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PROJECT AUTHORIZATION

BANGLADESH Rural Finance Project
Project No. 388-0037

1. Pursuant to Section 103 of the Foreign Assistance Act of
1961, as amended, I hereby authorize the Rural Finance Project
for Bangladesh involving planned obligations of not to exceed
Seventy-Five Million United States Dollars ($75,000,000) in
grant funds over a three-year period from date of authorization
subject to the availability of funds in accordance with the
A.I.D. OYB/allotment process, to help in supporting Bangladesh
Government policy reform and in financigg foreign exchange and
local currency costs €or the project. e planned life of the
project is approximately five years from the date of initial
obligation.

2, The project gurpose is to create an economically viable
nation-wide rural finance system which mobilizes savings and
provides credit facilities to a broader segment of private
farmers and entrepreneurs. Under the project, assistance in
support of rural credit advanced by the system will be provided
to the Government of Bangladesh under agreed changes in the
szstem necessary to assure self-sustaining %rowth. Specific
changes will include: (a) the revision o ending and refinance
rates to reduce or eliminate cubsidies on rural loans; and

(b) the introduction of incentives and procedures to mobilize
additional savings deposits and assure prompt repayment of loans.
Disbursement of the A.I.D. contribution, which 1is intended in
the first quarter of the project to meet the pro am's credit
or refinincing requirements for that quarter, wi 1 support the
agreed-upon policy reform measuxcs. Technical assistance will
also be provided for necessary institutionel changes.

3. The Project Agreement which may be negotiated and executed
by the officers to whom such authority is delegated in accord-
ance with A.I.D. regulations and Delegations o% Authority shall
be subject to the following essential terms and covenants and
major conditions, together with such other terms and conditions
as A.I.D. may deem appropriate:

a. Source and Origin of Commodities, Nationality of
Services

Commodities financed by A.I.D. shall have their source
and origin in Bangladesh or countries included in A.I.D.
Geographic Code 941, except as A.I.D. may otherwise agree in
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writing. Except for ocean uhippins. the suppliers of commodi-
ties or services shall have Bangladesh or cour.:ries included

in A.I.D, Geographic Code 941 as their place of nationality,
except as A.I.,D, may otherwise agree in writing. Ocean
shipping financed under the groioct shall, except as A.I.D. may
otherwise agree in writing, be financed only on flag vessels

of the United States or Bangladesh.

b. Condition Precedent to First Disbursement

Prior to the first disbursement, the Grantee will
provide a plan acceptable to A.I.D. for the implementation
of initial policy changes.

c. Additional Disbursement

Prior to additional disbursement for technical
assistance or to issuance by A.I.D. of documentation pursuant
to which such disbursement will be made, the Grantee will, . .
except as the Parties may otherwise agree in vricing. furnish
to A.I.D., in form and substance satisfactory to A.I.D
acceptable contracts for services and equipment.

d. Special Covenant

The Grantee shall covenant to undertake a series of
discussions with A.I.D. on means to improve the economic
viability of its rural finance system.

Signature

Clearances: Date Initial

Charles W. Greenleaf, AA/ASIA ﬁ’é}_“f .
PRichard A, Derham, GC £
a¥ohn R, Bolton, AA/PP 93

GC/Asia:SAllen:hp:5/24/83:X28092
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JANR TG GLOSSARY TI'OR 1 ANGLANESH

Agriculturce Lean - Loan intended for en-farm activitics, such as: crop
raloting, cattle roaring, poultry, huating, forecstry, fishing,
and suriculturc. For exampl:: =1 agricultural loan covers grow-
ing, but not eommercial procogsine, of rice.

Clasaificatlon -~ Cateeordzation of lecans {nto rilsk catescories, In
Denpladesh, thera are four classes* cverdue, suhstandard, doubt-
ful, and loss {i.v., "loss" 1s the worst case).

Cost of Funds - Cvsts incurrcd by a bank for funds, computed as
walehted averaace cost of funils which incluides costs of denand
doposita, time daraadra  vofipares Fapdtdr g A cqndey., In
developad markets, coften computed as narginal cost of funds.

Crorc -~ 10,00C,CN0, usuclly written 1,20,00,000,

Bffective Rate - NHominal interesat rate plus service fees, charges, and
required balrnrnre.,

Inapecticn - Exnoilnatiern of & bonk tr dectarmine the quality of its
aggets ond cenplisrce with central bank repulations. In U.S.
terminnleny: 'exsamlnaticn.”

Lakh - 100,000; usually written 1,700,000,

Nationalized Commercial 3anks - Six cromercial banks which werea
nationalized in 1972, They are: Sonali Dank, Janata DBank,
Aerani Denk, Uttara Dank, Rupali Jank and Pubali Uank.

Nominal Rate - Intercst rate as stated and without adjustment.

Normal Program - Normal Program is the repular apricultural lending
procram of 3K and NCI backed by lanl aortyace as security and
carcful sclection »f borrcwers.

Overdue - Loan which remsins unpaid after its maturity dave.

Real date - Nominnl interest rate deflate? Ly inflation factor.

Refinance - Horrowinz of funda frem the central bank by individual
banks. In U.S. terminology: 'idscount” or "redisccunt."

Rural - Statisticnl term ¢ ¢ peographic arceas which: lic cutside of
the 75 Jdesianated nunicinalitics.

\\



Sancticn - To approwve. For dnavance: loan ganctioning autherity is
loan apyrcval nuthority.

Special J\gricultural Crodit Progran - The Speclal Agricultural Credit
Progran (Taka 10) Crcre Uropram) was started in 1977 to substi-
tute fcr the Nomial Propram. Its oririnal objective was to
provite crodit t small farmers or tenants unable to meet bank
security criteria. Loars wera based on hypothecation of crops
and Lorrcwer selecticon was made partly on political lines. The
SACP 1is now beiny phased out,

Socurity Balance - Deposit placed with bank which reduces risk and
{1acrencesd oofoctive cast of Toesuwiag.  ta seo. terminelopys
"compensating balance."

Spread - Difference tetween two interest rotes. For instance: spread
over cost ¢f funds means the .!dfference between the lending rate
ané cost of funds.

Stuck-up - Seme as "overdue."

Transfer Ratc - Intercst rate charped to bank branches by headquarters.
In U.S. termin.losy. "inter-branch' rate.

Urban - Statistical term for geographic areas which lie inside of the
75 designated municipalities.

N
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4ACD

ADP
BD
BDG
KB
BRDD
BSBL
MTF?PP

NCRH

NRC
RFEP

SACP

ABUREVIATIONS

sgricultural Credit Departmant (Banpladesh Hank). This is
the Department of the Contral Bank responsible for all
agricultural and rurai crelit policy and crerations.
Annual Develcpnent U'lan

Jansledesh dank (the centrzl bank)

lJangladesh Government

Banslatosh Frighi lank (the Acri~ultvral “avalepaent Dank)
nan~ladesh iural Development Board

Yanpladesh Sqnabaya Dank Limited

Modium Term Food Prolucticn 21lan

Naticnalized Commercial Banks

Noroal VProgram for Agricultural Lending (see Danking
Glossary)

Naticnal Review Committoe for 43r1cu1tural Credit
Rural Finance Experimental Project

Speeial Arricultural Credie Progran (sac Danking
Glossary)

Sccon.! Five Year Plan

7 ent
Best Avmlubla Dccum



1. PROJECT RATIONALE AND DESCRIPTION

A, Project Rationalce

1. Rural Finaneca: The Problem

1.91 Banglalesh's rural financial system, as presently
structured, cannut sugpart the substantially hivhor levels of agricul-
tural and rural priduction and employment fencraticn activities
roquired for economic devalipment., Interrelated nroblems must Le
addressad: intcrest rate rationalization, savings mobilizaticn, lend-
ing policies and practices, and institutional perfcrmance, Reforms
are required that will lead to a self-sustaining system of rural
finance which nrovides timely and efficient deposit, savings and loan
sarvices tu rural areas. A nocessary first step is implementation of
a system for establishing deposit, lending and rafinance interest rates
that provide incentives to savers and lenders anl that creates the
basic conditicns for achieving inatitutional viability. This step is
not sufficient, however, for developing a self-sustaining system.
Institutional reforms must be introduced that will streamline and
improve operational efficiency, remove some of, the current distortious,
anl overcome soma of the sorious problems in the areas of emplcyec
training and incentives.

a. Intarest Rate Structure

1.02 The current interest rate structure requires immediate
adjustment. The maximum lending rates of 12 percent for regular agri-
cultural lcans and 13 percent for rural industrial loans are preventing
the development of a growing, self-sustaining financial system, They
discourage efforts to wobilize savings because the rates that must be
paid cn time depcsits are higher than the allowed rates on loans. There
is nct vnough sargin between the -lenders' average cost of funds and lend-
ing rates to cover administrative costa, had debts and profits. Lenders
are forced to depend 'm a contisuous flcw of subsidized funis from the
governoent te meet credit depands. Since the fmplicit sulsidy is laric,
the povernoent cannct afford to provide cnouph funds for the rural credit
program to serwve the large number of farmors and small entreprencurs.

