units which use credit
 

facilities.
 

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 the 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 dyeing varies according
 
to location. Dyers in Hasnabad, i"e mainly dye yarn 
for pitloom
 
units charge 
a higher rate of interest than 
the dyers located in
 
Goradia, Sreenagar and Shekez 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 retailers and wholesalers. The reason for this
 
high interest rate 
is the small number of manufacturers using credit
 
dyeing facilities, who are, therefore, charged 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 efficiency of the handloom weavers has been emphasised by
 

many studies. According to the Handloom Census-1978, the require

ment of working capital has been assigned to be the main reason for
 

non-operational looms. 1 About 81 per cent of the handloom units
 

are said to be non-operational mainly due to the dearth of working
 

capital. A BIDS study has estimated 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 capital
 

availability, the smaller units are at a disadvantage compared 
to 

the larger units. It has been found that weavers with 1 - 2 and 

35 looms can meet about 38.5 and 43.6 per cent respectively of their 

working capital need. On the other hand, weavers with between 11 

and 25 looms can meet about 73 per ccnt 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 

decreases, at least, in terms of percentage of the total requirement. 

The problem of working capital for the smaller weavers is found to 

be even worse as described in a report prepared by the Task Force 

for the Handloom-1982. 3 According to this report, weavers with upto 

3 looms depend for more than 90 per ccnt of their working 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 problem for handloom 

enterprises to achieve higher 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 AN) FIrD LEVEL OF WOII CAPITAL PER L[IO 

No. of Existir W.C. 
 % of
Type of No f loom/ 	 of W.C. irr-level of required/ short- yarn form total
 
unit W.C/loom loom fail of 
 as R/M, W.C. in 

(Tk.) (1k.) W.C/loom W/P & F/G yarn 
(Tk.) form 

Pitloom 15 2.5 3,181 5,505 42.22 2,252 70.60 

Semi-auto loom 28 
 5.93 5,331 7,774 31.42 4,311 80.87
 

Powerloom 6 	 7,5452.6 	 9,162 17.65 6,747 89.42 

Note: 	I/ W.C. : Working capital 
R/M oRaw material
 
W/P aWork 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 materiel under
 
process and finished 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 Working 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 

sample 

No. of units took Sources (ab % of theworking capital 
 units obtained loan)
 
loan
 

Yes No 
 Inst. 
 Non-Inst.
 

Pitloom 
 15 5(33.3%) 10(66.7%) 3(60%) 2(40%)
 

Semi-auto loom 28 17(60.71%) 11(39.29%) 16(94.12%) 
 1(5.88%)
 

Powerloom 
 6 2(33.3%) 4(66.7%) 
 1(50%) 1(50%)
 

TABLE 4.20
 

NOW-INSTITUIONA LOANS TO HAND AND Pu 
DEIMKNHITS
 

Type of units % ofa/ 
 Year Source Average Collateral
 
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) 1986 
 Brother 15,000 
 Personal Trust
 

a/ Figures in bracket specify the number of units.
 

http:16(94.12
http:11(39.29
http:17(60.71


About 94 and 60 per cent of the soni-auto and pitloom units' loans
 
are from institutional sources, while for powerloom 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 infcrmal loan will
 

be dealt with later.
 

Non-institutional loan specific to working capital 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, 3.57
 

and 16.67 per cent of the total enterprises. These loans are mainly
 
from the local landlords, 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. 1,60i'). All these
 

loans are mainly obtained based on persona. 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
 

borrowed 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 I 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
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non-institutional 
loans has been that 
the entrepreneurs could not
 
find proper intermediaries, who could process their loan application.
 

Table 4.21 
shows the duration of loan, 
interest rate paid, loan 
outstanding and utilization of loans taken by the pit, semi-auto 

and powerloom units. 

TAtE 4.21
 

INTOKST RATE, -TI-TZATION OF MN-ISTITUTIMNALLOANS
 

Type of Amount Duration Annual 
 Utilization of loan 
 Outstanding
unit 
 of loan 
 of loan interest 
 loan M1k.)

(Tk.) 
 (year) rate (%) 	 Working Expan- Consum

capital sion tion
 

Pitloom 1,600 
 2 52.0 1,300 
 - 300 1,600
 

Semi-auto
 
loom 89500 
 2 40.0 6,000 2,500 
 - 2,000 

Powerloom 159000 2 35.40 15,000  10,000
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From the table it can be seual 
that the pitlool 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 year. 
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 q year.
 
Powerloom 
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 interest rate could 
be calculated here, which
 
would be the opportunity cost of the capital. 
 According to the
 
entrepreneur, 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 part of the loan. 
 Semi-auto and powerloom units
 
have repaid about 76 and 33 per 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 either 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 where they can strike a better
 
deal. The pitloom entrepreneurs 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
 
entrepreneurs as they market production in bulk, to
it is easier 

market products through wholesalers.
 

The mode of sales 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 sell 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 42.86 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 units 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 entrepreneurs
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TABLE 4.22
 

MARKETING OF PRODUCTS OF HANDLOOM AND POWERLOOR UNITS
 

Type of unit No. of 
 Products marketing to
sample 

Retailer Wholesaler kWolesaler Total 
& retailer 

Pitloon 15 - 15 15 

Semi-auto loom 28 - 28 - 28 

Powerloom 6 - 5 6 

TABLE 4.23
 

RODE OF SALES OF HANDLOOM AND POMERL.OOM PRODUCTS
 

Type of unit No. of 
 Mode of sale (in per cent)

sample
 

Cash 
 Credit 
 Total
 

Pitloom 
 15 100(15)1/ 
 _ 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 zhow the number of units.
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and make payment for the same output in the next weekly bazar i.e.
 
payments are 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 the above two 
p riods, separately. It has been
 
found, however, that 
a substantial number of entrepreneurs 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 markct 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 
Handloom Credit - 1983, may have 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 RAKKET
 
FOR THE MANUFACTURERS (IN PER CENT) 

Characteristic 
of change 1947-70 

Period 

1971-85 

Yes No Don't 

know 
Yes No Don't 

know 

Lending fund is 
available 22.4 14.3 63.3 26.53 - 73.5 

Lender is 
available 20.4 2.0 77.6 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 6.1 20.4 

TABLE .25 

CHANCES IN CHARACTERISTICS OF INFORM1l00 
MARKET FOR THE TRADERS 

IT 

Characteristics of 
change 

---

Yes 

1947-70 

No 

Period 

Don't 

know 

Yes 

1971-85 

No Don't 

Know 

Lending fund 
is available 28.6 21.4 50,0 28.6 21.3 50.1 

Lender is 
available 35.7 7.1 57.2 28.6 21.4 50,0 

Access to 
is easy 

loan 
31.9 17.3 50.8 14.3 21.4 64.3 

Interest rate 
has increased 14.3 21.4 64.3 21.4 '4.3 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 increased 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 mentioned characteris
tics for the trading units.
 

It can be seen fromi the 
table that according to the traders,

dkii-ing 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 pe~ .. 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 the 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 Handloom 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 case
 
that informal credit market has reduced in size during 1971-85 from
 
the period 1947-81. For the manufacturers and traders, the 
availability of lenders has declined. This reflects the fact that 
the money lenders haild mainly from the HIndu community, many of 
whom migrated to India.
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yarn cost 
capital requirement for In estimating workingthe prcscnt study, co.St
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that m6nufacturing for 1 week, because
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have specified it to be forHowever, as the loans were later
used for; other purposes. Here, as
be useO the loans
as working capital, were intended tothe loans have been referredas working capital loans. to 
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CHAPTER 5 

fmAL cIIT mom FROm THE SUPPLY SIDE 

5.1 Introduction 

In the previous chapter the credit structure, terms of credit
 
and rates of interest 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. retailers and wholesalers) side. It is to be 
noted that a detailed cost and return accounts of the traders will 
not be presented here; instead, an effort will be made to identify
 
sources of capital, especially for working capital, for the traders.
 
In identifying such sources, viz. formal 
and informal, the rate of
 
interest paid by the 
traders will be estimated. However, in this
 
chaptcr only no,.--institutional credit will 
b, considered. Most
 
importantly, the credit seles given 
to the handloom and power loom
 
enterprises by the traders will be estimated in terms of quantity
 
and value and thereby interest rates will be calculated from the 
information provided by the traders. Although the traders are 
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, semi-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 areas, wherefrom the 
sample for
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the manufacturing units 
 selected.
were also The wholesalers mainly
 
buy their yarn from Narayanganj 
Tan Bazar and Norsingdhi Bazar and
 
some receive yarn from 
the textile mills, 
 On the other hand, the
 
retailers mostly buy their yarns from the wholesalers in Norsingdhi,
 
sometimes from Narayanganj. For 
example, retailers of Iasnabae
 
mainly buy yarn 
either from wholesalers 
in Hasnabad or Norsingdhi
 
and Narayanganj bazar. 
 All the yarn traders in Hasnabad mostly

supply yarn pit
to loom 
units and some to the powerloom units.
 
