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ABSTRACT 

Our paper compares l o a n  recovery d a t a  c o l l e c t e d  under t h e  Rural  Finance 

P r o j e c t  i n  Bangladesh w i t h  l o a n  recovery  problems of i n d u s t r i a l  l o a n s  and 

w i t h  o f f i c i a l  a g r i c u l t u r a l  recovery in format ion .  We end t h i s  d i s c u s s i o n  

with a few c o n c l u s i o n s  based on our  a n a l y s i s  t o  d a t e .  



AGRICULTURAL LOAN RECOVERY PROBLEMS I N  BANGLADESH 

Formal  l e n d e r s  i n  many low income c o u n t r i e s  have problems c o l l e c t i n g  r u r a l  

loans .  Var ious  e q u i v o c a l  l o a n  r ecovery  measures  and i n a d e q u a t e  i n f o r m a t i o n  

o f t e n  make i t  d i f f i c u l t  t o  d e t e r m i n e  t h e  e x a c t  magni tude  of  t h e s e  problems,  

however. S i n c e  l e n d e r s  i n  t h e s e  c o u n t r i e s  se ldom have  i n f o r m a t i o n  t h a t  p r e s e n t s  

a  clear p i c t u r e  of  t h e  a g i n g  of  a r r e a r s ,  some o b s e r v e r s  have a rgued  t h a t  

r ecovery  problems a r e  n o t  s e r i o u s  because  most ove rdues  are r e p a i d  soon a f t e r  

t h e  l o a n s '  due d a t e  [Shukla] .  

The o b j e c t i v e  of  t h i s  s t u d y  is  t o  document t h e  s e v e r i t y  of a g r i c u l t u r a l  

l o a n  r e c o v e r y  problems i n  Bangladesh. O f f i c i a l  d a t a  as w e l l  a s  i n f o r m a t i o n  f rom 

a r e p r e s e n t a t i v e  sample  o f  f o r m a l  r u r a l  l o a n s  made f rom 1979/80 t o  1983184 are 

used i n  t h e  a n a l y s i s .  We a l s o  c a l c u l a t e  t h e  a g i n g  o f  a r r e a r s  among s a m p l e  l o a n s  

t o  show what  p r o p o r t i o n  of  l o a n s  a r e  r e p a i d  on time and t h e  a g e  of  l o a n s  t h a t  

have n o t  been r e p a i d  on time. 

Background 

Bangladesh h a s  a branch-banking sys tem.  P r e s e n t l y  f o u r  n a t i o n a l i z e d  

commerc ia l  banks (NCBs) and t h e  Bangladesh K r i s h i  Bank (BKB), ( t h e  a g r i c u l t u r a l  

bank) p r o v i d e  l o a n s  i n  t h e  r u r a l  a r e a s .  The sys t em i s  c h a r a c t e r i z e d  by supply-  

l e a d i n g  c r e d i t  programs as opposed t o  demand-leading program. Under t h e  la t ter  

c l i e n t s  pu r sue  l o a n s  w h i l e  i n  t h e  f o r m e r  l e n d e r s  pu r sue  c l i e n t s .  

The Bangladesh Bank (BB) ( t h e  c e n t r a l  bank), based on recommendat ions  from 

t h e  M i n i s t r i e s  of  F inance  and A g r i c u l t u r e ,  a s s i g n s  e a c h  bank a q u o t a  of  l o a n s  it 

must  d i s b u r s e  e a c h  year.  The s t a t e d  i n t e n t  f o r  many of  t h e s e  l o a n s  is  t o  

encourage  i n c r e a s e d  a g r i c u l t u r a l  ou tpu t .  Most of  t h e s e  programs are funded by 

f o r e i g n  donors. U n t i l  r e c e n t l y  t h i s  s y s t e m  encouraged making l o a n s ,  b u t  l i t t l e  

emphas i s  was p laced  on c r e d i t w o r t h i n e s s .  Dur ing  t h e  e a r l y  1980's, t o  ease t h e  



t r a n s a c t i o n s  c o s t s  o f  l o a n  a p p l i c a n t s  and  t o  s p e e d  l o a n  d i s b u r s a l ,  Union 

A g r i c u l t u r a l  C r e d i t  Commi t t ee s  (UACCs) were  c r e a t e d .  They were  composed o f  

Union P a r i s h a d  (UP) members, t h e  l o c a l  gove rn ing  body, a n d  t h e  bank b ranch  

manager. The UACCs were  r e s p o n s i b l e  f o r  s e l e c t i n g  b o r r o w e r s ,  b u t  t h e y  were n o t  

r e s p o n s i b l e  f o r  r e c o v e r i n g  l o a n s .  

Recovery of  Non-Agr i cu l tu ra l  Loans 

Between 1973 and  1983 t o t a l  f o r m a l  l o a n s  i n  Bangladesh  i n c r e a s e d  f rom U.S. 