1.03 The astablished refinance rate of 6 percent charged by tho
central bank for rural (including agricultural) lcans also requires
adjustment. The availability of this lew cust rediscount facility ser-
ves as a constraint m savinns netdlizatien, Tha Sonks “epend on
subsidized refinance facilitius to make subsidized loane; and the govern=
ment budpet 1is indirectly financinn rurel credit nceds at an unknown but
high cost. If the proscnt linkapos Letween lending rates, refinance
rate, and savinps rates are wllew:d to continue the rural financial
system will beccma incrensinnly exponsive for the povernment and is un-
1ikely to dovelsp to the bxtunt nocesasry to sdtTva the rural acenomy.
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1.4 There is ne roular syatem for puricdic review and
adjustaent of Interant rates for lenldng, reflnance an! aAavinga.
A procedura 1o noaded for sneedylng rolatiunships aatng the three
aats f rates nd atjustinn them urwards ant Awmwards dopanding on
trenls in inflntion, a'mindarrative costs en! loan recovery,  Londing
rates lave “eon adjusted only twlee ginco 1271 af ! snvinns rates,
four times. osnnual inflation rates have varied feem 70 purcent t2 minus
24 vtreent. A talle showing the historicad structure of intercst
rates ia attache! 18 Annex R .

b, kural Savin3zs M 'ilizaticn

1,05 Increasel offrres are raquired tu ogbilizw rural savings
and provide savers with a saf. rnd emvenient way t5 held their funda,
Depesits and savines rcust roplace refinance facilitics as bankars'
primary source of funls for credit {f the rural financinl systenm ia to
beceme sclf-sustaining. At prescat, there are A numher Jf constraints
on rural savings wolilizaticn, in alditien £o the 1w rates allowed on
loans and tha availability of an underpriced refinance facility men=
tioned abova. They include: lack of {ncentivee for bankers, insufficient
nunber of rural branches, and inndequate rural savings mobilization
proprams.

¢. Rural Lendinz Procedurcs

1.06 A nunler of improvements have been made in recent years
in rural lending prlicics and procadures. Much remains to ke done,
howewver, to develp a streaslined and officient system. Three changes
in particular are required. The first involves loan applications.
A standardized system of leen application procedurcs must be implemented
for al) types of rural crelit. Sceond, restrictions on lending for
rural non-farm purposca should bu rolaxed so loans for all types of .
purposcs are available {n rural arcas. MHiph deman! exists for loans
for n wide variety of productive non=farm activitics. Finally, loan
sanctioning procedurcs noed te he reviewe® with the objectivo of pro-
vidine preater authority tr hank Sranch manacers, For small farmers to
have nccess to institutional credit, {t 18 cssential that loans ere
timely and availablo when Acnired., The curreat systen is time-consuming
and provides little flexibility for manazers to respond te local needs.

J, Mannzement Immrovenents

1.77 DNank acccunting practicos vary from oxisting rules and
hide losses, and low rates of lian recovery cause irruparable damage
tc the banking system. Althcugh there are nc authoritative figures,
ona recent estimatc showed thet ovardues reprosented 37% of apricultural
1nans, were value! at Tk, 3 bi1liun (oquivalent to $§125 million) and
ware causod by 537 of borrowers, OF nearly 402,200 parscns. The rural
finance systen cannot survive by iteelf at such rates, and the povern=
ment nust indircctly subsilize it, Twy kay issues nust be tackled

Best Available Document
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{mmodintoly.  The firar concerns asic aceountine ehanpoa for verdues
an! the sccond concernt loan roeovery' fha accruntin: aystem lncks 1
atandardized systen for defindng, ~lassifyiny and rojorcing past due
loana; banks loovsely follow procaduses for suttinn us hal Jdeht roservaesn
anl writine of £ bal delea: and Lanks properly 2cerue interest u loaus
Lut fail to (isclise ancunts of overlua.intereat, Central Yank inspee=
eicn departments need to be otrensthencd to mondror haak compliance
with pood accounting stunlagts, Tank financial strtemanta de not
reflect real profit ant! lesa, [Nankera, however, are raluctant to chanpe
vresent practices because year-end nrofit hWonuses to oo loyccs AT
linked to reported profits, An improved accountine system is necessary
for o concertcy effcrt on lean reeavery, Paor lean recovery is attri-
butable to a wile varicty of factors: a traditicn of "taccavi'* loans,
hankers' lack of Licenidves for rowiver,, oo licienlly astivate! credit
decislons, fraud, un? often valid rvessons such as daath r crzp failure,
The lcan recovery preblem is a croplex mixture of aocial, anl'tical,
lenal, and lLanking issues.

@, MKesearch and Evaluation

1.08 Extensive rosearch s requlred to identify alditional
reforms that may bo beneficinl as will as to monitor the iopact nf
refar-4 uniertakon. Sanpladesh lacks an institution to conduct re-
searcu ¢on practical banking issucs; academics scem uninterceted and
experienced bankers cannct be spared from mananencnt tngka.

1.79 The 5DC is awaru of these problems and has become
increasinzly concerned with improving the structure of the banking
system 80 that it will contribute to cconomic development particularly
{in rural areas. The Covernment has already taken several important
steps. It has cenducted a major and unugsually forthripht review of its
apricultural credit aystem in a forum open te especinlly intercstod
outsiders., This repurt 48 in final stages of preparation. In a secend
arva, the Government has approved establishment of ncw private banks,
acme of which spened their doore for business in Spring 1983, and is
expecte! scon to Alsinvest tws of the aix national ized comaercial banks.
In a third arca, the conteal “ank 1 takea several dzrortant stepo to
improve the effeetivencss and vaticnalicy of banking servicoa: Tho
Specinl Anricultural Crelit Vropran ** {g Lulne phased out, 6omo loan

—— ————— ——

* Tacenvi loars were extande! by the Governaent in Eimoe of (rcught
anl ware otten forpdven for political ceasone.

**  The Spceial Ajriculrural Creldt iropran, ptarted in FY 77 to finance

anricultural iaputs, has high svirduos an! wos used mainly by new-
tarpet proun borrowerd, i

Best Available Dccument
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procedures are hednn reviewed to roeduce paperwork: and a savinge
aceount can now be cpened with Taka 3 to uncourans savings mobilizaticn,
In adlition to thesa chanrus, the Guovernment recoenizen and 1e faclne
soma of the most Jff Leult pelicy decdsiona xopariiny the financial
soctor: the need to inervase lendine rates, muhilise adiiticnal savings,
and impreve lusn recowery, This project will suppert the Covernmant's
offorts in these an!' cother related areas,

2, Objoctivea: Rolation £o CDSS

1.10 One of the JIG's primary production poals, and a key
olement »f Mission stratepy, is the attainment of foudprain sclf-
sufficiency. The DNG Socend Five Yoar Vlan (SFYT) and the ccmpendon
Modium Term Ford Production ¥lan (MTFUP) enlled for achiovement of the
aclf-sufficiuncy peal in F Yoo, with a foodprain preduction level in
that year of 20 of L1l n tens. A succeaaion of Auapp - intine harventn,
owing mainly to droupht, has left thit tarnct for rut of reach, Uroduce
tion in FY 83 will excevsd 15 miilicn Ecns and, as stato! in the Missicn's
FY 85 CNSS, would have to incrense at an annual rate of 4.7 percent to
attain a more limited salf-sufficiency rcal of 14,7 =illicn tens in
FY 1983.% ‘

1.11 A growth rate of this maznitule would be A censideralle
achievenment, but is well within the reala of possibility given faverable
weather ecnditions. However, even assuming such a erowth rate in food-
grain output, the agriculture sector alone will fall far short of
providing employment for the nev entrante to tha rural labor force
during this period. Creation of off-farm employment opportunitics
through rural induetrics dovelopment is therefore vital and constitutes
an important related aspect cf Misoion strategy. In short, the nce! 1is
for accelorated developmunt ¢f the entire rural ccemomy. There are
ample indicaticns that inadequate availability of institutional credit
has buen a koy constraint to past rural developoent efforta,

3. The liead For Increased Agriculiurnl Crodic

O Aqricultural ve. Rurz) Cradit

1.12 The availablo fata 4o not permit an nnalysis of past trends
{n rural eredit as such., Ner, piven the absence of information on rural
off-farm activity, is it poesille to project in any peaningful vay
future nec's for rural credit. The available Jdata and production grals

* nascd on an smauncd population prowth rate of 2,23 percant p.a, the
UDG tarset would have ~rovidel! an average per capita consumption
level of 17.2 ouncas per (!ay, The USAID calculatisn assunes the pre=-
sontly ustioated populatisn prowth rate of 2.5 percent and per capita
censunnticn ~t tho present (approximate) leval of 15.5 cunces per 2ay.

Best Available Dccuinent
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arc far batter defined (thouph atill weefully lacking in acme respects)
with raspact to the anricultural scctor, which acccurts (or about

70 parcent of all rural cconemic activity, For these rusaons, this
portion of tha analyais will fccus on past and projected tronds in the
araos of anviculture and agricultural credit,

b, Farmm Level Censiduerations

1,13 The preducti-n gains called for in the Modium Tom Food
Production Plan assume nn expansion in the share of total acrears
planted to high yleldinp variety: (HYV) rice and wheat strains fron
5.95 million acres, or 22,7 porcent of all fcodrraia acroape, in FY 80,
to 12,15 million zcres in FY N5, Intcrpolating fr.o the MTFIP projec-
tdons, cven the "Maso.” ¥ 00 oucput tacyet of Lu.7 million tuns
hypothesized in Sccticn 2 weuld imply about 11.3 million acres under
HYV cultivation by that year. This expansion cin coma abcut only if
farmers arc able to affird the increascd cutlays for inproved secds,
pesticides, fortilizer, additional lebor and irripation equipment
involved in svitching from traditional to HYV production.

1,14 Anncx F=1 considers tho casc of a typical small farmer
of T. aman rice contemplating an investment in HYV technology. Since
he does not have tha cash resources to cover thi additicnal costs
involve!, ha must have rocourse to financine, The financing alterna-
tives assued for thia purpoce are: 12 nercent, tha present instituticnal
rata; 24 porcent, A rate close to full coat recoverv; and 199 percent,
representing probably the lowest rate that he could hepe to obetain on
the informal moneylender market (in fact, rates as high as 10 percent
a wonth, ejuivalent to 214 percent per annum, Are not uncommen).
Parmers' circumstances vary preatly accor'ing to ercp, location,
market prices, etec., 80 this uxample should be taken as illustrative.
Nevertheleas, the Lasic points made hore are penerally valid, They are
that, in terms of overall costs to the fareor: (1) the difference
botween 12 und 24 percent is not of pruat sisnificance; (2) the Jiffe~-
rence batween 24 and 100 percent may well o prohibitive, For the
farper, the availability of institutional credit may will Lo the
dceiding facter in ;Etﬁar he wvisches to IV production. The price
of that eredit, whother 12 percent, 24 percent, or aomevhere in
between, is rolatively unisportant.