Retailers in Norsingdhi and Madhabdi mainly supply to
yarn pit,

semi-auto and powerlooms. It appears, in 
general, that 
those traders
 
who buy yarn in bulk usually prefer to buy 
them from Narayanganj

bazar, because 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 arq retailers. Among the 5
 
wholesalers, 2 selected 
from Norsingdhi bazar 
are also Tag dealers,
 
who receive yarn from BTMC mills.
 

It has been found that some of the trading businesses establi
shed as early as 1950 are 
still operating. 
 Some of the traders have
 
other business besides yarn trading. Table 5.2 provides the period

of establishment and information 
regarding other types of businesses
 
that the selected traders have.
 

It can be seen 
from the table that 3 traders in Hasnabad have 
other businesses, which weaving,are 
 dyes and chemicals and. ysrn

dyeing. The wholesaler 
who has 
been selected 
as a sample from
 
Hasnabad has a dyes and chemicals business and 
a yarn dyeing factory.
 
Among the remaining two yarn retailers, one retailqr 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
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TABLE 5.1 

NUMBER AND TYPES OF SELECTED TRADERS 

Location No. ofsample Types of traders 

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 (OTHERBUSINESSFS OWNED BY THE TRADERS
 

Location Period of No. of traders Types of Business 
Establish- with other 
ment businesses 

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

5.3 Some Financial Details of Yarn Trading Busineames
 

Financial information gives details of sources of fixed capital,

existing levels 
of working Lapital and 
their sources and interest
 
rates paid on borrowed capital 
used for fixed and working capital

for the selected traders in Hasnabad, Madhabdi and Norsingdhi areas.
 

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
 
been established. Table 5.3 
shows the details of borrowed capital
 
of the traders, based on their locations.
 

)m the table it can be seen that 4 out of 
5 wholesalers and
 
retailers in Norsingdhi bazar used entirely their own set-up capital.

On the other hand, 2 (50%) and 
3 (60%) traders of the Hasnabad and
 



TABLE 5.3 

SOUJE IF 0IJ]D FIXED CAPITAL AT SET-UP FOR THE YARNiRAJEN6 

Location No. oftraderq Owncapital Source of loan for the traders %of totalcapital 

Bank Whole- Friend Total Own Dorrowed 
saler 

Hasnabad 4 2 1 1 - 4 70 30 

Madhabdi 5 2 1 1 1 5 55 45 

Norsingdhi 5 4 - - 1 5 100 -

TALE 5.4 

RATE OF IfIEREST AT SET-p FOR YA TRIPM
 

No. of 
traders 

Average 
loan (Tk.) 

Source C! non-insti 
tutlonal loan 

Durationi 
(year) 

Collateral Rate of 
interest 

Wholesalers Friend () 

2 2000 1(1960) 1 N.A. Personal 25 
(Hasnabad) 

2 
(Madhabdi) 

3000k 
2000/ 

1(1966) 1(1986) N.A. 
1a-

Personal 
Trust/ 

2.6 
42 

, 

Security 

Note: a/ 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 th( total set-up capital 

from borrowed sources, one borrowed the capital from a bank and the 

other from a wholesaler. Three tradcrs in Madhabdi who financed 

45 per cent of the total set-up capital from borrowed sources used 

three different sources of finance: commercial banks yarn wholesaler
 

and a friend. All the yarn traders who borrowed from wholesalers
 

mostly received their borrowed capital in the form of commodity
 

(yarn).
 

All the yarn traders, except one, who used borrowed capital
 

in setting up the business had cstablished their business during
 

1960s and early 1970s. Information available from these traders,
 

especially for informal loans, are not adequate to calculate the
 

exact interest rates, hence estimated rates of interest are given.
 

However, for the unit which was established in 1986, the exact rate
 

of interest rate has been calculated. Table 5.4 shows details of
 

amounts of lear, duration of credit, rates of interest, etc.
 

It can be seen from the table that one trading business in Hasna

bad and the other in Madhabdi borrowed capital in 190 and 1966 res

pectively. These businesses have already paid up all the loans.
 

The interest 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 setup in 1986, paid an
 

interest 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 roquire about 2.8, 3.5 and 4.3 times more working capital
 
than retailers of the respective areas. Table 
5.5 also shows that
 
traders in Hasnabad met the highest J.cvel of working capital of 
62
 
per cent from their own 
sources, followed by traders in Norsingdhi
 

(55%) and Madhabdi (46%).
 

TABLE 5.5
 

IVEL OF WORKING CAPITAL (W.C) AND THEIR SOURCES FOR YARN TRADERS 

Location No. of Level of W.C (Tc.O00s) Source of W.C. 
traders (%) 

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
ders and it tra
has been found that 
traders in Norsingdhi bazar did not
take any institutional loan, 
but 4 whcIesalers in 
Hasnabad and Madhabdi did. 
 All 14 traders, however, made 
credit purchase in 
the
same way 
as the manufacturing units 
do, from the 
large wholesalers
in Narayanganj and Morsingdhi bazars. 
Here, only the informal credit
transaction is 
discussed. Table 5.6 gives 
details of 
the borrowed


capital and credit purchases made by the yarn traders.
 

Frow the table it can be seen that none of the traders in Norsingdhi have taken any bank loan, but one trader ha! taken loan froma mohajan in 
Dhaka. 
 On the other hand, 

in 

40 per cent yarn traders
Madhabdi 
and 50 
per cent in 
llasnabad 
have taken bank loan. All
the traders, however, make credit 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 Norsingdhi is mainly 
based on personal 
the
trust. 
 Some of 
 yarn traders
have been 
doing business 
with the 
wholesalers 
in Narayanganj


almost 3 decades now; therefore, personal 
for
 

trust plays 
an important
role in 
credit purchases. 
 A long trading relationship also confers
benefit 
in terms 
of low rates of interest. Some of the 
retailers
who buyt yarn from Narayangaij 
have 
been introduced 
to the yarn
merchants by the wholesalers of rlorsingdhi and it appears they act 
as a security for these retailers.
 

From the above table, it is possible to calculate the rateof intercst paid by the yarn traders in Hasnabad, Madhabdi and Norsingdhi to the wholesalers by estimating the amount of credit,mium paid on credit purchases and 
pre

duration of credit. Table 5.7
shows the calcualted rate of interest pciid by the yarn traders.
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TA[:.j 5.6
 

SULIEM OF 0[0IED CAV .. AM VILWLE OF PUHASE R THE YWM UUMERS
 

No. of Source of credit Plbnthly Valu2 Place of Collateral 
traders Bank Other Credit yarn pur- of pur-chase (ib) chase purchase 

loan source purchase (Tk.OOOs) 

4 2(50%)! /  - 4 9,665 398.67 Norsingdni Security
(Hasnabad) Narayanganj 	from whole

saler
 

5 2(40%) - 5 13,814 569.03 Personal 
(Madhabdi) trust/whole
 

salers
 

5 	 1(20%) 5 34,670 1430.00 
(Norsingdhi)
 

I/ bracket siows the % of trading business.
 

TABLE 5.7 

VOUNE OF 	 CREDIT PURCHASE AND iATE OF INTEREST FOR YARN TRADERS 

Location % of Monthly
credit 	 Duration Premium/ Rate of
credit of credit bale interest
 

purchase purchase (day) (400 lb) (%)

(Tk.OOOs) 	 in Tk. 

Hasnabad 	 38 151.49 
 15 140 20.62
 

Madhabdi 54 307.71 7 
 60 18.93
 

Norsingdh 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 lbs)

form. They pay a premium of about Tk. 50 bale of for
per yarn 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 as
well 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 
there is a correla
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 are comparatively much less than the inte
rest paid by the manufacturing units 
to the yarn traders. In fact,
 
traders in Norsingdhi pay a rate of 
interest which less 
than the
 
market rate of interest of 
the financial institutions. 
 When the
 
wholesalers sell yarn in bale 
form they charge c 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 purchase. 
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 impcrtant because it will facilitate a comparison with the
 
interest rates 
established from the survey of the manufacturers.
 
It is to be noted, howover, that yarn traders supply yarn to inanufac
turers as well as to yarn retailers and wholesalers. Therefore,
 
calculated interet rates would not represent manufacturers alone.
 

Before calculating the 
interest rates paid by the customers
 
to the tracers, the characteristics o" the customers and monthly
 
sales value have been established. Table 5.8 shows the number oi
 
customers 
that yarn traders attended to on an average per month,
 
the types of customers, average monthly sales and proportion of credit
 
sales for the traders at different locations.
 

The table shows that the yarn traders in Hasnabad attended to 
the highest number of customers, with an average sales of TK. 2.09 
thousand per customer per month, and most of these sales are made 
to pitloom weavers. This corresponds with the previous finding that 
the pitloom, in comparison to semi-auto and powerloom units, use
 
more alternative sources for purchase and consequently buy less
 
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 customers 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. About 
53 per cent of sales is given on credit. The sales value of these 
traders is about 55 per cent higher than the tradezs in Hasnabad. 
The traders in Madhabdi maiily sell yarn to semi-auto loom units.
 