$36 m i l l i o n  i n  1973  t o  U.S. $231 m i l l i o n  i n  1983. These  l o a n s  have  gone 

p r i m a r i l y  t o  t h e  m a n u f a c t u r i n g  and  t h e  w h o l e s a l e - r e t a i l  s e c t o r s .  The 

a g r i c u l t u r a l  s e c t o r  i s  now t h e  t h i r d  l a r g e s t  r e c i p i e n t  o f  f o r m a l  loans .  

Its s h a r e  i n c r e a s e d  from a meager  9  p e r c e n t  o f  t h e  money advanced  i n  1976 t o  

a l m o s t  29 p e r c e n t  o f  t h e  v a l u e  o f  l o a n s  made i n  1985 [Ahmed]. Whi le  t h e  volume 

of a l l  l o a n s ,  and e s p e c i a l l y  a g r i c u l t u r a l  l o a n s ,  h a s  r a p i d l y  i n c r e a s e d ,  l o a n  

r e c o v e r y  h a s  become a n  endemic  problem i n  a l l  s e c t o r s .  The a g r i c u l t u r a l  

s e c t o r ' s  r e c o v e r y  per formance ,  a l t h o u g h  d i s m a l ,  i s  b e t t e r  t h a n  o t h e r  s e c t o r s .  

The Bangladesh  I n s t i t u t e  o f  Development  S t u d i e s  i s  p r e s e n t l y  s t u d y i n g  t h e  

l o a n  r e c o v e r y  p rob lems  f a c i n g  p u b l i c  f i n a n c i a l  i n s t i t u t i o n s  (PFI)  i n  Bangladesh.  

Owing t o  t h e  l a c k  o f  c o n s o l i d a t e d  d a t a  f o r  t h e  NCBs, t h i s  r e s e a r c h  h a s  

c o n c e n t r a t e d  on t h e  Bangladesh  S h i l p a  Bank (BSB) and t h e  Bangladesh  S h i l p a  Rin 

S a n g s t h a  (BSRS) [Sobhan and Mahmood, and Sobhan and  Ahsan, 19851. These  t w o  

PFI s  p r o v i d e  f u n d s  t o  t h e  p u b l i c  and  p r i v a t e  i n d u s t r i a l  s e c t o r .  S i n c e  1975 t h e  

m a j o r i t y  of  t h e i r  l o a n s  h a s  gone t o  p r i v a t e  e n t r e p r e n e u r s .  These  t w o  PFI s  may 

be c o n s i d e r e d  t h e  i n d u s t r i a l  e q u i v a l e n t s  of  t h e  BKB. Dur ing  1980/81 BSB and 

SSRS r e c o v e r e d  a l m o s t  5 0  p e r c e n t  of  t h e i r  c u r r e n t  d u e s  b u t  o n l y  20 p e r c e n t  of  

t h e i r  c u r r e n t  d u e s  p l u s  overdues .  By 1983/84 c u r r e n t - d u e  r e c o v e r y  had f a l l e n  t o  

31 p e r c e n t  and t h e  c u r r e n t  d u e s  p l u s  ove rdue  r e c o v e r y  t o  11 pe rcen t .  I n  o t h e r  

words,  d u r i n g  t h e  l a s t  y e a r  r e p o r t e d ,  t h e  BSB and BSRS f a i l e d  t o  r e c o v e r  o v e r  



t w o - t h i r d s  of  t h e i r  c u r r e n t  d u e s  and a l m o s t  90  p e r c e n t  of  t h e i r  pending 

l i a b i l i t i e s  [Sobhan and Ahsan, 19851. 

Data Used I n  Study 

T h i s  s t u d y  u t i l i z e s  d a t a  c o l l e c t e d  as p a r t  of  t h e  R u r a l  Bank and Bank Users 

Survey (RBBUS) of  t h e  Rura l  F inance  P r o j e c t  of  t h e  Bangladesh Bank, conducted  by 

Rober t  R. Nathan and Company. The RBBUS sampled b r a n c h e s  of  f o u r  NCBs and a l s o  

t h e  BKB. The NCBs are Agrani ,  J a n a t a ,  Rupa l i ,  and S o n a l i  Banks. The p o r t i o n  of  

t h e  d a t a  a n a l y z e d  i s  r e f e r r e d  t o  as Borrower Records. A sample  of  100 l o a n s  was 

t a k e n  from e a c h  of  101  branch banks,  l o c a t e d  i n  e i g h t  d i s t r i c t s  (Ch i t t agong ,  

Dhaka, F a r i d p u r ,  J ama lpur ,  J e s s o r e ,  Kush t i a ,  R a j s h a h i  and Rangpur) d u r i n g  

1985/86. These  b ranches  r e p r e s e n t  a s t r a t i f i e d  random sample  of  t h e  

a p p r o x i m a t e l y  3,300 r u r a l  b ranches  p r e s e n t  when t h e  RBBUS was des igned.  