¢, Tren's and Ve jecto! Konuiresents

1,15 As of June V2, 19M), e=*a) {epefturd a3) crotit outatan 'ing
to the ywriculture sect r ascunted to Taka 7, 179 nillion. Asriculture,
vhich then aceuenty ) for 34 pereent of OGP, eladsud 1L.0 parcent of all
bank eredie, The =preleulturs an' liv.atoek subsactor of the werall
asriculture sector (which includes hunting, forcstry and fishing)
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accounted for 42 percent of GDP but only 1%.3 percent of all credit
outstanding.* Agriculturul credit has ncvertheless expanded quite
rapidly since FY 1976, Table 1-1 depicts the cxpansion of agricul-
tural cradit in terms of annual disbursements through FY 82,

1.16 Annual disburscments incrcased at a compound raote of
44 peri.cnt betwron FY 76 and FY 82. Measured in real terms, after
allowance for price infletion, the cate of incrcase during the six
year period was 29 percent. However, of the real increaee during
1976-82, fully 63 percent occurred during 1976~78 alone. Put another
way, real agricultural credit cxpanded at a rate of 70 percent during
1976-78, but only 12 percent during 1378-82.

1.17 The especinlly rapid rate of rrowth in tericultural
credit during 1976-78 can be cxplained partly as o "catch-up" effect,
reflecting BDG concentration on the area following years nf relative
neplect., Tn particular, this period saw th: launching in FY 1977
of the "Hundred crore' program, which involved the planned disburse-~
ment on a crash basis of Taka one billion v~ liw income farmers (with
relatively little vesard for ropayment capabllity). The 1978-82 period
may be taken as more "normal,' even though (or because) it included
twn years, 1980-32, ~f generally restrictive crudit policies asscciated
with the balence ~f payments crisis of that period.

1.13 Whatever the past rate of expansion, the availability
of agricultural credit 1s still far frem adequate relative to the
need. As shown in Table 1-1, agricultural crcdit’ disburscments in
FY 1982 were only 4.4 percent of the value or agricultural production.
Inter-country comparison penerally use either of twn bascs: néw agri-
culzural loans/apricultural pr-duction or apricultural loans cut-
standing/apricultural production, Exnoples indicate substantially
laryer ratios than for Banpgladesh., For instance, the Philippines
(outstandins, loans basis) 1is currently 20 percent and renged from
6 percent to 27 percent durlng 1951-79. Honcduras (new loans basis)
ranged from 20 percent to 43 percent during 1970-80. A study of
18 countrics in Latin Amcrica for the period 1960-63 reveals that in
1960 the average (cutstanding basis) was 23 percent and by 1968 the
fipure hat rigen o 36 poercent,

% Banglalesh Bank Bulletin, May 1982



TABLE 1-1
New Disbursement of Agricultural Loams by Various Azencies
1n Banzladesh 1964-65 tc 1981-82

Fiscal asencles _

Year agric. 3S3L 2nd Commer-  Total in Total in Percent Az.

Ending Dept. Ccopera- cial Current  1564-65 Value Added Credit to az.

June 30  Taccavi 3K3  tives IRDP Banks Taka Prices(1) Ap. Prod.  Producticn
In Currcat Million Taka

1964-55 20,2 36.5 25.6 92.3 92,3

1965-6< 17.8 41.5 S.4 68.8 65.7

1666-57 16.0C 47.1 23.2 89.3 77.1

156748 715.3 55.0 70.1 159.4  139.%5

1968595 25.4 75.8 79.1 130.3 147.6

1963-70 30.6 130.7 :73.3 324.0 241.€

197°-71 a. 2. 9.7 33.5 153.2 115.8

1971-72 n.3a. 96.4 56.4 15.38 273.6 137.8

1972-73 n. 2. 176.2 i42,5 29.2 359.5 156.6 25,122 1.3

1573-75% 14.€ 135.7 77.4 24.€ 54.9 337.2 99.7. 41,573 2,7

1374-75 -15.0 176.3 954.1 3%.3 75.7 3%6.4 77.0 73,522 0.5

1975-76 C. 135.1 176.2 45.0 1€3.6 506.4 1C07.3 57,337 2.6

157¢-77 .4 383.4 113.3 6.3 362.2 332.6 152.4 53,671 1.7

1377-76 2 553.7 i53.2 177.°2 356.1 1,£73.3 393.4 72,245 2.3

1576-73 .0 746.5 1.1 124.5 £34.0 1,756.2 235.2 72,745 2.2

1575-3C Y 1,415.C 2774 274.5 1,135.5 3,025.4 433.¢6 93,235 3.2

15381 32,7974 ©76.4 255.0 1,367.4 3,239.2 528.7 95,434 3.8

155152 L2 2,713.4 235.5 258.4 1,251.5 4,445.5 455.9 171,437 4.4

{i) Lozns in current Taka deflated by consumer price index £-r middle income families in Dhaka,
1573-74 =127
S-urces: Crelit: 1565-75 Adans and Nelsen
1575-32 bBangladesh Rank Agricultural Crelit Dept.

Value Added Ag. Prod: DRangladesh 3Bureau of Statistics.

Consunaer Price Index: Bangladesh Bureau of Statistics.
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1,19 Further, survey data as well as field observations
rrovide ample indicntions of inndequate institutional credit in
Bangladesh. The USAID-funded Land Oecupancy Survey* shewed that
in late 1970 only 15.4 percent of farmers used any kind of credit.
0f these, only 6.0 percent had access to inetituticnal credit. The
remainder was borrowed from friends and relstives or from money-
lenders at ratcs of 100 percent and up.

1.20 The BDG has not attempted a precise projection of apri-
cultural credit needs in Banpladesh, While acknowledeing the need
for a considerable expansion, the Sccond Five Year Plan (SFYP) for
FY 1980-85 stated only that agricultural credit would have to increase
by 20-25 percent per annum (presumably in real terms). This would
seem to be on the 1lrw side of the real neet. If the eredit requirement
of the HYV cultivator shown in Annex F-1 can be taken as representative,
this would imply a need for nearly Taka 10 billion**(4in FY 1983 prices)
in FY 1900 for HYV foodgrain cultivation zlone. Thus, new disbursements
of institutional credit would have to expand by 14 percent p.a. in
veal terms during FY 1932-33 to meet the nceds of HYV foodgrain culti-
vation alone. To be sure, not all HYV farmers will require credit, but
other farm and off-farm requiremente would surely bring the needed
expansion to at least the 20-25 percent rate of growth called for in
the SFYP. Finally, even if a 25 percent rate of pgrowth were to obtain,
the ratic of new agricultural loans to egricultural value added would
reach only 13-14 percent by FY 1933,%%% gt1]i]1 wEll betow’ the comparable
ratios obraining in other LDC's.

1.21 In shcrt, the potential demand for agricultural credit,
let alone overall rural credit, aprears to be substantially beyond the
capacity of the present syatem. The problem arises from the incapacity
of the system to expand on a sound basis. The latter point nceds tc be
stressed. Agricultural credit has been expanding quite rapidly duec to
donor and government funding. What 1s needed is not conly an increasc
in the rate of a2xpansicn, but an expanseicn hased on rural resource
mobilization rather than large-scalc subsidization. The BDG, for
instance, was funding 60 percent of rural credit with refinance faci-
lities as of June 30, 1991, and an estimated further share of 10 per-
cent was financed from foreign donor souvces. Further increases in
Bangladesh will have to come primarily from expanded domestic:savings
mobilization. Additional implications of the present subsidization are
examined in Section V (Economic Analysis).

®* Land Occupancy Survey, Januzzi and Peach, December 1978. The ratios
shoum here were dexrived from the data in Tables E-V and E-XI,

*% 11,3 million x Tk. 865 = Tk, 9.0 hillion.

%% Calculation assumes growth rates in agricultural value added of
3.5 and 4.5 percent, respectively.
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B. Rural Finance Exporimental Prciect

1.22 The AID Rural Finance Experimental Project (388-0025)
demonstratced that a viable rural financial aystem is achicvable in
Bangladesh. The RFEP provided $7.0 million to finance technical
assistance and partial rcimburscment of a credit propram. The project
purpose was to identify and test one or morce replicable rural finan-
cial systems, The projcct resulted in 81,595 loans (43,113 separate
borrowers) valued at Taka 134 million and savings of Taka 10 million
at 98 bank btranchus. A summary is given below and a more detailed
description is given in Annex H.

a. Interest Ratc Structure

1.23 Lending races of 12Z, 108%, 24%, 30%, and 36% were tested
when the established rates were 11% and later, 12%Z. Results indicated
that rates up to 30X were acceptable to borrowers; however, some resist-
ance appcared at 36Z. In the sociological survey, 42% of a sample of
borrowers responded that '"low interest rates' was an important element
of the project.

1.24 Saving rates werc tested at 11%, 12Z, 13%, 147, and 152.
It should be noted that the established rate for savings accounts was
increased to 10% from 7.752 es the RFEP was starting but project rates
were not increased. Consequently, the effect of higher RFEP rates was
somewhat diluted. In addition, even RFEP savings ratcs were slightly
below inflaticn rates during this periol. Nevertheless, results
indicated that non-tarsct proup savers vere sensitive to higher interest
rates of 14% and 15%.