Finally the traders in NorsZngdhi bazar have the highest number of
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TABLE 5.8
 
CHARACTRMISTICS OF CUS70HES AND 
 VALUE OF SALES FUR YARN. TRADERS 

Location Average Types of 
 Monthly Sales/ %of 
no. of customers (%) sales customer credit,
customers (T-Os ae
Regular Others (Tk.OOOs) (TkOOs) sales
 

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 DNTREST CH'ARGED BY TRE TRAIhA-

Location Monthly Collateral Duration Premium/ Rate of 
credit 
 credit 
 bundle iaterest

sales (day)
MTk0009) (10 lbs.) (%)in.Tk.)
 

Hasnabad 
 228.12 Personal 8 
 6.0 66.39
 

trust
 

Madbabdi 290.18 it 
 7 4.5 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 -semi-auto pod 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 sales value, premium of credit
 
sales and duration of credit. 
Table 5.9 shows the 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 business associations. According
 
to the traders security on credit is required only in few
a very 

cases where the traders do not know the customers, but in most cases
 
all weavers of the locality are known to the traders.
 

Interest rate charged by the 
trades to customers 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 interest rates ar. substan
tially lower than the rates 
of interet calculated according to the
 
information provided by the manufacturers.
 

5.5 	 Yarn Distribution Through Bangladesh 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-operatives, 
on 
the other hand, distribute the
 
yarn to weaver-members through the primary Co-operatives.
 

The Central Industrial Co-operative in Norsingdhi.has 155 regis
tered 
primary members. It distributes 
the yarn received from. 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 lb.)

received by the Central Co-operative and membes of primary societies
 
to whom the yarn is distributed.
 

From the table can
it be seen that in 1983-84, the highest

quantity of 
yarn of 625.6 thousand lbs. 
was distributed. Quantity
of yarn was reduced almost to half in 1984-85 and in 1985-86 no yarn
was distributed through the Central Industrial Co-operative. The 
reason for this drop in quantity of distribution of yarn was that

the price 
 at which BTMC supplied the yarn to industrial societies 
was highero,than the market price, 
at least for some counts of yarn.

The industrial sources 
did not 
lift off their quota for such type

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

TABLE 5.10
 
DIMMRMhIJTION OF YARN THROUGH CETRAL C-OPERATIVE ASSOCIATIO 

Year Quantity no. of primary
Distribution to Estimated consumption
of Norslngdhi In 1978
 

societies 
 (1000 Ibs)
 

1982-83 
 4,80,800 
 100
 

1983-84 
 6,25,600 
 143 
 44,840 I/
 

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 .iarket price was 5 - 10 per cent 
lower. In 1985-86 industrial societies did not distribute any yarn
 
to the weavers because for all 
yarn counts 
the market prices were
 
lower than the BTMC prices. During 
1983-84 and 1984-85, the yarn

market experienced an influx 
of smuggled yarn. Therefore, supply

dominated 
the demand 
of yarn. To combat this situation, the BITIC
 
was 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 
lift 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-operative Societies.
 

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 lbs. Yarn
 
distributed during 1982-83, through the Central Industrial Co-opera
tive, if compared with the 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
 
retailers ,qnd wholesalers w o,.occpy..alrqst 98.5 
per cent .;of. all
 
trading. This corresponds with the finding of the Handloom Census
1978, that about-2 per- cent 
of the total purchase was procured form
the co-operative socdlees and-Goivernment agencies.@2
 

t c-p er.:,v . t 

mailto:agencies.@2
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laim 

1. 	Report on fIandloom Census-1978, Annexure VII subdivision table,
Miaho 
A, Institute.of Business.,Administration, University 
of
 
Dhaka, March, 1979, P. 19. 

2. 	Report on Bangladesh Handloom Census-1978 (Main Report), op.

cit., P. 106, table 114.
 

http:Institute.of
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CHAPTER 6 

INSTnMONAL CREDIT AND ITS IMPACT ON INFORMAL CREDIT
MARKET FOR HANDLOOM AND POWERLOOK SECTOR 

6.1 Institutional Credit to Randloom and Powerloom Sector 

Institutional loan to handloom and powerloom sectors have been 
identified for 
the manufacturing 
units i.e. handloom and powerloom

weaving and for yarn traders i.e. for yarn retailers and wholesalers.
 
These loans are mainly channelled 
to veavcrs through the commercial 
banks. 
 However, in Norsingdhi it has 
been found that, in 1972-73,
 
some Co-operative loans are extended to the weavers through the local
 
Primary Co-operative Societies. 
 Also, in recent years a Non-Govern
mental Organisation (NGO) as
known Bangladesh Rural Advancement
 
Committee (BRAC) has extended 
some working capital loans to weavers
 
who have single loom units.
 

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

(a) loan for establishment and expansion; and
 
(b) loan for meeting the working capital need 
of the handloom


and powerloom units and for yarn traders.
 

6.2 Loan for Establismet and Expansion of annufacturingad
Trading Units 

6.2.1 Manufacturer 

None of the handloom or powerloom entrepreneurs have 
taken
 
institutional 
loan for setting up or for expansion of their units.
 
Among the surveyed 15 pit, 28 semi-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. It is
 
to 
be noted that a.large-number of pitloom and sdmi-aut0 ibofi 
 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 little use 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 their total expansion capital,
 
none of the units borrowed from the institutional sources. 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 used
have institutional loan in

setting up the business. These traders 
are from Hasnabad and
 
Madhabdi, while the traders in Norsingdhi .did not use any instituition
al loans. Table 6.1 
shows the details of the institutional loan
 
used W- the set-up by the yarn trading business.
 

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 economically well placed in the locality and have always

maintained a good relationship withthe bank manager. The wholesalers 
in Hasnabad and Madhabdi, who took 7oans in 1960 and 1972 respective
ly, have repaid their loans. These loans wore for a duration of

5 years and the interest rate paid by the corresponding wholesalers 
were 12 and 16 per cent.
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TIABLE 6.1 

USE OF ImumTrnI LO UC IT.INIP THE YNAtd 1"iDIM OJSIESS 

No.of % of Amount % of Collateral Duration Rate ofLocation trader unit (Tk.) total 
 (yr.) interest
 

used capital (%) 
loan 

Hasnabad 4 25 5000 20 Business 5 12 
(1960) & land 

Madhabdi 5 20 10,000 20 5 16 
(1972) 

It has been seen in chapter 5 that the borrowed capital 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 business. It emerges that institutional loan
 
helped the entrepreneurs to set up the business, but did 
not have
 
any direct impact on borrowing from the wholesalers or yarn 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 been used to finance diversification. Table 6.2 provides
 

the details of diversification to other businesses.
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From the table it can be seen .that traders injiNorsingdhi did 

not take any institutional loan to finance diversific aton of 

business. On the other hand, traders in Hasnabad and Madhabdi used 

bank finance of Tk. 13.5 ard 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 interest paid was 16 per cent.
 

Therefore, it cmerges that institutional loans were used for
 

diversification only, while expansion 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 purchase of stock.
 

6.3 Loan for Meeting the Working Capital Need
 

The subject of the loan for meeting the working capital needs

has been discussed first for the 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 seen that yarn requirements of the manufac

turing units share about 71, 81 and 89 per cent of the working capi

tal need of pit, semi-auto and powerlooms respectively. Of the total
 
monthly requirement of yarn, the credit purchases of yarn contribute, 

for the corresponding units, about 49, 53 and 36 per cent to the 
raw material cost.. - The 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 loans, 

whether there has been any direct impact on these units in reducing 

their dependence on the informal credit market.
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TABLE 6.2 

EXPANSION OF OMER BUSINESSES FINANCED FROM BANK LOANS
 

Location No. ofother No. ofbank Amountof loan Durationof credit Rate ofinterest 
businesses financed (years) (%) 

businesses 

Hasnabad 3 2 13,500 3 16 

Madhabdi 1 1 15,000 5 16 

Norsingdhi 2 - - - -

TABLE 6.3 

ALLOCATION OF LOAN ACCORDING 70 THE TYPES OF IM 

Looms Loan'all6ation 
per loom (Tk.) 

Pitlc,,m 3,500 

Fly frame loom 5,000 

Semi-auto loom 5,500 

Banarasi and Jamdani loom 9,000 
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It would be appropriate here to discuss in detail the effort
 

taken by the Government to provide working capital loan to the hand

loom weavers. This is very important, because after much direct
 

extension of loan facility, some weaves who did not get any.
 

institutional loan earlier 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 because of their
 

failure to arrange suitable intermediaries for processing the loans.
 

It has been alleged that the local elite, politicians and touts have
 

managed to secure a sizeable proportion of the handloom loans through
 

fraudulent practices.
 