T h e o r e t i c a l l y  t h e  sample  p o p u l a t i o n  shou ld  have been 10,100 l o a n s  d i s b u r s e d  

between 1979/80 and 1983/84 by t h e  sampled  branches.  

Owing t o  i n p u t i n g  e r r o r s  a t  t h e  branch l e v e l  by f i e l d  e n u m e r a t o r s ,  by 

encoder  e r r o r s ,  and t o  e l e c t r i c  power f a i l u r e s ,  t h e  p r e l i m i n a r y  d a t a  set 

c o n s i s t s  o f  8,787 l o a n s ,  i n s t e a d  of 10,100. Loans t h a t  d i d  n o t  have  c o m p l e t e  

i n f o r m a t i o n  conce rn ing  t h e  d a t e  of  t h e  l o a n ' s  a p p l i c a t i o n ,  its p r i n c i p a l ,  i t s  

f i r s t  due  d a t e ,  and i t s  las t  t r a n s a c t i o n  d a t e  were t h e n  d e l e t e d  f rom t h e  d a t a  

set. T h i s  l e f t  7,686 l o a n s ,  r e p r e s e n t i n g  a l l  101 branches ,  f o r  a n a l y s i s .  

Three  t y p e s  of  l o a n s  were i d e n t i f i e d  by t h e  RBBUS: shor t - t e rm a g r i c u l t u r a l  

(STA), o v e r d r a f t ,  and term loans .  We h e r e  a n a l y z e  o n l y  STA loans .  These  l o a n s  

a c c o u n t  f o r  70  p e r c e n t  of  t h e  u s a b l e  RBBUS l o a n s  (5,365). However, t h e y  

r e p r e s e n t  less t h a n  one-four th  of  t h e  t o t a l  RBBUS l o a n  value .  Shor t - te rm 

a g r i c u l t u r a l  l o a n s  are e i t h e r  d i s b u r s e d  i n  one  lump sum o r  are d i s b u r s e d  as one  

payment i n  c a s h  and a n o t h e r  in-k ind  f o r  s e e d s  o r  f e r t i l i z e r .  They a l s o  t e n d  t o  

have a s i n g l e  repayment. 



T a b l e  1 p r e s e n t s  t h e  d i s t r i b u t i o n  o f  t h e s e  STA l o a n s  by bank and by s i z e  o f  

loan. T a b l e  2 p r e s e n t s  t h e  v a l u e  of t h e s e  l o a n s  by t h e  same c a t e g o r i e s .  The 

f i r s t  t a b l e  a l s o  g i v e s  t h e  number of  b r a n c h e s  i n c l u d e d  i n  o u r  sub-sample. Of 

t h e  101 b r a n c h e s  su rveyed ,  8 5  had a t  least  o n e  STA l o a n ,  and  s i x t e e n  of  t h e  

su rveyed  r u r a l  b r a n c h e s  had no STA l o a n s  i n  t h e i r  p o r t f o l i o .  

W i t h i n  t h e  sub-sample,  t h r e e - f o u r t h s  o f  t h e  l o a n s  were  under  Tk 2,500, 

( s l i g h t l y  less t h a n  $ loo) ,  b u t  t h e s e  l o a n s  accoun ted  f o r  a l m o s t  h a l f  o f  t h e  STA 

l o a n s '  va lue .  Medium-size l o a n s ,  r e p r e s e n t i n g  24 p e r c e n t  of  t h e  number of 

l o a n s ,  a c c o u n t e d  f o r  4 3  p e r c e n t  of  t h e i r  value.  Only one  p e r c e n t  of  t h e  STA 

l o a n s  were  c l a s s i f i e d  as l a r g e ,  y e t  t h i s  one p e r c e n t  a c c o u n t e d  f o r  e i g h t  p e r c e n t  

of t h e  STA p o r t f o l i o ' s  worth.  

Medium-size l o a n s  accoun ted  f o r  50% of t h e  v a l u e  of Agrani ' s  STA loans .  A s  

t h e  most  c o m m e r c i a l l y  o r i e n t e d  NCB t h i s  p e r c e n t a g e  i s  n o t  s u r p r i s i n g .  What is  

s u r p r i s i n g  i s  t h a t  o v e r  h a l f  o f  t h e  v a l u e  o f  BKB l o a n s  is i n  medium-size l o a n s ,  

s i n c e  it was c r e a t e d  t o  s a t i s f y  t h e  c r e d i t  n e e d s  o f  small f a rmer s .  