1.25 Refinance rates werc not adjusted. However, the 102 to
13% bank transfer rates (i.e., the rates on funds charged to branches
by headquarters) had the same impact on bank branches, which funded
most 5f their loans frcm headquarters,

b. Rural Savines Mobilization

1.26 Banks mobilized savings equal to only 16X of loans
outstanding, which is not sufficient for a self-financing system.
There are two probable reasons. First, promotional and other techniques
were not used to complement the higher project savings rates. Second,
bankers allocated most of their time to lending because the incentive
structure under the RFEP provided banks one-third for loan disbursement
and one-third for recovery. The RFEP emphasized lending more than savings,
as seen in retrospect.
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c. Rural lending

1.27 enling procedures were simplifie! and restricticns
were relaxc?!. Sme chanres werce: develeopment of a standar! loan
application form, delegaticn of sanctionine aathority up to Tk, 5,000
to Sranch n2narers, removal of sorm. crllateral requirements, and
gimplication of bank reperting requirements. A3 a result of these
and othcr chanpes, 45% of horrewers obtained 1c1ns in 14 days or less
and 61% of borrowers ohtained funds after twe visits te the benk.
There is no ccmparatle study of Lorrowers' waitine time ocu a national
hasis; however, informer ¢ninicn indicates that this perfcrmance is
better than average. '

¢. Manigenment Improvements

1.2%9 Branch prufitebility was measurcd by standardized
accountine procedures tased on actual interest carned, real administra-
tive costs, real ccst of funds, an' A strict provision for loan loss
reserves. Four out of nince Lanky were able te operate profitably
and accounted for 652 of lending.

1.29 Loan recnverles were higher than national averages
because of increased supervisicn anl incentives to banks (i.e.,
cne-third for disbursement and cne-third for repayment). At the end
of the projcct cverducs were 19% and ranged from 57 to 51%Z. If the
wcrat performine bank 1s eliminated, racalculated overdues would have
been 167 nnd would have ranped from 57 to 24%.

C. Troject Objective

1. Goal an! lurposc

1.57 The project goal, drawn frem the BDG's Second Five Year
Plan, 18 to accelerate food production and expand opportunities for
employment In rural arcas. The rrejeet purpese is to create an econe=
mically viable rural financial aysten which mohilizes savines and
provides credit facilitics t~ private farmers ~n! entrerrencurs.
Princiral ocutputs include: a rati~nalize?! interest rate systen, Larevad
gavin-s r~+’17~aticn tcechniques, more officient lending prrcedures,
improves managcment sysctems, and practle2l bnnking regearch. GOB
inputs are nceded policy chanpes an! assiynpent of an adequatce number
of expericnced cofficers and otaff. ~f teth the Central Pank and finaa-
cial institutions, who arc dedicnced to the success ct thesce policies.
AID will provide <local currency contributions ° to support
the rural credit system, and technicaj assistance including foreign
and domestic advisors, training programs and equipment to support
implcmentation of policy changes. A log frame matrix is attached as
Annex B.

Best Available Document
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<. AID DPoilcy

1.31 This project conferms to thae AID Policy Paper "Tricing,
Subsidies, end! Related Policies in Foad and Adriculture’ anl Statc
252939 dated Sentember 9, 1332, which sutline! key points of the
forthecoming AID Yoliey Paper "Financial and Capital Market Develep-
ment.' The Policy Taper en Pricine states that "A.[.D.'s primary
purpose... (1s) to support n system of financial instituticns that
effoctively meobilizes und allocates private indigenous financial )
rcsources' (page 10). This project supports interest rate rationaliza-
tion, savings mobllizetion and loan recrvery. The Policy Paper cstab-
lighes as 1 target decontrel of interest rates and "where 1t 1s not
possible to pursuade a jovernment to eliminate interest rato controls,”
then "sigunificane wessusow o teduce contrls wnere they aldversely
affoct the aohilizattion c¢r alleeatirn of credie: (pae 11). The BDG
is considecring major ircresses in interest rates for rura! lending
and refinance to achleve econcmic visbility and alse 2suablishment of
an Adviscry Committee ¢n Interest Rates to review and recommend
changes periodically. These chanves will previde flexibtility of the
interest rate structure for savinps, rcfinance, and lendin? rates.
Further, this project fcllows principles of the AID Spring Review f
Small Farmer Credit an? subsecuent werk at Ohio State University and
eleewherc. The Mission has relied on findinrs cf the RFEP and also
of the AID-NANCOOP Project in Peru, which emphasized the importance
of savings mobilization through competitive intcrest rates, promotion
campaigns, and incentives to bankers.

1.32 This project ncvers AID's four key precepts: policy
dialogue, institution ruilding, technolopy transfer anl private sector
support. Pclicy issues are the heert of this project. The BDG 1s
prepared to underteke policy chanpes to create an econonically viable
rural finencial system including fuller cost recovery cn lending
cprerations, incrcased savings mrhilization, and icpreved loan recovery.
Institutirn huilding 1is cloo an important crmnonent At ifferent levels.
As 1 consequence of policy changen regarding accounting and incentives,
banks will bucume more performance nrientod.  Procedural chanses in
savings and lendiry practices will increase cf ficloney of rural financial
institutions. Ccrtain clements of central Uank cperatiens will also
become toure officlent as a result of Federal keserve assistance furnished
uncer this project. The project will also finance te~hnology transfer
frem the Federal Rescrve Systen and from experts in such technical
fia1ds as interest rate method ulo?y end bank bLranch rationalization. In
regard tr suppretias b ety s % rejert will havl twe najor
impacts. Firsc, it will cxnand nv111v‘111ty of credit facilities to
private famers and rur-l LntrewrchUrs. thercly facilitating private
gector trade and Investaeat.  Scecend, it will sul.stantially improve the
climate and profitability of the rurnl bankin;: system and make it a
poteutially atiractive area for privat; inatituticnal investors. A fuow
private banks aliczldy - oreio in Tamsladesh, hoover, th.y seek only
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profitable business accounts in commepcial centers and are uninterested
in rural financi-~l markets. The creation of o favora' 1¢ banking
climate and an cenncmically viable rural financial system will support
the BDG efferty tu Jddsinvest itsclf of a sesment of povernrent owned
bLanks.

3, Project NDesivn

1.33 The prejecc design hias drawn heavily on results ~f the
RFEV and working, papers of the Pational Review Committee on Agricul=-
tural Credit, speascred jointly by the Government of Nanpladesh and
IDA. This Coamittee prepered five working pepers and held meetings
to discuss #u ort:ot Lovnos dn broalu forun.  USAID accepted an
invitetion to ~tteni these mecetings and centributed to the idedtifidardon
of policy proposals which would lead to an ceonemically viable rural
financial systcm. Other reviews arc urderway (including the Werld
Bank Survcoy of the Financial Sector and other lonor project appraisals).
Their preliminary results have contributed to project design.

1.34 USAID and the Bengladesh Dank designed this project.
In addition, outside consultants providcd gubstantial assistance.
Dr. Richard L. Meyer, Professor of Agricultural Econonmics, Ohio State
University, reviewed the initial project design durine February 1983
and offered many constructive suzrestions which have been incorporated
{nto the final design. Dr. Charles Lucas, Assistars Vice President,
Federal Reserve Jank of New York, recommended assistance for Dangladesh
Bank operations in a report lated Neowvember 24, 1982, some of which
have heen incorperated in the final deeipn. The project is responsive
to suggestions in the PID epproval cable sumerized in Annex A.

D. Project Elements

1.35 This project will support BDC pclicy changes necresary
to cruate an ccononically viable rural financial system. The $75
million will be obligated in three tranches during FY 73, FY 24, and
FY 85. The first year obligation of $25 millicn will support the
BDG's planned initiair ;clicy changres. Obligations during the gecond
and third years will follew review of performance an implementation
of changes to achieve the proiect purpose. The project hus two
principal clements: local currency support for use in the rural credit
system to support policy changes and technida. assistance to hclp

implement policy changes.
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). Lecal Cuprency support for Rural Finance System

luch year, a disbursement will be made for purchase of local
currency to be used for the rural credit program. The first year,
this disbursement is expected to be $24 million. This is particularly
suitable because of Bangladesh's need for quick disbursing aid and

local cost financing.

7., Technical Assistance Element

1.37 Technical assistance will te provided to the Dangladesh
Bank to help implement policy changes and related procecdural changes.
Certain portions cf the plan will require short-term advisory services,
training, on incentive fund, and equipment, tr bo financed by the project.
The plan is described btelow., Costs of technical assistance are estimated
at $3.3 million, of which $1.2 millicu will be allocated from the first
year oblipation. Allocatiins in subsequent years may be increased or
decreased cepending upon reviews.

E. Rural Financial Reform Plan

1.30 The rurnl financial reform plan covers two types of
activities: those which directly support policy changes and those which
suppcrt procedural chanzes, In regard to pelicy changes, the LDG will
concentrate its' efforts in three important areas: interest rate raticna-
lization, rural savings mobilizatiocn, and loan recover; improvement.

In repard to procedural changes, the BNG will ccncentrate on various
means to improve afficicncy of rural financial institutions and the
central bank.

1.39 This plan, in its entirety, may appear complex for two
reascns. First, n relatively larpe number of seemingly liacrete
activities will ke undertakens In financlial markcts, however, scemingly
different activitics accually reinforce or complement each other., For
exanple, interest rate raticnalization (a pelicy change) nay scen
unrelated to lending efficiency (a procedural chanca); however, these
two nctivities actually reinfcrce each other hecause a2s lenling proce-
dures bucome more efficicnt, costs of administration are reduced which,
{n turn, permit a reduction in interest rntes to horrowers. 1In this
prcject, almost every actavicy ie rulated directly vr indircctly te cne
or more policy changues. The secend rensoi why. this plan may appear
comnlex is the timine of activitics, Tininn cf nctivities, hewever,
results froo trade-cffs amons relative importance, need for ocutsile
axports, and estimated implementation tires. The nost apparantly com=
nlox exaople is cctivities to support impraves! nan roesvary (n nnlicy
chan3e). In this important area, scve activities 16 not riquire outside
advisors, and changes will be made carly, Other changes require
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alvisors enlare scheduled after nlvisors arrive an  have become familiar with
rural financial nmarkcts in Banelalesh.,  Another nspect of tining 18

the nee! to concentrate rather than iffusc cfforts cof hankers and

ndvisors, capecinlly when dealine with the three pnlicy arcas. Thure-

fore, activitics rcleting teo policy chenpes are scheodule! to take

place sequentially. A summary fellows covering: nolicy chanpe

activitiecs, proccdural chanpe activities, and reviows nn! cvaluations.