6.3.2 Handloon Credit - 1983
 

The Task Force for the Handloom sector was constituted by the
 

Ministry of Industries and Commerce in May, 1982 to study the hand

loom sector and identify its problems and suggest measures which
 

would help to increase the efficiency and growth of this sector.1
 

The Task Force in its report identikied the need for working capital
 

as one 
of the major problems of the sector and recommended providing
 

credit to the weavers. Based on the recommendation of the Task
 

Forct, the Government decided in early 1983 to extend a direct credit
 

of Tk. 1000 million to the handloom weavers, especially to meet their
 

working capital needs. 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 based on the types of loom they have. The amount of loan
 

allocated per loom, according to their types, is shown in the 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 pas book was issued by the Department of Textiles.
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TABLE 6.4
 

DISBURSEMWI OF HANDLOOK LOAN IN BANGLADESH (1983-84) 

Bank Amount % of the No. of
 
disbursed 
 total members
 
(rk.000s)
 

Sonali Bank 
 1,61,670 
 16.93 15,393
 

Agrani Bank 
 3,46,210 
 36.27 37,160
 

Janata Bank 
 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
 

HANDM LOAN DISBURSED IN THE NORSINGH 
AREA (1983-84) 

Bank Amount 
disbursed 

No. of 
members 

Duration 
(year) 

Rate of 
interest 

(Tk.'000') (%) 

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 disbursed to handloom wea-ier members through the comm
ercial and Krishi banks is given in Table 6.4.
 

It can be seen from the table that a total of Tk. 954.63 million 

was distributed as loan among 1,03,921 members. The actual 

disbursement of loan is 95.46 per cent of the total allocation.
 

The highest proportion of the loan'1as distributed through the Agrani
 
Bank (36.3%), followed by Janata (28.84%) Krishi (17.96%) and Sonali
 

Bank (16.93%).
 

A capital injection of such dimensions to the sector must have
 
had an impact on the informal credit market transactions. Therefore,
 
an attempt will be made here to establish whether the formal or
 
institutional 
credit has had any impact on the credit transaction
 
in informal credit market. Before attempting to identify such a
 
factor, it would be useful to discuss the level of formal credit
 
extended to the weavers of the Norsingdhi district. Table 6.5 gives
 
the total credit disbursed in the Norsingdhi area through different 

banks.
 

The table shows that a total loan of about Tk. 151.07 million
 
was dusbursed in the Norsingdhi area. The duration of credit varied
 

between 3 and 5 years and the interest rates between 13 and 15 per
 
cent. Loans with the shorter duration have higher rates of interest.
 
The loans in the Norsingdhi area represent 15.82 per cent of the
 

total loans disbursed. According to the Handloom Census-1978, the
 
total loom capacity of Norsingdhi district represents 12.91 per cent
 
of the total, 12.73 per cent of the operational and 6.56 per cent
 
of idle handloom capacity of Bangladesh. The loan in Norsingdhi
 
area, therefore, corresponds to the 'share of handloom capacity.
 

The information on loan disbursement specific to the sample
 
selected for the study is not available; hence, a direct comparison
 
is not possible. However, from the survey data it is possible to
 
identify weavers have Handloom and other
who taken insitutional
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loans. 
From this information it would be possible to analyse whether 
the dependency on informal credit market of those entrepreneurs who
 
who hve taken bank loans has been reduced.
 

6.4 Insititutional Loans to Hadloom and Powerloo. 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 thenumber of units
which have taken loans, the amount of loans, year of loan, typeb
of collateral given, duration, of loans interestand rate paid for 
the loans. 

From the table it can be seen that only 20 and 57 per cent 
of thc pit and semi-auto loom units respectively have taken loans 
in 1984 and these loans are handloom loans. 
They have correspondingly

taken loans of Tk. 13.30 and 
18.35 thousand. On 
the other hand,
 
one powerloom unit has taken 
a loan of Tk. 40,000 from a commercial
 
bank and this loan come
does not 
 under the purview of the handloom
 
1oan1983. The production units 
were taken as collateral for all
 
the loans; 
however, for powerloom units beside the production unit,
 
additional landcd property had to be given as collateral.
 

Duration of the loan, interests rate paid and amount of outstand
ing loan are 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 
rates represent the 
interest rate 
stated by the entrepre
neurs. Duration of the loar, varies between 3 and 4.2 years for semi
auto, power and 
pitloom units. 
 There is no repayment of loan 

any unit of semi-auto looms and powerloom, while pitloom has 

by
 

paid

almost 41 
 per cent of the loan taken. From the discussion with the

,bankers, 
it appears that repayment level of loans for the
all 
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TABLE 6.6
 

INSTiTrlTIONAL LIANS TO HIINDLXN AND MALM WEAVERS
 

Types of 

Unit 


Pitloom 


Semi-auto loom 


Powerloom 


No.of 
sample" 

15 

No.of 
unit 
taken 
loan 

3(20%) 

Average 
amount 
of loan 

(Tk.) 

13,330 

Year 
of: 
loan 

1984 

28 

6 

16(57%) 

1(17%) 

18,350 

40,000 

1984 

1985 

TABLE 6.? 

Collateral
 

Weaving
 

Factory
 

Weaving Factory
 
and land.
 

INTEREST RATE AND OUTSTANDING LOAN FOR HANDLOOM AND
 
POMERLOOM WEAVING
 

Types of unit Amount 
of 

Duration 
(year) 

Rate of 
interest 

Amount due 
on loan (Tk.) 

loan (Tk.) 

Pitloom 13,330 4.3 14.5 7,833 

Semi-auto loom 18,350 3 13 15,350 

Powerloom 40,000 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 seen that all 
the institutional loans to 
handloom
 
units were given--i 1983; arnd 
these loans entirely came from the
 
handloom 
loan - 1983, earmarked for the weavers. Before this, no 

3working capital loan was given, as such, to the handloom weavers.

Here, an attempt has 
been made to measure 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 reach 
a large section of the handloom weavers. Coverage

of the 
loan has been very small among the pitloom weavers, (20 per

cent), but a large section of semi-auto loom (57%) have 
benefited. 
The advantages thisof loan, will be assessed in terms of the 
following:
 

(a) Whether the handloom loan has reduced borrowing of theterms loans from the non-institutionallsources;
 

(b) Whether the handloom loan has 
reduced the credit purchase

of the enterprises; and
 

(c) Whether the loan has been utilised for. meeting the working
capital need. 

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 availed of institutional loans, none 
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. Th6 min 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
 
manufacturers do not feel financial pressure of borrowing;
 
and
 

(c) term borrowing which is usually required to finance inves
mcnt 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, therefore, emerges that institutional loins have impact
 

on non-institutional borrowing i.e. these enterprises which availed
 
of institutional loans did not borrow from non-institutional sources.
 

It would,, however, be relevant to see 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 institutional loans have been compared with those units
 

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

details.
 

From the above table, it can be seen that out of 3 manufactur

ers who have taken bank loans, only 2 manufacturers made credit
 

purchase. It is important to note that thcir share of credit pur
chase of 56.33 per cent is higher than for the manufacturers who
 
have not borrowed from the bank; the latter's share was 46.43 per
 

cent. This clearly demonstrates that borrowing from the bank did.
 

not have any impact on credit purchase for the pitloom weavers.
 
HoweVer, it might be that they probably used 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 G.8
 

CWhATIV CRDIT PUIAEs (F IMJFACTNG LKITS, wHICH HAVE On 

Types of 

unit 

Use of credit purchase by the 

manufacturers 

Manufacturers Manufacturers 
with bank loan without bank loan 

No. % of No. % of 
credit credit 

No. of manufacturers 
without credit purchase 

Manufac- Manufac
turers with turers 

bank loan without 
bank loan 

Pitloom 2 56.33 12 46.43 1 

Semi-auto loom 14 39.41 11 70.69 2 1 

Powerloom 1 27.24 4 40.80 -

other purposes, such .as. in 'purchasing machinery 
and equipment,
 
consumption, etc. 
This will be examined in the next section.
 

With regard to semi-auto loom, out of 
16 units, 2 units did
 
not nuy any raw material on credit, while 14 u~its 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 
nanufacturers using semi-automatic looms on credit
 
purchase, but, however, have not eliminated it. Finally, the single
 
powerloom unit which 
obtained bank 
loan has also made credit pur
chase, but relatively less in share (27.24%) than the other power
 
loom units (40.88%) which did 
not take 
any bank loan. Therefore,
 
formal credit has helped 
the semi-auto 
and powerloom enterprises
 
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 need, while bank loan was given to the powerloom, not specifi
cally to mcet the working capital need. Utilization of borrowed
 
capital has been investigated for all the enterprises, and it has
 
been found that loans have been utilized in meeting working capital
 
need, purchasing of machinery, equipment and tools, 
as working capi
tal for agricultural production, purchase landed
of property and
 
for meeting consumption 
needs. Table 6.9 provides the details in
 
percentage use of borrowed capital in the above areas for pit,
 
semi-auto and powerloom enterprises.
 