The number a s  w e l l  as t h e  t o t a l  v a l u e  o f  small STX l o a n s  h a s  d e c l i n e d  o v e r  

time. I n  f i s c a l  y e a r  1979/80, t h e s e  l o a n s  a c c o u n t e d  f o r  8 7  p e r c e n t  of t h e  STA 

l o a n s  and  9 6  p e r c e n t  of  t h e i r  value.  By 1982/83  small STA l o a n s  a c c o u n t e d  f o r  

l e s s  t h a n  h a l f  (49%) t h e  number o f  l o a n s  and 7 3  p e r c e n t  of  t h e i r  va lue .  Fo r  

1984/85 t h e y  r e p r e s e n t e d  21  p e r c e n t  of  t h e  number of  l o a n s  and  s l i g h t l y  more 

t h a n  o n e - t h i r d  (35%) of  t h e  t o c a l  value.  Yedium-sized l o a n s  r e p r e s e n t e d  a l m o s t  

t h r e e - f o u r t h s  (73%) o f  t h e  STA l o a n s  and  6 3  p e r c e n t  o f  t h e  v a l u e  o f  t h e  l oans .  

La rge  l o a n s  a c c o u n t e d  f o r  less t h a n  12  p e r c e n t  of  t h e  STA l o a n s  and  t h r e e  

p e r c e n t  of  t h e i r  v a l u e  i n  any  yea r .  I n f l a t i o n  may e x p l a i n  some of t h e  s h i f t  i n  

i m p o r t a n c e  f rom small t o  medium s i z e d  STA loans .  



Table  1 

Number o f  Branches Surveyed and Number o f  Loans by Bank and by S i z e  
(Short- term A g r i c u l t u r a l  Loans) 

Bank T o t a l  Number of 
Branches 

P r i n c i p a l  Amount of  Loan i n  Takas 

Surveyed Loans Made L e s s  t h a n  2,500- 
2,500 7,000 7,000+ T o t a l  

_-_- ___-_ ____--_ _ _----_------------- --------- 
% of Number of  Loans Made by I n d i v i d u a l  Bank 

Agrani 16 1,069 7 2 27 1 2 0 
J a n a t a  13 742 83 17 )t 14 
Rupal i  6 402 7 7 23 0 8 
S o n a l i  26 1,875 79 19 2 35 
BKB 24 1,243 67 31 2 2 3 

T o t a l  85 5,331 75 2 3 1 100 

* Less  t h a n  one pe rcen t .  

Source:  Rura l  Bank and Bank Users Survey (RBBUS), Borrower Records.  
P r e l i m i n a r y  da ta .  

T a b l e  2 

Value of Loans Made by Bank and by S i z e  o f  Loan 
(Short- term A g r i c u l t u r a l  Loans) 

Bank T o t a l  Value P r i n c i p a l  Amount of  Loan i n  Takas  
of  Loans 

L e s s  t h a n  2,500- 
2,500 7,000 7,000+ T o t a l  _-_---__---- ------- --------------- 

(Tk. ' 000 )  --% of Value of Loans Made by I n d i v i d u a l  Banks-- 

Agrani  2,172 48 50 2 20 
J a n a t a  1,238 62 34 4 11 
Rupa l i  824 60 40 0 8 
S o n a l i  3,698 51 36 13 34 
BKB 2,966 40 51 9 2 7 

T o t a l  10,898 49 4 3 8 100 

Source:  R u r a l  Bank and Bank Users Survey (RBBUS), Borrower Records. 
P r e l i m i n a r y  d a t a .  



O f f i c i a l  A g r i c u l t u r a l  Loan Recovery  Data 

O f f i c i a l  r e c o v e r y  i n f o r m a t i o n  f o r  a g r i c u l t u r a l  l o a n s  i n  Bangladesh  is  

p r e s e n t e d  i n  T a b l e  3. These  r e c o v e r y  rates measu re  t h e  c u r r e n t  r e c o v e r i e s  a s  a 

p e r c e n t a g e  of c u r r e n t  dues ,  p l u s  o v e r d u e s  i n c l u d i n g  p r i n c i p a l  and i n t e r e s t  due. 

However, t h i s  measurement  h a s  its l i m i t a t i o n s :  i t  combines  f l o w  f i g u r e s ,  

c u r r e n t  r e c o v e r i e s  and  dues ,  w i t h  a s t o c k  f i g u r e ,  p a s t  overdues .  I f  t h e  l a t t e r  

r e p r e s e n t  a l a r g e  p r o p o r t i o n  o f  a bank's  l o a n  p o r t f o l i o ,  i ts r e p o r t e d  r e c o v e r y  

rate w i l l  d e c l i n e  even  though i t  was a b l e  t o  r e c o v e r  most  c u r r e n t  l o a n s  as t h e y  

came due. Fo r  t h i s  measurement  t e c h n i q u e  t o  be mean ing fu l ,  i t  must  be 

accompanied  by a p o l i c y  o f  w r i t i n g - o f f  o l d  ove rdue  l o a n s ,  a p r a c t i c e  n o t  common 

i n  Bang ladesh .  