1. Policy Change Activitics

a. Interest Kate Rationalizaticn

1.40 The initial policy chrare invrlves rationalization of the
structure of interest rates. This policy change will require two
activities: an increasc in intercst rates and cstablishment of an
Advisory Committee nn Intcrest Rates.

(1) Inicreat Rates

1.41 The BNG i3 consilerinp increasine both the lending rate
to ccover fully the cests of funds and operaticns and the refinance
rate for ell rural lceans to a level that will encourage savings
mobilization. The BIG is censidering alternstive mcane of increasing
costs of borrcwing, including: an increase in interest reate, service
charpes, sujrlementary interest, an? mondetcry savinps deposits. The
Naticnal Review Coamittee on apriculturel Crelit, the Rurel Finance
Project, ens cdditionel calculaticns develeped with prcject design
consultant Meyer indicate that achievement cf a 24 percent rate will be
adequate tn cover lonling costs and pravide a spall profit. This rate
4ncludes a 14 percent nllewance for costs of a'ministratirn, incentives
end bad detts and 10 percent to cover costs of funds anl profits. The
14 percent allcwence assuncs substantial preeress in relucing the current
high rate of overduc lcens. Stealy movement tceward ¢ rate restructuring
along these lines would preatly reduce the 1inked subsidy on refinance
rates for rurzl leans end would encourege banks te mobilize funds for
lending. The ratirnale for this rate is Jdescribed in Anpex F-2.

(2) Adviscry Committe2 cn Interest Kates

1.42 The scecnd part of the interest rate rationalizaticn
process involves the cstatlishoment cf an Alvisory Ccomittee cn Interest
Rates. This Comnittee will edvisc the Governor of the Danpladesh Rank
on establishin rates for cavings, len'tas an rzfincnce.  The Committee
will meet at lecst semi-annually, and more frcruently when needed, to
review the entire ratc structurc. A precedure will te developed for
specifyinp rclationships anong the three seta of rates. Rates nced tc
be adjusted upwards and dewnwards Aepentinp on trends in inflation,
administrative costs and loan reccvery. A technicel unit will prerare
the studies an! reccoaendationo roquirec Ly toe Coozilttee. Short-term
expert®services and traininp, for the technical unit will be project
financed.
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h, Rural Savin'a ‘“nhilieaticn

1.43 Thoe sceond major policy change involves rural savings
mobilization. Incronse! efforts arce required to mehilize rural savings
and nrovide savers with 1 safe and convenient way to hold funds,

Saveral changes are required to compliment tho interest rate restruc-
turing in crder to incronse incentives for aasvinps mobilizatium,
including improved promotion stratepics, raview of savings restrictions,
innovative savings campaisns, and additicnal Dangladesh Dank institu-
tional advertising. -

1.44 To carry out this chanze the Bangladesh Lank will develop
a Preliminary Savings Mobilization Plan before advisory services are
availabla. This plan will Le weviewed by expercs after cuntract nego-
tiations are ccmpleted. The Banzladech Bank and ndviscrs will then
develop and implement a Savings Mobilization Action Vlan,. Some of the
tasks tc¢ be included arc:

(1) Market Research

1.45 Markot research of savers' attitudes has not been pre=
viously uniertaken and will contribute to (eveloping strategles for
savings mobilization, This stuly will zssess Jepeeitors' and savers'
wants, needs, an? attitules trwards savings sorvices and recommend
improved stratepies fur promcticnal campaiens, hackaging an! delivery
of savings services, and types of services offercd.

(2) Review of Savines Kestrictions

1.46 Daepcsit account rapulations and prececdurces will be
reviewed to make sure that they encourape ncbilization of rural
savings. The savings account minioum size of Tk, 5 is commendahle;
however, this review will examinc all classes cf accounts for
reasonable relaxati.n of additicnal restricticns.

(3) Innovative Savings Campaisn Fund

1.47 Bannlalesh llank may estahlish n new fund te partially
reimburse rural financinl instituti~ns for costu ~f cxperinental
savings promotion campainns, to be preject funced, Individual banks
will submit propcsals for Nanpladesh Uank raview and appreval. '

(4) Janela'esh liank Savine/. Premetd n,

1.43 Dannlatesh Nank plans to cxyand its present institutiona!l
premotional effarts throurh ralic, TV, newspapers, hLrochures, cte,
Alan, as a result of the marketing otuly, it may rodeninn savinpe
services and preocedures to clicit increased deposits,
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¢, Loun Recovery I[mprovament

. aron of °

1.4 Loap recovery s tho third major holicy change. Poor
loan recovery 1s a conplex problem which will require careful nnalysia
and dovelopment of a couprchensive strategy for improvement., Many
factors contrilute to posr loan recovery an! oust he improved or
effects mitipated, includinn: acccuntine procadures, lending practices,
branch staffine, attitules towarda forpiveness, legal procedures,
attitules towards cnllateral, an! quality of hank inspectirn., Scme
changes, hewever, do not require outaide experts end,will be initiated
Auring the first yecar of tho project. Aftor technical services hecome
available, adlitionnl activities will be uniertaken,

(1) Ihictal Activitics

(n) Accountine Chanpus

1.50 Dank nccountine systcms noed to ba changed to give a true
picture of financial condliticn, The following changes will he made:

- Dovelopment of a standard eysten for dufinive, classifyins,
and ropirting of overduc loans;

- Requiring financial statements to footncte intercst accrued
on overdue loans and amcunts of overcdues by age!

- Development of a standard system for datablishing reserves
for clasaified loans an! for writinn off tad debts.

(b) Revised Penalty Intercat

1.51 The present penalty interest on overducs cf 3% for agri-
cultural loans will bo increased and will be applicd to all rural loans

to encourage proopt repayount.

(¢) New Incentivu Systom

1.52 Aftor accounting chanjies are in place, a nev beankers'
{ncentive system of cash or non-cash awards will bo developed based
chiefly upon true profits, savince mohilizaticn, loan recovery, and

afficient alministration.




(2) Later Activitice

- e mt——

(a) Strengthening Nank Inspection

1.53 The !antlalash Bank's Inspection Departments which
cxamine rural hranches will Ko streonthencd to menitor new standards
of accountine for inter:st carninpa  loan clasaification, overduc
Aeht ruservea, and writing off hal debits. Stopa Include hiring
additicnal astaff and cttaining cdviscry assistance from the Federal
Reserve System to racemaend improvemeots in the inspecticn systems,
provide training, and ravisc the inspecticn manual, '’

(b) Loan Recovery Review

1.54 & croprehencive revicw will be performed cf runsons
for poor luan recovery. As mentionad ahove, poor loan reccvery arises
from a cowplex mix of banking, lepal, political, apd socinlogical
{ssues. This sculy will require clcse cooperation with the Banprladc +h
Dank to Jovelcp a program for improvements. lwcause of relntionshirs
amonz loan recovery and branch location, training, and lending practices,
this review will hc undertaken after these studies arc available, as
Jascribed below. After tha comprehensive review is completad, recom=
mended changes will Le implemented.

2, Procedyral Change Activities

1.55 In addition te activitius associated with the three major
policy changes (intercst rate raticnalizaticn, savings mobilizaticn,
and improved lean raccvary), the Pangladesh lank will undertake other
activities to strunpthen the rural financial systen. Thesa activities
Ao not require mnjor pclicy chanzes and menerally reinfcrco or comple=
ment policy changes. They will be performed throughcut the project.

a. FPinancial Instituticn Verformance activicics

(1) Rural NDranch Training

1.56 The Uanrladesh Dank will devel:p three atenlardized
Veora" courscs for banks to usy in training rrograns for officors and
managers. At present, oach financial insrituticn cavelops and conduc: o
{ts own training programs, with variatiime in quality and expensc. An
{initial supply <f manuals and leeal costs of expurimentnl teaching will
be project finnnced.

(2) Uranch Ratirnalizeticn 1'lan

1.57 Tho langla‘esh Lank wants to continue axpanding the
availability of instituticnal hankinn sorvicos to the rural population,
The atrategy =f linkin® urlan &t rural Veansh 14consing epnrovals hae
boon ouccensful but was modified in 1971 Secause of ccncern about
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avorbenkine in urban aveas. The Dank will cxamine nlternntive nlana

to axpand rural branch Lankine ani will develep a branch rationaliza-
tion plan, incluliny training an! ataffing requirements, with expart

asalutance '

(3) Lenting Effleicney Revicw

1.5% Tho Bank has ma'e a number of improvenments in rural
lendin, nractleea in racent yeara, The Dank vill en'ertake, with
advisory nssistance, a review of three rolated arcns of londing pro=-
codures: lendinn restrictions, 1ean‘applicnticn ayatens and loen'
sancticnine (i.¢., npproval) procedures, This review will include
rc‘.man .'\ti'\““ - re Viumm g apm B2 ) e sy - «» 10 .-"‘l ghn ll{ !'hﬁ“'
jeupariizing bank intesrity,

5. Ilmplenentutien \gcney strenzthenine Activitics

1.59 In adliticn to technical asaistance activitics rolated
to rural financinl inseitetdi ny, othur astiviticu will strengthen the
{mplemcntstion nrency, the Nangladesh Nank. The Nank's Agricultural
Credit Department (ACD) will nee! incrcased staff, training anl equip-
ment. Other Jepartments will bu previded a linite! amount of technelogy
transfer by the Federal Rescrve System.