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

TABLE 6.9
 

UrMIZ OF OIW mO PIT, SM-AUM AOmBIL 1BIfiISES 

Types of No. of 
 Area of utilization (inper cent)
 

unt 
 unt Working Machinery Agrcul- 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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per cent of the total loan 
as working capital, followed by semisuto
 
(41.14%) and powerloom units (50%). It is only the 
pitloom units
 
which have usud a substantial portion (25.61%) of the loan in meeting
 
consumption necds. 
 It has been scen earlier that these pitloom units
 
which obtained institutional loans, in fact, bought a higher propor
tion (56.33%) of their 
raw material on credit 
purchase, compared
 
to those units (46.43%) which did 
not take any institutional loan.
 
This characteristic tends to show that 
 units which 
obtained
 
institutional 
 not
loan did perhaps have financial solvency. Table
 
6.9 also shows that a sizeable portion of the loan is spent in buying
 
machinery, equipment 
and tools. Semi-auto 
loom units havc used the
 
highest percentage (54.43%) of the loan in the purchase of machinery,
 
equipment and tools, followed by powerloom (50%) and pitloom (36.59%)
 
units. Semi-auto loom units also used some 
percentage of the 
loan
 
as 
working capital for agricultural productioni (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-insti
tutional sources. 
 A large 
portion of the non-instriutional 
loans
 
comes from credit purchases and also there have 
been some term loans
 
from non-institutional 
sources. Details 
of these loans have beon
 
discussed in the mentioned chapter. 
 Here, the traders who have
 
borrowed working capital from the institutional (banks) sources will
 
be identified and thereby examined 
to see. whether, such loan has any.
 
impact on their borrowing or credit 
purchase from the 
non-institu
tional sources. Table 6.10 
shows tho details of the traders who
 
have borrowed from the institutional sources.
 



TABLE 6.10
 

INSTITr 
 IUONAL LOANS FOR WORKING CAPITAL FOR YARN'TRADERS
 

Location No. of
sample No. of Average
traders Year Collateral
amount 
 of
 

taken 
 of loan loan
 
bank loan (Tk.)


llasnabad 
 4 2(50%) 15,670 
 1983 Trading
 

business
 
Madhabdi 
 5 2(40%) 17,500 
 1984
 

Norsingdhi 
 5 
 - -

RATES OF INTEREST AND 

TABLE 6.11 

OUTSTANDING LOANS OF YARN TRADERS 

Location 
Average 
amount 
of loan 

(Tk.) 

Duration 
(year) 

Rate of 
interest 

Amount due 
on loan 

(Tk.) 

Hasnabad 

Madhabdi 

15,670 

17,500 

4 

-3 

16 

i7 

6,700 

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 seen earlier that these
 
traders did not take 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 40 cent the in andand per of traders Hasnabad Madhabdi 

respectively have taken institutional loans, correspondingly Tk. 
15.67 and 
17.5 thousand, on an averagc, per enterprise. These loans
 
were taken during 1983-84 and the trading businesses were given as
 
collateral for the loans. It appears 
that the relationship of the
 
entrepreneurs with the bank managers playcd morea 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 ca;ital.
borowed It, appears from the table
 
that the repayment rate of trading loans from the banks is higher
 
than that,of handloom loan 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.
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TABLE 6.12 

USE OF CREDIT PURCHASE FOR TRADER (PER CENT) 

% of raw material bought on credit
 

Location Traders with Traders without
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 flasnabad 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 less dependentare 
on credit purchases. It also appears that those traders who obtained 
bank 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 wepvers. These 

loans aret
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i) Co-operative loans.
 

ii) Loans from the Bangladesh Rural AdvancementCommittee (BRAC)
 

6.11.1 Co-operative Loan
 

In 1973--74, co-operative 
loan of Tk. 400 thousand was given
 
to weavers in Norsingdhl. area 
through 19 primary co-operative socie
ties. This loan was administered through the Central Co-operative
 
and Industrial Society. Duration of 
this loan had been for 5 years
 
and rate of interest 'was 8.25 per 
cent. According to the Central
 
Co-operative, most of weavers
the did not repay these loans, which
 
were later written off by the Government.
 

6.11.2 MRAC Loan
 

A project of the BRAC is operating near the Sheker Char bazar
 
of Norsingdhi. This 
project mainly provides loan to the members
 
of 'Prathamic Somajjibi Samity', wbio 
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
 
rr overy 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 wecks and no Lzilateral 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
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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, has
he to repay the previous loan with interest,
 
and then a new loan may 
be given. 
 The BRAC not only provides loahs
 
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
 

1. 	Report of the Task Force for the Iandloom Sector, Ministry of
Industries and 
 Commerce, Govt. of Bangladesh, June, 1982,
 
PP. 1-3.
 

2. 	Report on Bangladesh Handloom Census-1978, Anncxure VII, Sub
division Tables, A. Miyan, University of Dhnkn, 1979, P. 1.
 

3. 	 It is to 
bc noted, however, that a co-operative loan of Tk.

400 thousnnd was given to the 
weavers in 1973-74, through pri
mary 	co-operative societies. 
Details of this loan arc discussed
 
later in the text.
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CHAPTER 7
 
IVFST AND MOMIG) CAPITAL DE AND MBILIZATIONT MEIR ANDDISBURSEMENT TO INCREASE EFFICIENCY FOR HANDLOOM AND POWERLOOM SECTORS 

7.1 Introduction 

This chapter attempts to assess the investment and working capi
tal needs for handloom and powerloom sectors 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 pronounced 
there, while for investment, as the existing
 
credit level is not significant, such 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 assessed theis from 
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.
 



118
 

7.2.1 Expansioa of handloom CaDacity 

Expansion o: isHaniLoom capacity assessed based on the Third 
Five Year Plan (1985-90) target of supplying 12.03 yds of cloth per 
capita in 1989/1990,1 i.e., the supply of clot' in 1988/89 should
 
be about 11.6 yds. per capita to meet the Plan target. As the hand
loom unit mainly produces cotton cloth, expansion of handloom capacity
 
to meet the Plan target will only be assessed 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. Based
 
on this, it is assumed that the handloom sector is required to supply"
 
9.75 yds. 
per capita to meet the Plan target. However, there has
 
to be an increased supply of 10.56 yds., if import 
of cloth is to
 
be totally replaced by domestic handloom production. In projecting
 
the supply requirement it would be assumed that handloom sector 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 requirement of cotton cloth is 1100 million yds.'
 
which is tq be met from the handloom sector.
 

Handloom production in 1984-85 was 713 million yds, which is
 
t..a highest level of production attained in the last 10 
years.
 
According to the Department of Textiles, this *isthe highest level
 
of production that the sector 
can achieve. Any further increase
 
in production has to come 
about through modernization 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 cnpita, with the exist
ing level of production of 713 mitlion yarde there is a supply gap
 
of 387 million yds. 
 To meet this supply gap, there is a requirement
 

of 141.14 thousands hondlooms, assuming daily production/loom of
 
9.14 yds. According to the Handloom Census 
- 1978 there are 177.01 
thousand idle looms. Therefore, some of these looms can be made
 
operational 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 are still operating. From the survey
 
of this 
study, it has been found that about 70 aRd 54 per cent'of
 
he pit and semi-auto looms units respectively were established during
 
1946-65. Most of 
the looms in these 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 years
 
before now; therefore, all 
of these idle looms may not be operable
 
now. In assessing the investment need. of the sector, the state of
 
existing tcchnology i.e. technological consideration must be taken
 
into account. 
From the total existing handloom capacity, the techno
logical condition of the looms iE assessed 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 remaining 28.10 per cent needs 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 cloth per
 
capita from the 
handloom sector, there is a requirement of total
 
operational looms of 401.06 (i.e. existing capacity
thousand 


thousand plus expansion capacity 141.14 thousand). Based on the
 
above table, the capacity to be modernized and cxpanded has been
 

259.92 
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TABLE 7.1
 

TBiOLOGICAL (X)NDITION OF HANDLJOK CAPACITY (IN OOOs)
 

Technological condition
 
Type Handloom
 

capacity Operational Required 
 Required

1978 % modernization replacement
 

% No. No. % 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 437.01 - 200.80 - 113.40 - 122.82 

TABLE 7.2 

CAPACITY TO BE MDERNISED AND EXPANDED M MEET THE 
PLN SUPPLY TARGET OF C=TH 

(in OOOs),
 
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.
 

The table shows that to meet. the supply target of! 10 yds. 
of
 
cotton cloth per capita, 113.4 thousand looms from the existing capa
city arc to be modernised and 86.86 thousand new looms are to be
 
installed. According 
to the Handloom Censtis-1980, it can be assumed
 
that about 68 and 32 per cent of the total looms are 
pit and semi
automatic types -respectively. 
 Table 7.3 shows the capacities to
 
be modernised and expanded according to loom types.
 