T a b l e  3 

O f f i c i a l  A g r i c u l t u r a l  Loan Recovery P o s i t i o n  by Bank and  by Year* 

Year 

Agrani  41 30 27 2 8 34 37 37 2 1 
J a n a t a  53 3 2 35 3 9 43 3 3 3 2 22 
R u p a l i  25 23 15 34 10 2 5 17 13 
S o n a l i  48 36 38 3 1 37 3 9 32 20 
BKB 54 56 6 8 68 50 5 0 44 32 

T o t a l  45 42 49 4 8 4 2 42 38 25 

* Recovery is  measured  as l o a n  payments  r e c e i v e d  (LR) d u r i n g  a  g i v e n  p e r i o d  
a s  a p e r c e n t  o f  l o a n s  due  d u r i n g  t h a t  p e r i o d  (LD) p l u s  p r e v i o u s  o v e r d u e s  
(LPD). S y m b o l i c a l l y  t h i s  p e r c e n t a g e  would be: 

** ?'he 1985186 f i g u r e s  a r e  o n l y  up t o  A p r i l  1986. 

Source :  S a n g l a d e s h  Bank, A g r i c u l t u r a l  C r e d i t  Lepartrnent .  Unpubl i shed  d a t a .  



During t h e  seven  yea r  p e r i o d  shown i n  T a b l e  3, t h e  banking  s y s t e m ,  as a 

whole,  r ecove red  less t h a n  h a l f  of  i ts l o a n s  coming due and overdue.  The bank- 

wide r e c o v e r y  p o s i t i o n  peaked i n  1980/1981, w i t h  a s t a t e d  r e c o v e r y  p o s i t i o n  of  

49 p e r c e n t .  Dur ing  1978/1979 t h r e e  o f  t h e  f o u r  NCBs r e c o r d e d  t h e i r  h i g h e s t  

r e c o v e r i e s .  R u p a l i  Bank was t h e  excep t ion .  

A s  c an  be no ted  i n  T a b l e  3, t h e  BKB r e p o r t e d  t h e  h i g h e s t  r e c o v e r y  ra te  of 

t h e  f i v e  banks f o r  most  years .  Fo r  t h e  f i r s t  s i x  y e a r s  i t  a c h i e v e d  a r e c o v e r y  

r e c o r d  o f  a t  least 5 0  pe rcen t .  I n  two  o f  t h e  y e a r s  cove red  it r e c o v e r e d  more 

t h a n  t w o - t h i r d s  of i ts  c u r r e n t  d u e s  and overdues.  One p o s s i b l e  e x p l a n a t i o n  f o r  

t h e  BKB's h i g h e r  r e c o v e r y  r a t i o  c o u l d  be t h e  r o l l i n g - o v e r  o f  many o f  i ts  l o a n s ,  

p a r t i c u l a r l y  i t s  l a r g e r  l oans .  I n  1984/85 bank p o l i c y  was changed and 

r o l l - o v e r s  were no l o n g e r  p e r m i t t e d .  A s  a r e s u l t ,  BKB's r e c o v e r y  p o s i t i o n  f e l l  

below 50  p e r c e n t  and d e c l i n e d  even more t h e  f o l l o w i n g  year .  

The o f f i c i a l  d a t a  show t h a t  t h e  r e c o v e r y  o f  a g r i c u l t u r a l  l o a n s  by t h e s e  

banks is d i s m a l ,  even  though i t  i s  b e t t e r  t h a n  t h e  l o a n  r e c o v e r y  pe r fo rmance  of  

BSB and BSRS. C l e a r l y  t h e  v i t a l i t y  and ve ry  e x i s t e n c e  of  t h e  e n t i r e  f i n a n c i a l  

sys t em i n  Bangladesh  is t h r e a t e n e d  by t h e s e  widesp read  l o a n  d e f a u l t s .  

RBBUS Loan Recovery 

The o f f i c i a l  f i g u r e s  d e t a i l e d  i n  t h e  p r e v i o u s  s e c t i o n  are a g g r e g a t e  d a t a  o f  

a l l  t y p e s  o f  l o a n s  d i s b u r s e d  by r u r a l  branches.  The f o l l o w i n g  s e c t i o n  p r e s e n t s  

measu res  of l o a n  r e c o v e r y  pe r fo rmance  among t h e  5,365 STA RBBUS loans .  

A d d i t i o n a l  i n s i g h t  i n t o  t h e  s e v e r i t y  o f  l o a n  r e c o v e r y  problem i s  p rov ided  

th rough  t h e  a g i n g  o f  arrears o f  t h e s e  loans .  