(1) Acricultural Credit Nepartnent

1.60 The Acricultural Credit Nepartment, which will manage
this project, is cempatent tut nceds equipment and obscrvaticnal
training., Vreject success will depend upon thoe continued search for
{nncvative approaches to reoclving issues beinp addressad with policy
changes. Therefere, it is iopertant that senior officers respensille
for effecting pclicy changes bhe cxpese! to a Lrood range cf rural
financinl rretlems through shasrvational training an' short-term
troining courses in the U.S, =2nd third countrivas. Also, ACD neadls
ad{ticnal equipment and supplics to carry cut ite Autics offectively
and officiently’ nn indicative liat 1s actache! as Annex L5,

(2) ‘lnneladesh lank

1 41 Althoueh thin recjoct 1o danirne! ehiofly to support
poliey changes in wirnl 7innneial uarkets, it is imporcant frr the
Dangladesh lenk tu improve other Cfunctional arcas an! improve its
relaticnships with wajor centrali vinks. It aizaandy enjoys a rood
relnticnship with the Nank of Enpland, Unlertaking cf this projuct
tngether with the rocent pepfing ¢f the Taka t» the U.S. Mllar
{nticate the deairalility of expan'ing the ‘annlalesh Jank's relation=
ship with th: Foleral Reserve Svyatoa, Consiquently, this preject will
snitiate a modost amount of technoloey eranafar =n strongthon selected
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1)
functional sroas of the Nanslaleah Dank. * The activitivs to ba under=-
taken are lste! belew an! “otails are provide! in Annox L-2,

(a) Review of Accounting and Related Systens
() Trojoct Dovelopment Training

(¢) Foraien Exchanpe Training

(1) Note Issuc Alviacry Services.

3. Roviews an! Fvaluations

a., Policy Chance Impact Monitoring

: 1.62 A systen will ho lovelepalt for fronuent nonitoring of the
impacts of tha threec pclicy changes, This aysten will include beth
statistical informatirn (0.2., increeses in nuabur of aceounts) and
soclolonical stulies of rursl attitudes towvards policy chaneus,

%, Financial Saectur Review

1.63 A finaneial scctor reviow will cvaluate tha impact of
major policy chanres un' project activitica: it will alsc asscse the
tesirability of allitional efforts. This review will be schedule!
after major policy chanzes have becn made and nost technical assistance
setivities have Yeen crapletc!, To assfst In this revicw, a data basc
will he planned and osota'lished approximately two years heforchand,
Additicnal informaticon is provided in Section VII - Evaluation,
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11. COST ESTIMATEI AN FINANCIAD PLAX

A, Cost Estimate

2.01 Estimated project costs of' $75.0 willion are to be
financed from the AID grant. of total costs, $71.7 million is to be
disbursed as local currency to support the rural credit program and
$3.3 million will finance forcign exchange and local currency costs
of technical assistance. A summary cost vstimate and {inancial plan
is given in Table 2-1.

mable 2-1: Summary Cost Estimate anc Financial Plan

'ss 000) o

. BbS —_

Use i E LC Tcral
ReTinance Facility $420,000 $420,000
Local Currency Contr. $71,700 71,700
Advisory Services 1,512 S 424 1,93¢
Training 563 50 613
Equipment A 95 125
Local Fund - 50 50

Sub-Total ‘ $420,000 s 2,115 $72,319 $494,434
irnflation factor 116 Li 160
Contingency 313 93 L0¢€

Jotal £420,000 S 2,544 $72,456 $195,000

2,02 USAID prepared cost estimates of the technical ascistance
element. Estimated costs of advisory services and srainine are bhased
upon previous USA1D experience. Costs cf advisory scrvices have been
appropriately estimated to obtain the very highly qualified experts
required for most tacks: in addition, adecuate transnortation and perdier
expenscs arce included {or short-term experte. teeimates of equipment
costs are based upon quotation: obtained ‘ror loral dealers dn February
1963. 1Inflation factors are: Gi p.a. for foreign exchanpe cost: and 12%
p.a. for local currency contt. The contingency of 15% will sernit flexi-
bility in responding to presently unanticipated needs throughout the
project life.



B, Financial Plan

5.03 The financial plan shows AID and BDG funding of activities
agsociated with the project. The BDG contribution of $420 million over three
years, or approximately 140 million per year, 1s based upon recent amounts
of funds used to retinance rural credit by the Bangladesh Bank. In addition,
the BDG will contribute :ubstantial staff time of senior government officilals
and oft'icers of the central bank and financial institutions. These latter
costs cannot be practicably quantified, and their contribution to total
project costs will be relatively small in financial terms. The BDG contri-
bution substantially exceeds the required 25% contribution to project costs.

2.04 Projectec disbursement of funds shown in Table 2-2.

Table 2-2
Projecticn of Expenditures By Fiscal Year
(us$ 000)
AlD BDG
US Fiscal Year Local Technical Refinance Total

Currency Assistance  Facility
FY 1983 $ 24,000 - $140,000 $ 164,000
FY 1984 23,700 $ 1,104 140,000 164,804
FY 1985 24,000 996 164,996

140,000
FY 1986 - 634 634
Sub~Tctal: 71,700 2,734 420,000 494,404
Inflation factor - 160 - 160
Contingency - 406 _ 406
Total: ¢ 71,700 $ 3,300 $420,000 $ 495,000



22

III, IMPLEMENTATION PLAN

A. Implenentatior Agency

1. Agricultural Credit Department

3.01 The imnlementation ascency will be the Bangladesh Bank,
which is the central bank of Benpladesh., The Bank's Agricultural
Credit Departcent (ACD) will mnancge this projoct. Tho ACD, pursuant
to the Benk's charter, studies nll quostions #nd conrdinates nll opera-
tions related to apricultural credit. This dcpartment is supervised
hy a Chief Officer who normally roports dircetly to tho n~nk's Governor
through :n Exccutive Director or a Deputy Governer.  The department has
an approved strencth o 161 caployecs incluuing o officers and o3 s.aff,
of which 124 employees are «a beard inciuding 91 officers sl 33 staff.
ACD 1s orpganizcd intu two iivieicns: the crodit division and the inspec-~
tion division. This project will be managed within the credit division.
Organizaticnal charts and an ACD functional statement are included in
Annex I. )

3.02 ACD will establish a ncw unit to manage thie project and
the unit will be expanded if nceded., ACD has previous experience in
nanaging feoreign donor projects (inclu?ing RFEP, IFAD Small Farmers
Credit Scheme, and a Swiss projcct cn post-harvest technoulcgy) and
many Jomestic activities. The Department's level of competence 1s high
but it is not fully staffed and could use additicnal equipment. Unlike
tha previous RFEP projecct, where a large consulting tcan performed most
of the implementation tasks, the ACD will implemcnt this project with
a relatively small emount of shcrt-term, specialized advisory assistence.
Consequently, the ACD wust te strengthened,  The Bangladesh Bank will
revicw stoff necds, develop a revised staffing; pattern, and hire
qualificd persons.

2. BRangladesh Bank

1.3 The baneladesh Bank was estrblished as 2 Government agency
on Octobar 31, 1972, by President's Order No. 127 to gucceed the State
Bank of Pakistan. It is finnncially independent f the Government
budget, althoush its «wn hudpet 1s revicwed alone with otler semi-
gutonomous arencies by tha Government. The “ank's Taard of Directors
includes the Gnvernor, DNeputy G-verncr(s), four cenbers nominated by
the Government, an'! cne Govermment officinl. 3ank healquarters is in
Dhaka an five rerienal nfficea ~re lesnter 4n Chittne-n~, Khulna, "ogra,
Rajshahi and Sylhet. The total number »f Benk employecs was npproximately
5,500 cs of Junc 120, 1282, comprised of 2,000 officers and 1,500 ataff.
The Bangladesh Bank excrciscs thrsc functiona an? responsibilities
cuatomary for centrnl banks, includine: menasccent 5f the monetary and
crelit system, lssuance an' refulation of currency, regulation of
bankine institutfene, manac-zent of frrcien roac—roe, mafatenance cf
governoent accounts, and actine ns the bankera' bank. The lank nmanages
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the moncetary rysten thirouch 1o aerdon of ¢ ntrcla fnely Haop: hank
repurva roquirenents, credit ceilinps, ond coflnance fncilities, n
practice, Lan® roserve ogqultemeats (which arc 25% - f :lontales) have
not been used to reaulate aoncy eunply, and the bank haos reliad
chiefly on cradit coilinge »1lus refinenen freflitics,

3. Rural 7inancinl Instituticns

3,04 Bangladesh has sn cetablished structure of rural financial
{nstituticns which pre-date Independence in 1971, The chicf partici-
pants are: DLangledesh Krishi Dank (an apricultural Jevelopment bank);
Dangladesh Rural Develcpment Board and llangladesh Samabaya Nank Ltd.
(two cooperative systems); and the six nationalized cocmmercial banks.
In addition, mcucylenders play: an dsporcent role, 4 summary descrip=-
ticn of iuatituticns is contained in Annex J.

1,05 Rural branch expansicn hus been a high priority since
Independence, and the number of rural branches doubled batween 1977
and 1981, as shown in Table 3-1, At present, however, the Dank 18
concerned with possiblc «ver=banking in urban arcas and potentially
wasted rasources, particularly experienced officers.

Table 3-1: Rural Dranches .

6/30/77 6/30/79 6/30/81

479 2,242 2,841
3 1,320 1,518
i1 1,7:1 1,9:1
1 4,0:1 6.5:1

Rural Dranches

Ratio: Rural/Urban DBranches
Ratio: New Rural/New Urban
Dranchas

1,4
Urban liranches 1,06

1.4

5.6

Source: Nased on Bangladesh Dank Julletin.