It can be seen that 77.11 thousand pit and 36.29 thousand 
semi-auto looms are to be modernised. However, expansion of capa
city will only be done with semi-auto looms. This has been consider
ed from the fact that pitlooms are less efficient in terms of pro
ductivity and product quality therefore. if new looms are to 
be
 
installed to 
replace obsolete capacity, then iit.,would be appropriate
 
to do so with semi-automatic looms.3 Hence, 
entire installed capa
city is taken to be of the semi-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. The only cost that would 
be considered is machinery and
 
euuipment cost. 
 On the other hand, the modernization cost has been 
estimated from the survey. Modernization cost is usually rcqutr7 
ed to replace Sana, bar, frame, etc. Such cost is estimated to be 
50 and 40 per cent of the total machinery and equipment cost of the 
pit and semi-auto looms respectively. Based on these estimates, 
the investment requirement of the handloom sector has been estimated
 
in Table 7.4.
 

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

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

CAPACITY AOORDING TO LOOM TYPES FOR MODERNIZATION 
AND EKPANSION (IN O00s) 

Type Types of loom Total 

Pitloom Semi-auto loom 

Modernization 77.11 36.29 113.4 

Expansion _ 86.86 86.86 

TABLE 7.4 

INVEIM UIRIET OF TE HAI LOOM SE(TOR, 

Type of cost 	 No. of Cost/loom Total cost
 
loom (O00s) (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
 

Total: 
 200.26 
 - 766.36
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of Tk. 559.64 million is required. Hence, to supply cotton cloth 
of 10 yds per capita 
from the handloom sector an investment of
 
Tk. 766.36 million is required.
 

7.2.2 Investment Requirement of Powerloom Weaving
 

According to the Department of Textiles, Ministry of Textiles,
 
there are 10,763 reg. tered powerlooms (1987) now operating in Bangla
desh. Of these, about 2000 looms are operating in the private sector
 
under orgnnised production system; these looms 
are mainly imported.
 
The remaining 8,763 looms are locally manufactured and are in opera
tion as small-scale 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 these 6,448 powerlooms, it is estimated that 
about 80
 
per cent are. operating in Dhaka division. A majority of these looms
 
are of Hattersely type, were first imported in early 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 will
 
be a growth rate of at least 20 per cent in 1988/89. Table 7.5 shows
 
the expansion in capacity and investment requirement 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
 
poworloom will include all fixed cost viz. land, structure, machinery
 
and equipment, as these looms are to be newly installed.
 



----------

EXPANSION OF POWEUO 


Capacity 


Existing capacity 


Growth in capacity 

(at the rate of 20%)
 

Investment
requirement 


8,763
 

1,753
 

-
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TABLE 7.5 

CAPACInT AND INMVTEqT R ul4-EN 

Investment
requircment/ 


_loom 
 (Tk.) 


19,090 


TABLE 7.6
 

Total investment
requirement
 

(Tk.,million)
 

33.46
 

INVESTMENT DmAND OF HANDLOON AND PerO 
SECTeR
 

Sector 
Tk. (mill) 

Handloom Sector 

V dernization cost 206.72 

loplacement cost 559.64 766.36 

Powerloom sector 
33.46 

Total: 
799.82 
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7.2.3 Total Investment Requirement of Handloom and Powerloo. Sector
 

Total investment requirement of the handloom 
and powerloom
 
scctor can be computed as shown in Table 7.6.
 

Table 7.6 shows that thc total investment requirement of the 
handloom and powerloom sectors togcther is Tk. 799.82 million. 

7.3 	 Working Capital Requirement
 

Working capital 
requirement of 
handloom and powerloom sector 
has bcen estimated based theon capacity required supplyto 10 yds
of cotton cloth per capita. 
As has been assumed earlier, at present

there are 259.92 handlooms under operation, therefore, working capital

requirement for this capacity will be calculated based on the findings

of this study, while, for the installed handloom capacity, the total
 
working capital will be estimated.
 

7.3.1 
Working Capital Requirement for the Handloom Sector
 

The total handloom capacity required to supply 10 yda. of cotton
 
cloth per capita is 401.06 thousand, 
of which 259.92 thousand looms
 

presently opcrating.
-re 	 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 the 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 for the operational looms is calculated. 
 For the ncw,' installed
 
looms, the calculated working capital requirement will be the actual

requirement, as these looms are presently not operating. Therefore, 



Type 


Operational 


Modernization/ 

expansion 


Total: 


CmoSITION 

Pitloom 


176.75 


54.28 


231.03 


WORIG CAPITAL (W.C) 


Type of loom 


Operational
 

Pitloom 


mi-auto loom 


Sub-total: 


Calcula-
ted W.C. 


(Tk.) 
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TABLE 7.7 

OF TOTAL HANDLOOM CAPACITY 
(IN O00s) 

Semi-auto loom 
 Total
 

83.17 
 259.92
 

86.86
 
141.14
 

170.03 
 401.06
 

TABLE 7.8 

REQUIRM T OF THE HANDLOOM SEMroR 

OwnW.C. RequiredW.C/loom No. ofloom tTotalrequired 
(Tk.) (Tk.) (000) (Tk. in 

million) 

5,505 2,818 2,687 176.75 474.93 

7,774, 3,676 4,098 83.17 340.83 

- - - 259.92 815.76 

Modernised/expansion 

Pitloom 5,505 

Semi-auto loom 7,774 

Sub-total -

5,505 

7,774 

54.28 

86.86 

141.14 

298.81 

675.25 

974.06 

Totali: - - - 401.06 1,789.82 
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to make them operational, 
the entire working capital calculated has
 
to be raised either from own or from institutionnl 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 cotton
 
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 powerloom sector has been calculated following the methodology
 
used for the handloom sector. In calculating the working capital,
 
table 4.11 and 
table 4.18 have been used. Table 7.9 shows the
 
details of working capital requirements 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, the requirement is Tk. 16.06 million.
 
Hence, the total requirement of working capital 
for the powerloom
 
sector is Tk. 44.68 million.
 

http:1,789.82
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TABLE 7.9 

WMM CAPITAL RE MMUNT OF TIE PMW M SEIMOR 
(PER LOOM) 

Type Calcula-ted *.C. OwnW.C. RequiredW.C/loom No. oflooms Totalrequired 
(Tc.) (Tk.) (Tk.) W.C. 

(Tk. inmillion) 

Operational 9,162 5,896 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 DI1MM FOR HANDLOO AND MER" S=CrR. 

Sector 
Tk. (mill.)
 

Handloom
 

For existing 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
 

Sub-Total 
44.68 

Total Requiremmt 
1,799.40 

http:1,799.40
http:1,754.72
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7.3.3 Working Capital Reqirements 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 requirement of working capital
 
for the handloom sector 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 Working Capital Requirements for the Yarn Traders
 

Unlike Handloom sector, no 
census had been carried out on tra
ders, therefore the number of traders operating 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 requirement for traders in Norsingdhi only is esti

mated.
 

TABLE 7.11
 

WORKING CAPITAL RBQIRB49NT FOR TRADERS IN NORSINGDHI AREA
 

Type Value of 
purchase 

Weighted 
average 

Short-fall 
in W.C. 

Requirement 
of W.C. 

(TK.000s) W.C. (Tk.00Os) (Tk.000s) 
(Tk.000s) 

Average trader 414.07 136.71 277.36 273.36 

All traders 124.221 41,013 82,208 83,208 

http:1,799.40
http:1,754.22
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The working capital requirement for the traders is assumed to
 
be the valuc of purchase for at least 15 days. From section 5.3.2,
 
it possible to calculate the weighted average value of purchase,
 

the existing working capital the of working
levcl of and 
 shortfall 


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 Tc. 63.21 mill
ion. This shortage in working capital is presently met through cre
dit purchase 
of stock from Norsingdhi aod Narayanganj bazar. It
 
is to be noted that the interest rate paid by the traders for credit
 
purchase varies between 
11.06 and 20.62 per cent, which is substan
tially lower than the interest rate paid by the manufacturer and
 
not markedly higher than the intcrest rate charged by the commercial
 
banks. Therefore, can be that
it argued hcrc present sources of
 
credit purchases of the yarn traders is comparntively better than
 
the institutional sources and there is economic for
justification 


their continuation.
 

7.5 Organization of Informal Credit Market to Increan'Efficiency
 

In the preceding section it has been that the handloom
seen 


sector requircs 200.26 looms to be modernised and replaced. This
 
will have an investment demand 
of Tk. 766.36 million. To meet the
 
existing 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 existing idle capacity is either to be modernised 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 other hand, are
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Tk. 33.46 and 44.68 million respectively. Hence the total investment
 
and working capital demand 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 assets, ctc.
 

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

d. raising capital from the institutional sources.
 

Mobilization of resources 
for meeting the projected investment
 
and working capital demand can, therefore, be met eithcr from any
 
of the above or the use of two from three Here,
or sources. 

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 meet the working capital need, 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
 
.redit - 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 semi-auto loom weavers obtained this loan.
 