From T a b l e  4  it i s  a p p a r e n t  t h a t  w h i l e  t h e  RBBUS s a m p l e  t ended  t o  show a 

h i g h e r  r e c o v e r y  p e r c e n t a g e  t h a n  t h e  ACD f i g u r e s ,  t h e  l o a n  r e c o v e r y  s i t u a t i o n  i s  

n o t  v e r y  good f o r  STA l o a n s  cove red  by t h e  RBBUS. I n  t o t a l  o n l y  45  p e r c e n t  of  

t h e  o r i g i n a l  p r i n c i p a l  h a s  been r e c o v e r e d ,  as o f  March 1986. The a v e r a g e  v a l u e  



T a b l e  4 

P e r c e n t a g e  o f  O r i g i n a l  Loan Value  Recovered 
by Bank by F i s c a l  Year o f  Loan A p p l i c a t i o n *  

(Shor t - t e rm A g r i c u l t u r a l  Loans)  

Year 
Befo re  

Bank 1979180 1979180 1980181 1981182 1982183 1983184 1984185 T o t a l  

Agrani  76 68 67 7 5 6 5 23 0 49 
J a n a t a  0 5 4 5 1  4 5 36 2 2 3 35 
R u p a l i  H 6 3 69 8 0 48 45 i~-* 5 0 
S o n a l i  100 7 2 57 65 4 1 38 0 45 
BKB 4 9 84 6 9 6 1 5 9 3 5 0 4 5 

T o t a l  54 66 60 63 5 1 3 3 **+ 4 5 

* The p e r c e n t a g e  measured h e r e  is t h e  p r i n c i p a l  r e c o v e r e d  (P r )  d i v i d e d  by 
t h e  l o a n  p r i n c i p a l  (L). T h e  f o r m e r  i s  a f l o w  v a r i a b l e  w h i l e  t h e  
l a t t e r  i s  a s t o c k  v a r i a b l e .  The p e r c e n t a g e  i s  P r / L  100. 

R u p a l i  d i d  n o t  d i s b u r s e  any  STA l o a n s  i n  t h e s e  two p e r i o d s .  

** P e r c e n t a g e  is less t h a n  one  p e r c e n t .  

Sou rce :  R u r a l  Bank and  Bank Users Survey  (RBBUS), Borrower Records.  
P r e l i m i n a r y  d a t a .  

o f  l o a n  p r i n c i p a l  r e c o v e r e d  e a c h  y e a r  by t h e  f i v e  banks  was less t h a n  t w o - t h i r d s  

i n  a l l  o f  t h e  y e a r s  covered .  Fo r  example ,  o f  a l l  o f  t h e  s ampled  l o a n s  made by 

t h e  f i v e  banks  i n  1980181, o n l y  a n  a v e r a s e  o f  Tk. 60 had been r e p a i d  by March 

1986 o f  e a c h  Tk. 100 l e n t  i n  1980181. 

The low l o a n  r e c o v e r y  of  o n l y  33 p e r c e n t  f o r  1983184 r e f l e c t s  bad w e a t h e r  

and 2overnment  f o r g i v e n e s s  of  i n t e r e s t  payments  on loans .  It shou ld  be 

remembered t h a t  t h e  p e r c e n t a g e  f i g u r e s  f o r  t h e  l a s t  two  y e a r s  i n  t h e  t a b l e  

u n d e r e s t i m a t e  t h e  amount  of e v e n t u a l  l o a n  r e c o v e r y  because  o f  l a t e  l o a n  

repayment  and l o a n s  t h a t  we re  n o t  due  by t h e  cu t -o f f  d a t e  o f  1 December 1985. 

On t o p  o f  t h e  v e r y  l ow l o a n  r e c o v e r y  rates f o r  1983184, i t  a p p e a r s  t h e r e  h a s  

been a d e c l i n e  i n  l o a n  r e c o v e r y  pe r fo rmance  of  t h e  f i v e  banks  s u r v e y e d ,  f rom bad 

t o  worse ,  f rom a r x o v e r y  rate of  a l m o s t  t w o - t h i r d s  t o  a rate  of  o n l y  one- th i rd .  



The r e c o v e r y  pe r fo rmance  o f  t h e  i n d i v i d u a l  banks  i n  t h e  RBBUS f o l l o w  a downward 

t r e n d ,  m i r r o r i n g  t h e  o f f i c i a l  r e c o v e r y  p o s i t i o n .  O v e r a l l ,  40  p e r c e n t  of  t h e  

v a l u e  of RBBUS STA l o a n s  p r i n c i p a l  was r e p a i d  i n  f u l l ,  w h i l e  a n  a d d i t i o n a l  5 

p e r c e n t  was r e c o v e r e d  i n  p a r t i a l  payments. 