3,06 The large rural hranch cxpansion was not matched by
equivalent prowth in the number of traine) and experienced cfficera.
The hiring freeze was lifted in January 1983 and banks are now frece
to recruit naw staff., Highor borrewing rates will support adequate
fundinz for administrative costs. Onc indicator of overburdened loan
officers 18 account load, Officars presently handle 809-1,000 accounts,
which {8 tun many for prenor 1aan aunarvieicn ard TOCOVAYY® A TeASAN=
able number might be 250-3UN accounts. However, the inferred tripling
of account officery 18 not realizahle in a short time, This project
will finance advisnry sarvices for development of "eorae'" training
curricula, & branch raticnalizaticn plan including staffing and a roeview
of lending procedurce.
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3. Implementaticn Schedule and Respensibilities

1. Schedile

3.07 This project containg n large nunher of discrote but
relote!l acsivities, The mosc important activitics support key policy
channes and will be underteken in three phascs other tasks will he
undorsaken throucheut toe project life. An dmplementation schedule
1s included In Annex K and estinated dates for key events £ollow:

rr

Evaent Date . Egggpnsibility
Authorizaticn of Project May 1983 AID
Advanca Procureneit acilons My Loud AID

Siening cf Projeel Agrecrent June 1983 AID & 1DG
Satisfaction nf Initial CP's Juna 1983 BDG

Firat .Disbursement June 1583 HID

PSC Signed Sept. 1983 )0,
PASA Signed Jan. 1904 AID/BDG
Prime Contract Signed Mar. 1984 BDG

First ikeview Mar. 19064 AID/DNC
Second OLlinaticn Apr. 1934 AID

Second Review Mar. 1945 AID/TDG
Third Oblination Anr. 19835 AID
Financial Sector Review Deec, 1007 DDG/Contractor
PACD . June 1967 AID/DDG

. 2, Terminal DNatcs

3,08 The terminal date for natisfaction of conditions precedent
to initisl disbursement will be onc month after the.date of signing of
the project agreement,

3,05 The Projact Assistance Completion Date is .June 30, 1988,
which provides a five year life of project. Otligations will be mnde
over three fiscal years and the project schedule shows that most project
activities will te¢ completed within four years. However, this prnject
is in ito initial phase and both the naturc and length of services to
support pulicy chanpes is not. fully known. Therefore, we have added’
additional tine to permit projcct close-cut in an orderly fashion.

C., Procurement Mo

1. Local Currency Procurement

3.10 pisbursements of local currency will be made

by U.S.Treasury checl. =
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2. 'Nechnical Assistance Element

3,11 DPrucurcnent procedures for the technical.assistance element
will follow AID Hanltook 1) (Country Centracting) procedures except for
technicel services of the Faderal Rescrve System which will be procured

*under a PASA with AID., Customary dishursenment procedurcs will be used.
Source and crigin will bo AID Geographie Code 941 and Danpladesh.

a. Intercst Rate Advisory Services

3,12 Adviesory services will be procured unter a Host Country
contract with an individual expert. T[his.task will he initiatel soon
after project effcctiveness., Draft Terms of Reference are attached na
Annex L-1. :

b. Services of Foleral Reserve System

3.13 Advisory scervices will be procured under a PASA with AID,
A draft PIO/T is attached as Annex L-2.

c. Prime Contractor for Other Services

3.14 The Lenpladesh Dank will contract with a management
consulting firm which will function as a "orime ccntractor” in chtain-
ing and administering the wide varicty of shert-term scrvices required
for the project. The Bank will prequalify firns before requesting
proposals. Naticnality of eligible firms will e U.S, and the firm
may subcontract with fircs and/or indivicduals from countries included
in Code 941 and Nanzladesh, A draft RFTP is attached as Annmex L-3.

1. Project Revicw Advisor

1,15 Services of a project review adviser will he obtainad
under a:Direct Contract to assist USAID and Dangladesh Bank in con-
Jueting reviews of the project during implementaticn. Draft Terms of
Reference are atcachel ns Annex Led,

«. Equipment

1.16 The Dangladesh !'ank will pencure a small cmount of
transpertation and of fice equipment. /n indieative 1list is attached
as Annex L-5.




IV. MONITORING PLAN

4.01 Monitoring will be performed by SATD staff which will
be in froquent but not daily contact with the Bangladesh Rank, short-
torm advisors and vural financial inetitutions. The USAID project
manager will spend nearly full time on this projecct and will require
75% to 0% of the time of an FSN project assistant. The project
manager will draw upon asadstance from other members of the project
committee as needed, including an economist, legal counsel, and
controller. Rcgular reviews of progress wili bo conducted by Mission
top managemcnt every other month. Such reviews, when required, will
be followed by substantive meetings on project problems with Eangladesh
Bank top menagement of ficers.

4.02 Roparts will be required from Bongliadesh Bank on a
quarterly basis and formets will be described in a Project Imple-
mentation Letter tu be issued shortly after signing of the grant
agreement. The Bank's Agricultural Credit Departument will prepare
these reports which will include progress, financial, and shipping
information as pertinent.

4,03 Reports will be required of advisors cn 2 monthly basis.
These reports will be short because of §ob spacificity and short
duration.

V. SUMMARIES OF ANALYSEf

5.01 Scveral analyses have been performed during project
preparation. This sectinn providce analyses which arc nut presented
clsevhore In this paper and gives 1ncations of other analyses.

A. Financinl Analveis

5.02 A farm level budget unalysis was summnrized in Section I
(Project rRatinnal.) an? 4s avteched ns Annoy. F-1.
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5,03 A raticnele for lending‘rnte structure was summarized
in Secticn I (Projuct Rationale) and ia atuached as Annex F=:i . v

nomestic Resource Mobilization and Private Huctoer

Develepmant

5.04 Reference was made in Section B.2 tn the BDG's recent
measures to increase doncstic rusource motitization. The principal
mensures tnken in FY 83 consisted of increases in administercd prices
tc reduce foodgrain and fertilizar suhbsidics, and tn reduce or elimi-
nate the deficits of public sector cerporations, By creating the
basis for a viable banking system, this project would dircetly further
that process. Further, through its emphasis on savings generation,
it represents the first sigmificant effort to increase private as
opposed to public sector rescurce nnhilization.,

a. Relation tn Public Scctor Veficit/Subsidies

5,05 The performance of tha public sector corporations
worsened steadily in recent yeara, Tn FY 82, all puhlic corporations
combined recorded n pra-tax less of Taka 1.2 billion.* The results
vere in fact worae locause corporations concealed logses through
{ncorrect accounting practices with reapect tn lnan obligations and
depreciation. Furthermore, the results for all public corporations
{ncluded a profit for banking and financial institutions of Taka 2.0
billien,

5,06 Bank profits arc illusory. It is normal banking
practice in Panyladesh to rapnrt lendine results on an accrual basis,
without regard tn overdue loans. Tha national banks have established
low and inadeguate bad Acbt reserves., As noted elscwhere in this
paper, # high proportion nf loans are in €act overdue, In an
annlysis of the six nati.nalized commercial banka, Hoyd Wennerpren has
catiwated that entallishment of a 5 percent rescrve for had debts
would have meant a combincd FY A2 cxpanse wf Taka 961 millicn which
would have reduced reportad pre-tax profics nf Takn 485 million to
a pre-tax leas f Te%» 196 wi114ar. Tyrenaien of thia principle to
the entire system would reveal o guhstantinl Jess rather than o
nrofit and  would show A very significant gubsidy hurden to the
BDG, **

# Ministry of Finince an' ilauniny, Budpet Estimates For
Autonowous Bodies, 1982-80

#*% Boyd Wennarpren, Ranglatesh Apriculture Sector Ravicw
(unfinished as of this wrircine), Chapter 5,
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5,07 The benks! poor Loan recnvery rates are partly attri-
butable tr the reevailing low londding rates, A8 a result of these
rates, horreowar s are not motiviated o repay lrane since thudr carryiag
cogts are belaw tle prevatline cate of inflation and hanks Ao not have
adequate ineote to tmnave thelr lending activities, The present
sehaula of 1encine ratea gonerally does not previde a marein over
cost nf funds sufficiont to cover administrative costs and a profit
mpavain.  Jhe prodect, throuvh jts previsions for 3 raticnal interest
rate structure, an! further provisions to improve acecounting practices
and loan manasenent, will help to put tho banking system on a viable
hasis thcreby climinatiug a major, if unrecorded, scurce of public
gector subsilivs.

L. Private Scotor Resource Molilization

5,08 Ar o mmondntio ae they wore, the mensures taken at the
sutscet of FY B3 doalt entirely with mobilization of public sector
resources. Turther, the initially adverse impact of the measures fall
alwost entirely nn the private sector,* The provisicn of rcal savings
rates, alone with the other measurcs to promote savinps called for
in the project, represents the fivat sipnificant effort to increase °
private domestic rescurce mobilizaticn. This will provide a hadly
needed push to the inadequate level of privatce savings, estimated ot
only 5.9 percent of GDP in FY S1.%* Further, the existence of a
viablc hanking system bused primarily on savings creation will allow
n preatly expanded volume of credit for financing nf private sector
ectivities.

*# TInitially, the private sector hore the brunt of the tax and
nrice incrunscs, However, the privata sectur is benefittine
from the resultine reduction {n inflation znd preater avail-
ahility of credit.

#% Yanrladesh: Recent Ceonomic Devalopments and Sclected
Dovelopment 168ucs, TERD, Mareh 3, 1982, n. 100.
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C, 3Social Analvsis

5.09 'fhe tural Finance Project scoks to effoct broad chanpes
in banking policy, Anl transformations In heak adminiscrarive procedures,
throu:h ceoperncion witn the BDG and the Banpladesh iank, Throeueh these
policy chanpes, bankine inscitutions will "2 onabled to bocone more
efficient, mory «ffcctive, .2ad more reapensfve to a widar rante of
clients in rural aran:, Teneficinry iw;act. though nationwide in geanle,
is expected to te J4ifiusad as a consequenca of the policy-oricnted form
of the projeet, Ordinary eriteria for goedal soun nest AB§CaBMent Arc
peorly suited to the tisk «f analyaine an essentially innovative and
unconventional approach to Jevelopment intervention,

1,10 Positive lenefictiary tivpact will fn the first instenco
result from invreased hank credit cn attractive terms, mace availahle
to a broader rural clientele, Secsndiy  {ncreased villuper partici-
satien in the dnstitutional hanking system will melilize savines,
extending the rnle of this instituticn in rural dcvelopment at the
expense of traditional won-instituticnalized, often usurious, credit,
Spread effects resulting from this procuss should be noticenble in
changing apricultural productivity, apriculture-relate) industries,
and marketing in rural araas. '

5.11 Equity is an inherently impertant aspect of the Rural
Finance Project. The .pre'lecesscer Rural Finence Experimental Project
Jocumented the limited access to institutional credit in rural areas,
an! thu acceptability nf interast ratcs sufficient to cover banking
costs. The choice wus hetween continuing a limited, subsidized, and
inofficient rural bankiny system larpely serving the ¢lite, cr to
expand zccess to crudit for the majority of rurnl villagers. The Rural
Finance Pronject represcents the BDG's and USAID's effort to develop an
effective and responsive banking system, The taek 18 complex, and
results are, at this stace, not prociscly predictable,  Over the life
of the project, social an! cennonde monitoring will asscas change and
guide implementation. Tt I8 expecte! that wider rural participation in
a national system of credit and savines, nanaged by a more responsive
set »f hankine institutions, will have profound implicatirns for ecc-
nomic ant soeinl change. Additional duformation on sncial nnalyeia is
given in Annox G.