The recovery of the loans has been very low, only aboat 3 per.
 
cent, according to the regional banks. Hence, the objective of the
 
handloom loan to ease 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 anticipated impact on the informal credit market
 
was that 
the agencies i.e. commercial banks, which administered the
 

http:1,799.40
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loan did not have adequate experience or 
close working relationship
 
with the weavers. Moreover, providing loans 
to the individual wea
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 consequently, 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 better of
a level utilization. The can
weavers 

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.
 



133'
 

Intermediate agencies of 
this kind are already operating in
 
India under the name of 'Apex' societies. These agencies are gene
rously supported by the 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 facili
ties, such as dyeing of yarn, printing of grey fabric and bleaching
 

and calendering of finished fabrics.
 

Using the intermediate agencies viz. handloom associations,
 
cooperative societies, etc. between the institutions and the weavers,
 
a wide coverage of institutional benefits can be channelled and moni
tored efficiently, because such organisations have close working
 
relationship with the 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 found1 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 ccnt of the entr.preneurs who did not have institu
tional credit. However, this 
was not true 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 is because a 
substantial proportion of the loan taken for the working capital 
was, in fact, spent on machinery and equipment and for consumption. 
It has emerged, therefore, that institutional loan 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 
equally important. Intermediate agencies between the institutions 
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 ensured.
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75.2 Re-organization of Informal Credit Through Intermediate Agency 

In the preceding section, better distribution and utilization
 
of the institutional loans through intermediate agencies have 
been
 
suggested. Hero, it has been proposed that these agencies can help
 
to organise thL informal credit market 
to benefit both the traders
 
and weavers with minimum financial assistance from the institutional
 

sources.
 

Intermediate agencies 
 like handloom associations or co
operative societies can organise 
the input distribution on credit
 
with contribution r:.om their member weavers. 
They can sort institu
tional credit to help with 
their working capital need, while the
 
bulk of raw material purchases for distribution to weavers can be
 
made on credit from the existing wholesalers, as the yarn retailers
 
and wholesalers 
presently do from the Mohajans in Norsingdhi and
 
Naryanganj bazor. 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 been observed earlier 
that such interest rates vary between 11 and 21 per cent, which are 
substantially lower than the interest rates paid by the individual 
weavers to wholesalers and retailers, whica vary between 44 and 
50
 
per cent. Yarn traders in Norsingdhi make bulk credit purchases
 
of raw material, compared to the traders in Hasnabad and Madhabdi.
 
The interest paid by the traders in Norsingdhi is a minimum of 11 
per cent. The duration of the credit purchase is about 10 days. 
This interest rate is substantially lower than the interest rate 
prevailing on loans from institutional sources. Intermediate agencies
 
can derive benefit from such credit purchases, which will make them 
more competitive than of they borrow from institutional sources. 
The reason for these low interest 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 creditor. There is no interest rate involved 

in these tronscrctions as they see it. However, it has been found 

that Tk. 50 is charged for 1 bale (400 lbs.) of cotton yarn, 

Intermediate agencies can benefit from such credit purchases 
to buy their raw materials, which they can the distribute to the 

weavers, who are the members of the association or societies. Such 
purchases will, in fact, be economically more rewarding than the
 

purchases to be made from money borrowed from institutional sources,
 

as the rate of interest of the institutional credit varies between
 

13 and 17 per cent, while the rate of interest charged by the
 

wholesalers for credit purchases is only 11 per cent. The agencies
 

can charge a premium on the input price to cover the administrative
 

and other cxpansion costs, as well as have some surplus left over
 

to be used for the expansion of the activities of the association
 

or society.
 

Organization of the informrl. credit transaction in such a
 

manner will reduce exploitation ot weavers and at the same time help 
the informal credit market to achieve efficiency. In this manner 
of organization, however, the role of yarn retailers will be 

undermined substantially, but the wholesalers can still operate 

efficiently. 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 societies, rather than a large 

number of yarn traders. On the other hand, it will help to increase 
efficiency of the pruduction units, because the weavers would not 
be paying high interest rate on their credit purchases, a payment 
which erodes their profitability. 
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1. 	The Third Five Year Plan 
- 1985-90, Planning Commission, Govt.
 
of Bangladesh, December, 1985, P. 241.
 

2. 	Statistical Pocket 
Book of Bangladesh  1986, Bureau of Statis
tics, December, 1986, P. 157.
 

3. 	So far, all production estimates arc based on the total number

of looms, which include pit, scmi-auto; and a small percentage
of other types 
of looms. Therefore, ideally, the expansion
capacity should have been about 68 pei cent pit and 32 per centsemi-auto looms, to maintain consistency. By installing alllooms of scmi-auto types, 
the total production will increase

by about 6 per cent over the projected level.
 

4. 
The total calculated working capital requirement for the operational looms is Tk. 1,619.57 million, of which Tc. 803.81 million
is financed from own resources. here, own sources of workingcapital have been given cmphasis for yarn requirement only,
therefore, the requirement may have 	 to
been under estimated 
some 	extent. 
 However, as the raw material cost consists between
70-80 per cent of raw material costs for pit and semi-auto
looms, and further, as other cost elements of working capital

are met from weekly sales, 
the working capital estimated here
 
is representative.
 

http:1,619.57
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CHAFTR 8 

CONCLUDING RJE4RMc 

Handloom weaving is chnractcrised by working capital problems.
Trading credit 
from non-institutional 
sources 
has been the
source main
of funds for mccting the working capital 
needs.
of professiorial The rolemoney lenders has been 

However, 

foudn to be insignificant.th y were the important source of credit during 1940s and
1950s, when hinndloom weaving was dominated by Hindu artisans, traders,
money lenders, etc., 
most 
of whom have now migrated 
to India.
working capital. cost, In
 
raw material 
cost represents
It has bcen found that 

a major share.
between 71 and 90 per cent of the workingcapital rcquircment for the pit, scmi-nuto and powerloomfrom raw material units arisescosts. Therefore, it is the financingmaterial (input) cost that 

of the raw
is most important for the operation of 

production units. 

Trading credit 
is confined 
to raw material sales
sold i.e., yarns
are 
 on credit cither in grey 
or 
dyed form. Between 36 and
per cent of 51
the 
yarn requirement of the manufacturers (weavers) and
about 
46 per cent of 
the yarn 
stock purchase

bought of the traders are
on credit. 
 The credit 
flows operate

to from yarn wholesalers
yarn traders and 
then 
to manufacturers 
(weavers). 
 Capital
setting up and for
expansion of 
production units mainly came from the
entrepreneurs' 
own sources, except in 
a few cases, where non-institutional sources of funds were used.
 

The importance of the informal credit market arises fromfact that it prsently meets about 
the 

48 per cent of the working capitalneed. 
 In tcrmns of value of credit, it contributes 
to Tk. 781 millionthe 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 
needs 
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 existing production capacities and
 

requirement for their modernizntion and expansion are of profound
 

interest. It has been estimated that to meet the TFYP (1985-90)
 

target, the hindloom sector is required to supply 10 yds. of cotton
 

cloth per capita in 1988/89, and that the powerloom to continue the
 

present levcl of growth in capacity, needs a growth of 20 per cent
 

in 1988/89. To attain this, the handloom sector requires to modernise
 

113.40 thousand and expand 86.86 thousand looms and the powerloom 

sector requires to expand 1.75 thousand looms. Considering the 

investment and working capital requirement per loom, as well as 

present level of working capital from own sources, it has been 

estimated that the handloom and powerloom sectors 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 need to be met either from 

own or from institutional and non-institutional sources. 

It is evident that own sources, viz. savings, re-investment 

of profit, sales of assets, etc. -.n not meet such investment and 

working capital demand, therefore, resources or capital need to be 

mobilised from institutional and non-institution sources. It has 

been seen that the role of non-institutional credit for investment 

and expansion are not significant, therefore, for the required moder

aization and expansion, the institutional sources of finance can 

make an important contribution. Such finance can be mobilized from 

the commercial and krishi banks and from the proposed Small and 

Cottage Industries banks. However, it is to be ensured 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 organisations.
 



In mceting the 
working capital demand 
for handloom and power
loom sectors, 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 coverage for almost all 
the weavers, according theto findings 
of this study about 20 and
 
57 per cent of pit and 
semi-auto looms units respectivcly have been
 
benefited. 
 There has been positive benefit 
of this loan, at least,

for those semi-auto 
loom entrepreneurs 
who obtaincd institutional
 
loans. Credit 
purchase 
for these units was 
32 per cent less than
 
those units which did 
not obtain institutional 
loans. However, for
 
pitloom units, 
this 
 true. In
was not fact, credit purchases by

entrepreneurs who obtained 
handloom credit is about 10 per cent 
hig
her than those units which 
did not take institutional 
loans. It
 
is found 
that a large proportion of the loans for these weavers was
 
utilized in buying machinery and equipment and in consumption, rather
 
than in working capital.
 