I n f o r m a t i o n  on t h e  a g i n g  of  a r r e a r s  among t h e  5,331 STA RBBUS l o a n s  i s  

shown i n  T a b l e  5. A s  c a n  be  no ted ,  13 p e r c e n t  of  t h e s e  l o a n s  had been r e p a i d  on 

time o r  were n o t  due  f o r  payment by 1 December 1985. Another  4 5  p e r c e n t  of  t h e  

v a l u e  of  t h e  l o a n s  was i n  arrears f o r  less t h a n  one  yea r .  F o r t y - t h r e e  p e r c e n t  

of t h e  l o a n s  were  ove rdue  by more t h a n  one  year .  O v e r a l l ,  we c o n c l u d e  t h a t  30- 

5 0  p e r c e n t  o f  t h e  v a l u e  of  t h e s e  s u r v e y e d  l o a n s  may n o t  be  c o l l e c t e d .  

C o n c l u s i o n s  

The r e s u l t s  r e p o r t e d  i n  t h i s  pape r  show a d i s c o u r a g i n g  p i c t u r e  o f  l o a n  

r e c o v e r y  i n  Bangladesh.  Between 1978/  1979 and  1984/85  t h e  r e p o r t e d  l o a n  

r e p a y m e n t s  r e c e i v e d  by t h e  f i v e  banks  was less t h a n  h a l f  o f  t h e  l o a n s  coming due  

and  t h e  p a s t  due l o a n s .  Wi thou t  o u t s i d e  s o u r c e s  o f  f u n d s  t h e  c o n t i n u e d  

T a b l e  5 

Repayment S t a t u s  o f  RBBUS Loan Value  by Bank a n d  by Aging o f  Arrears 
(Shor t - te rm A g r i c u l t u r a l  Loans)  

Bank Aging o f  Arrears 

P a i d  on 1-30 30-90 9 0  Days- 1-2 2-3 More t h a n  Not 
Time Days Days 1Year Years Years 3Years Due T o t a l  

------ P e r c e n t a g e  o f  t o t a l  v a l u e  o f  bank l o a n s  surveyed------- 

Agrani  6 4 6 3 1 31 6 7 9 100  
J a n a  t a  5 3 5 3 0 29 1 0  1 4  4 100  
R u p a l i  1 9  3 5 31 2 1 15 3 2 100  
S o n a l i  4 1 4 4 3 2 4 8 9 7 100 
BKB 10 2 7 3 6  24 11 5 5 100  

T o t a l  7 2 6 3 6 26  9 8 6 100 

Source :  R u r a l  Bank and  Bank Users Survey  (RBBUS), Borrower Records .  
P r e l i m i n a r y  d a t a .  



v i a b i l i t y  o f  t h e s e  f i n a n c i a l  i n s t i t u t i o n s  is  q u e s t i o n a b l e .  U s i n g  a s a m p l e  o f  

s h o r t - t e r m  a g r i c u l t u r a l  l o a n s  we r e p o r t e d  t h e  p e r c e n t a g e  o f  t h e  o r i g i n a l  

p r i n c i p a l  r e c o v e r e d  by t h e  b a n k s  a t  t h e  time o f  t h e  s u r v e y  a n d  t h e  a g i n g  o f  

t h e s e  arrears t o  p r o v i d e  f u r t h e r  i n s i g h t  i n t o  t h e  l o a n  r e p a y m e n t  s i t u a t i o n  i n  

Bangladesh .  W h i l e  a s i g n i f i c a n t  amount  o f  t h e  o v e r d u e  a g r i c u l t u r a l  l o a n s  a p p e a r  

t o  d r i b b l e  i n  f o r  r e p a y m e n t  w i t h i n  t h e  f i r s t  y e a r  a f t e r  t h e  d u e  d a t e  o f  t h e  

l o a n ,  a v e r y  s u b s t a n t i a l  amount  o f  t h e  l o a n s  are r e p a i d  much la ter ,  o r  n o t  

r e p a i d  a t  a l l .  It a p p e a r s ,  h o w e v e r ,  t h a t  STA l o a n s  h a v e  a b e t t e r  r e p a y m e n t  rate 

t h a n  t h e  o f f i c i a l  a g r i c u l t u r a l  l o a n  r e c o v e r y  p o s i t i o n .  

Some p o l i c y  m a k e r s  are c a v a l i e r  a b o u t  t h e s e  p r o b l e m s  a n d  a r g u e  t h a t  

d e f a u l t s  are a n  i n n o c u o u s  way o f  h e l p i n g  f a r m e r s ,  e s p e c i a l l y  t h e  r u r a l  poor .  