Working capital 
loans from 
institutional 
and non-institutio
nal sources can be rc-organiscd. 
 the case of inst.itutional loans,
 
it has been suggested in the text 
that loans c-in 
be given to inter
mediate agencies 
viz. handloom associations, co-operatives, 
NCOs,

etc., 
which have close working experience with handloom and powerloom
 
entrepreneurs, 
to ensure 
proper disbursement and utilization. 
 Alter
natively, 
these agencies can 
buy raw materials (yarn) from 
public

and private sector textile mills, with the money borrowed from insti
tutional sources, and 
 distribute 
them to weaver-members 
of the
 
association or societies. 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-3rganization 
of the formal credit
 
flow will ensure effici !nt disbursement, monitoring and utilization.
 
This re-organisation, 
ho< ver, 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 borrowiag from the institutional sources.
 

Here, use of formal loans will contribute as working capital, while
 

the bulk of raw materials will be purchased on credit 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

urers (weavers) can be in the form of cash or output, while the inter

mediate agencics will repay, for the credit purchase, in the same
 

manner as the yarn traders do, or can arrange special terms of pay

mcnt. Yarn wholesalcrs would be willing to give such credit, as
 

they are giving the credit to institutions rather than individuals. 

Such credit purchoscs by the associations or socicites will have 

more economic justification, because interest rate prevailing for 

such credit 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 th2 investment and working capital 

demand of thL handloom and powerloom scctors! thereforc it is 

necessary to mobilise non-institutional sources of funds. If the 

existing informal market can be organised and developed (in ways 

suggested above) to make it less exploitative then it can make a 

positive contribution to increasing the efficioncy of the hand- and
 

powerloom sectors.
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APPENDIX A: Tables
 

APPENDIX 3*1
 

EMPLOYMENT AND ITS CHARACTERISTICS FOR HANDLfO 
 AND POWERLOOM
 

Type of 
 Employment 	type-
 Total employment/ Employment perunit 

unit 
 loamFamily 
 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.? 
 2.46 2.38 4.84
 
loom
 

Powerloom 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: j/ 	FT = Full-time employment 
PT = Part-time employment. 
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APPENDIX 3.2
 

ANNUAL RAW MlUT L C0 UTIONAND TEIR CHARACTERISTICS AND VALUE 
(FUR 5 PIi', 28 SEII-AUTO LOOM AND 6 PMR= UNITS) 

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

(lb) (lb) (lb) (lb) (lb) (Tk,) 	 value value
 

(Tk.) (Tko)
 

Pitloom Hasnabad 2520 - 32,040 - 34,560 15,98,947 5,53,574 21,52,521 

Sub-total: 34,560 15,98,947 5,53,574 21,52,521 

Semi-auto 
loom 

Sreenagar 
Sheker Char 

4920 
-

-
7200 

94,200 
23,040 

-
-

99,120 
30,240 

45,37,108 
13,30,560 

13,68,066 
37,640 

59,05,174 
13,68,200 

Goradia - - 120,840 - 120,840 56920,268 - 56,20,268 

Sub-tota : 250,200 114,87,935 14,05,705 12B,93,642 

Powerloom Anandi - - - 6600 6,600 3,52,836 - 3,52,836 

Hasnabad - - - 9,528 9,528 4,96,885 - 4,96,885 

Norsingdhi - - - 13,680 i68 7,02,468 - 7,02,468 

Sub-total: - - - 29,803 15,52,189 - 15,52,189 

Total: 	 7,440 7,200 20,120 29,808 314,568 14,639,072 19,59,280 165,98,352 
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APPENDIX 
- 3.3
 

OUTPUT CHARACTERISTICS OF HANDLOOM AND POWERLOON PRODUCTS
 
(ANNUAL OUTPUT IN YDS. AND VALUED IN TAKA)
 

Lo tion Product Pitloom Semi-auto loon Powerloom Total 
Quantity 

(yds) 
Value 

(Tk.) 
Quantity 

(yds) 
Value 

(Tk.) 
Quantity 

(yds) 
Value 

(Tk.) 
Quantity 

(yds) 
Value 

(Tk.) 

Hasnabad 

i 

Sree Nagar 

Goradia 

Sheker Char 

Hasnabad 

Norsingdhi 

Saree 

Lungi 

Saree 

Saree 

IrMarkin 

Quilt cover 

Moshery 

Polyester than 

168,335 

16,200 

-

_ 

28,00,150 

2,37,600 

-

-

-

-

-

-

-

462,500 

336,440 

420,095 

77,960 

78,060 

-

84,91,800 

41,19,992 

41,07,136 

9,01,122 

7,28,154 

-

-

-

-

-

-

-

57050 

-

-

-

-

7,72,186 

168,335 

16,200 

462,500 

336,440 

420,095 

77,960 

78,060 

57,050 

28,00,150 

2,37,600 

84,91,800 

41,19,992 

41,07,136 

9,01,122 

7,28,154 

7,72,186 

Anandi , - -

-

-

78,590 

42,400 

10,45,740 

5,96,296 

78,590 

42,400 

10,45,740 

5,56,26 
Total: 

184,535 30,37,750 13,75,055 183,48,204 178,040 24,14,222 17,37,630 238,00,176 
Aerage/unit, 12,302 2,02,517 49,109 6,55,293 29,673 4,12,370 91,084 12,60,180 
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APPENDIX  3.4 

OF OPERATION OF HANDLOOM AND POWER LOOM UNITS 

Type of unit 

Pitloom 

Semi.-auto loom 

Powerloom 

No. of 
peak 
months 

5.27 

5.29 

7.50 

No. of 
working 
day in 
a peak 
month 

26.33 

26.46 

28.00 

No. of 
houra 
worked 
in a 
peak 
day 

11.40 

12.14 

16.60 

No. of 
non-
peak 
months 

6.73 

6.71 

4.50 

1o. of 
working 
days in 
a non-
peak 
month 

22.13 

24.2t" 

23.00 

No.of 
hours 
worked 
in non-
peak 
day 

9.67 

9.96 

15.50 

Total 
hours 
in peak 
months 

1582 

1699 

3486 

Total 
hours 
in non-
pcak 
months 

1440 

1621 

1604 

Total 
hours 
in peak 
non
peak 
month 

3022 

3320 

5090 
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APPENDIX  3.5 

OvrPrr VALUE, VALUE-ADDED AND PROFITABILITY OF HANDLOOM AND POWERLO1 UNITS 

Type of 
unit 

Total 
value of 
output Raw 

matcrials 
output 
(Tk.) 

Input cost (Tk.) 

Other Mainten- Misce-
inputs ance llanc-

ous 
costs 

Total 

Valuc 
added 
(Tk.) 

Wage 
cost-
(Tk.) 

Family
income 
(Tk.) 

Depre-
cia-
tion 
(Ti.) 

Net 
income 
(Tk.) 

Pitloom 

Semi-aut. 
loom 

Powerloom 

202,517 

-655,293 

402,370 

1,43,501 

4,60,487 

2,58,698 

4,956 

12,216 

-

2,251 

7,018 

6,112 

2,657 

-.5,771 

7,805 

1,53,365 

4,85:492 

2,72,615 

49,152 

169,801 

129,755 

33,705 

108,934 

57,806 -

15,447 

60,867 

71,949 

991 

5,784 

4j702 

14,456 

55,083 

67,247 
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APPENDIX B: 

Study on Urban Informal Financial Market 

INDICATIVE TERMS OF REFERENCE 

IFORMAL FINANCIAL MARKET AND THE HANDLOON
AND SMALL SCALE ICOTIO 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 for and
need loans only an insignificant
 
6 per cent get support from orgarised financial sector. 
 The rest
 
had to depend on informal financial market.
 

This dependence on 
informal 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 adapting 
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 weavers,
 
etc. The IFM 
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 
 funds, so own
source of and does 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. 
 There 
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 Methodolofy
 

Given the importance of the handloom and the small cotton textile
 
industry sector, it is advisable to conduct two 
case studies on the
sector in 
two different locations in order to know 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 studies,
case 
 an anthropological 
approach
would first be to
taken 
 know about the intricate details of 
direct

financial 
transaction 
or 
financial transaction in the garb of other

transactions. 
 On the 
basis of th, details, about 5C handloom/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 steadies.
 

In conducting the study, it would be useful to have initialdiscussions with the executive members of Bangladesh Handloom Indus
tries Association and get their assistance in developing rapport
with handloom unit and small textile unit owners, yarn dealers, etc.
 

Specific Terms of References 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:
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a) 	A brief account of the Lctor, its present size and growth
 

underlining the importance case study.
 

b) 	An identification of inputs and outputs with 
a view to
 
determine working capital requirement for an average unit,
 
arid 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.
 

c) 	 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).
 

d) 	 Establishment of linkages 
among various transactions and
 
components with a view of find out and analyse the interest
 
rate 	structure, and its composition.
 

e) 	 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.
 

f) 	Identifying and analysing any formal-informal FM interaction
 

and connection.
 

g) 	Estimating resource base of lenders in order to how
see 

much resources are being mobilised 
through this particular
 

segment of IFM.
 

h) 	Analysing the equity and efficiency impact of IFM, and
 

lastly.
 

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