T h e s e  i n d i v i d u a l s  o v e r l o o k  t h e  f a c t  t h a t  d e f a u l t s  scar b o t h  l e n d e r s  and  

b o r r o w e r s ,  a n d  a l s o  is a r e g r e s s i v e  way o f  d i s t r i b u t i n g  s u b s i d i e s .  L o a n s  n o t  

r e p a i d  d e c r e a s e  t h e  f u n d s  i n t e r m e d i a r i e s  h a v e  a v a i l a b l e  t o  l e n d ,  make it 

d i f f i c u l t  t o  a s s u r e  s a f e  d e p o s i t s  a n d  t o  a t t r a c t  s a v i n g s ,  a b s o r b  scarce 

m a n a g e r i a l  time, u n d e r n i n e  t h e  f i n a n c i a l  i n t e g r i t y  o f  t h e  l e n d e r ,  a n d  t a r n i s h  

t h e  i n t e r m e d i a r y ' s  r e p u t a t i o n .  P e r s i s t e n t  d e f a u l t s  a l s o  c a u s e  f i n a n c i a l  

i n t e r m e d i a r i e s  t o  b e  p e r c e i v e d  as t r a n s i t o r y  r a t h e r  t h a n  p e r m a n e n t  i n s t i t u t i o n s .  

W h i l e  l2ss veil r e c o g n i z e d ,  l o a n  d e f a u l t s  a l s o  damage d e f a u l t e r s .  A s i n g l e  

l o a n  o r  d e p o s i t  h a s  r e l a t i v e l y  l i t t l e  v a l u e  t o  m o s t  i n d i v i d u a l s .  What is  

v a l u a b l e  is  a f l o w  o f  d e p e n d a b l e  f i n a n c i a l  s e r v i c e s .  The r e l a t i o n s h i p  b e t w e e n  

i n t e r m e d i a r y  and c l i e n t  s h o u l d  e v o i v e  o v e r  time a n d  n o t  be  a s i n g l e  e v e n t .  The 

end  r e s u l t  o f  t h i s  p r o c e s s  i s  a c l i e n t  w i t h  g r e a t e r  d e b t  c a p a c i t y  t h a n  when t h e  

r ~ l a t i o n s h i p  began. When a n  i n d i v i d u a l  d o e s  n o t  r e p a y  a l o a n  t h e  p r o c e s s  o f  

c r e a t i n g  d e b t  c a p a c i t y  i s  r e v e r s e d  a n d  c a p a c i t y  is d e s t r o y e d .  W h i l e  t h e  v o l u m e  

of l o a n s  h a n d l e d  by i n t e r m e d i a r i e s  are  t h e  m o s t  commonly c i t e d  m e a s u r e  o f  t h e  

p r o d u c t s  c r e a t e d  by f i n a n c i a l  n a r k e t s ,  t h e  i n c r e a s e  i n  d e b t  c a p a c i t y  among 



bor rowers  i s  t h e  t r u e  measure o f  a f i n a n c i a l  marke t s  c o n t r i b u t i o n  t o  

development. 

Loans t h a t  a r e  n o t  r ecovered ,  t h e r e f o r e ,  a r e  doubly  damaging: t h e y  

undermine t h e  v i t a l i t y  and a b i l i t y  of f i n a n c i a l  m a r k e t s  t o  c a r r y  o u t  t h e i r  b a s i c  

f u n c t i o n  o f  s u p p o r t i n g  economic a c t i v i t i e s ,  and t h e y  a l s o  d e s t r o y  t h e  most  

i m p o r t a n t  p roduc t  t h a t  f i n a n c i a l  marke t s  create: d e b t  c a p a c i t y .  

A s  s t a t e d  above, l o a n  recovery  i n  Bangladesh a p p e a r s  t o  be ve ry  low i n  a l l  

s e c t o r s  o f  i ts  economy. Fur thermore ,  it i s  d i s c o u r a g i n g  t h a t  t h e  l o a n  recovery  

performance on shor t - t e rm a g r i c u l t u r a l  l o a n s  a p p e a r s  t o  have d e t e r i o r a t e d  

s u b s t a n t i a l l y  ove r  t h e  p a s t  few yea r s .  T h i s  i s  p a r t i c u l a r l y  d i s h e a r t e n i n g  s i n c e  

STA l o a n s  have t h e  b e s t  r ecovery  r e c o r d  of development l o a n s  i n  Bangladesh. 

Loans of  l o n g e r  term t y p i c a l l y  have a n  even poorer  repayment record .  I f  

Bangladesh banks are n o t  a b l e  t o  r e c o v e r  a  s u b s t a n t i a l  p r o p o r t i o n  of t h e i r  l o a n  

p r i n c i p a l s  t h e i r  con t inued  v i a b i l i t y  w i t h o u t  f u r t h e r  r e l i a n c e  on f o r e i g n  donor 

funding is  ques t ionab le .  
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