D. Administrative Analysis

5.12 The Implementation Apency 18 Avsceribed in Section ITT
(Implementation Aueney) and additional details are {ncluted in /nnex I,

5.13 kural financinl institutions are summarized in Saction
I1T (Implomentation speney) with additional ‘etails in Annex J.
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E. Cnvironmentil Andlvils

3,14 his progeet qualitics for a Catecnt Lleal Ixclusion
under envireanmontal avcegduren tnerdbe! in 22 CFR 21A Anta! October 9,
1980, .ﬂgt.rc-ulati‘n crovictes exelusion for Uclueition, tuchnicenl
asgintunce, oo tralnine prorrami vxeapt to the oxtunt they include
netivitice ‘irectly affecting the envirenment (sucl as construcs y
tinn nf facdlitdien, cte.)', Thia projece Ls e mprise! of
rechnicul asaistince and rrainlng except for o relatively
amall amount of offie. equipnent, 1and v will act have an ’
vffuect v Lt VS L i 'I‘fl_;'.-:,'.:.l. TR ' = D Firs vt 8 ek 4 B L
to the cigh syaprfoer, no apecific caternricnl oxclusion 1s
listed. towever, it opnears to he excluled hecause ATD does
not have knewledeo of ot e utrel cver the grecific uscs of

such funds.,

205t Available Document
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Vi. CONDITIONS AND COVENANTS

A. Conditions Precedent to Disbursement

6.01 Prior to the first disbursement or the issuance of
the documentation pursuant to which the first disbursement will be
made under this grant, the BDG shall furnish to A.I.D. in form and
substance satisfactory to A.I.D.

1. Opinion of legal counsel acceptable to A.I.D. that
the Agrcement has been duly authorized and/or ratified by, and executed
on behalf of the Grantee, and that it constitutes a valid and legally
binding obligation of the Grantee in accordance with all of its terms.

2. A statement of the names of the persons authorized
to represent the Grantec as specified in Section 8.3 and additional
representatives together with a specimen signature of each person.

6.02 Prior to the first local currency disbursemerit, the
cooperating country shall provide A.1.D. with a plan for initial policy
changes designed to improve the economic viability of the rural credit system.

6.03 Prior to the disbureement of any other funds or the
igsuance of documentation pursuant to which disbursement will be made
for services and equipment, the Bangladesh Bank shall furnish in form
and substance satisfactory to A.I.D. acceptable contracts for services
and equipment.

B. Covecnants

6.04 In addition to the Grant Covenants of Annex 2 of the
Project Grant Standard Provisions Annex, all of the Standard Covenants
prescribed by AID Handbook 3 ghall be included in the Grant Agreement.
In addition, the following special covrnant shall be included:

The Grantee shall continue to undertake a series of
discussions with A.I.D. on means to improve the economic viability of
rural savings and lending facilities and services to the private sector.

6.05 USAID plans to include an additional covenant to require
within six months a revised staffing pattern for the Agricultural Credit
Department, showing positions for an adequate number of professional
staff. This covenant, however, is not included in the authorization
to provide USAID with flexibility in negotiation.
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7.01 Evaluation activicies will concentrate in three srvas, First,
advisors who perform work unsociared with policy chaupes will develop criteria
and data systums so that the Nangladesh Bank can wonitor dwmpacts and adjust
subsaquent policy changes appropriatcly, Second, USAID and BDG will roview
performance in carrying out the project bufore disbursement of tho second and
third tranchus. Third, .b¢ fangledesh Lonk and Prime Contractor will conduct
a Mnancial Seeror Reviow after most project activitics hava hoen comploted.

A, Policy Change Impnet Monitoring

7.02 Advisors whose work supports policy changes (interest rate
rationalizaricn, saving o S1%0 tan 0 Jea vowe Y 11 daenlop
methodologies so that the Bangladosh Bank'can mearure impacte of pjollcy
‘changes, This system will include both quantitative and qualitative reports.
Quantitative reports will b based upon statistics showing increascs or
decreases in volume, number, and valuec of new loans, savings, and loan
recovery., Also, qualitatlve reports will assems opinions towards policy
changes among both bank custoaurs and non-customers, These reports will be
available on a frequent basis to senior officers of Banyladesh Bank.

B, Performance Raviews

7.02 USAID and BDG will conduct performance revicews haforc
disbursement of the necond and third tranches, Tha two distinct components
of this project: (a) BNG action in enncting and implimenting necessary
policy changes affacting interest rates, savings mobilization, loan recovery,
and (%) the various activitius to improve the functioniny and cfficiency of
the banking system, will be addressed both separately and jointly during
these reviews., In regard to cnactment and implementation of policy changes,
simple determinations will ha madc as to whether the BDG has undertaken
needed policy changes. Reviow of activities aimed ot inproving efficiency
of the banking syatem will gauge tne peoject's performance against output tar-
gets specified in this project paper and otherwise measurc progruss toward
attainment of the project purpose. Project input schedules and cutput
targets will he revisel! along vith the tuchaicnl asslstance budgets, based
upon the cutcome of theac reviews, A project vaview advisor, such as
Dr. Richard Meyar, of Chic State University, will assist in performing these
reviews,

C. 7inancial Soctor Review

7.04 The Frime Contractor will perform a Financial Sector Review
after major policy changes have becn made and most tochnicel assistance
activities have boecn complute!., This Review will evaluata whetber the
project has accomplishad its purpose, includinp the succuss of policy
changes and technical assistance activities, It will also asscss whether
addicional policy changes and supporting activities are desirable and, 1if
80, will identify specific ar<an and tasks, The prime contractor will perform
this roview In close cooporation with the Bangladesl Dank and financial
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institutions, This Review is schoduled to hopln dn Scptemlcr 1983 and rake
three months., At, or near thioe comploticn of this stuly, USAID will obtala
sorvices ¢f n project review advisor, such as Dr, Richard Meyer, of Ohic
State University, tc assigt in USAID review of the report,




BANCLADEGH ! RURAL FINANCE PROJECT

PIT Approval Tabiw = Txocorpts

Wa propose a taree vear $75 milliion Pural Finance Project aimed at

a significant velorm of she Bangladesh banktiny system. The wapanded
RFY would embody the PRC (1.:., Program Reform frant) rationale for
quick r:leasing commonrty/cash aid in raturn for ossentinl poliey
r.form, bur thury vould na ne discruete PRG 23 such.

FY 33 funding ‘v e itn® e e (o T SRERSTY B (1Y

{nclude rentistic (1,a,, in excess " the parcoived ratdy of
inflation)lending and savings rates. Subsequent fund rolenues

would Le depondent zn BDG progress towacd veform of tho rural
banking structura, pursuant to joint annual roviaws. AID/W
cuncurrence ray be required for these annual reviews, depending

upon the extent to which each year's policy gnals have Lecn defined
in thae project paper. Wa would nrefcr not to attompt a lefinition
of "further prograss' at this time, but it would have to invelve
extension of the basic KFP concepts beysnd the limits of our own
progranm,
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MEANS OF
QUTPUTS INDYCATCRS VERIFICATION - SoUIN'TIONS
c) Establishrient ~f lending l.c. By end of ycar 3 l.c. #3 Documents
Tats wvhich yirtually
cli-in-tes cuhsi ty.
d) Est-blishoent of re- 1.4, TMap ~f initial 1.4. BT Documents
finrce rate feor rural chan;es subnitted
lonns 2qual to ¢ hipher pri~r to Ist Dis-
than banks woeilihtod bursemxnt
averate eost f funds.
o) Mainteannce f savincs l.e. Ouvolns 1l.2. 2 Documents
.rires at levels suffi-
cicntly hizb to rrovide
rZu: return t° savers.
L-an roervery
a) lLceruntins and classi- 2.2, Draz Yy end of "2.a. 33 Documents
fication system ehangpes yiar 1
naking it casicr t-
{2eatify pr-blem lnans
instituted.
S) =avist.n f renaleles 2.%. Trne by c¢nd nf 2.%. B3 Documents
f~r a~n-repayncnt f year 1
l-ans,
c¢) Istaxtisheent ~f in- 2.c. Drne ty enld -f 2.c. % Docunerts
centive syston motiv- ycars 2

atin” bankers t- rake
vizcrcus cellection
- affores.



jusmIndo( S[qR[IDAY isog

>
=

C.

L.

OUTIUTS

3. Scvines MHohkilizati.n

a* Esca'.lishmoens .1 an

jncentive sy-tea which
morivates "ankeTs I
azsresively [arsu.
s=vings Feezeicivs.

Esta’listment  § =
systos vithic the ©
which all-ws & nst:t
ponit. cin. f saviis
1ovels.

)

henusls Prcduce’

3

Traininz £ vrscs 'eves

st oalaloey for Derernine

L3N
i+ A7;ropriate Interest
P-tes.

Roevisced sankiay Imegictivn
I'r. Cedurca =

Yoorel

5

T Wucrai

Motorn 2urzl .ank franch
Oz r.:ti s twomucc ks
_onr raach Maneve-
pert & Supe wision

(v wecks) s

3. Rural Credit (“me wo k)

3.

3.4 . Dona= 'y el of

INTICATURS

«. Dope Yy end of
yerr 2

yer 2

_1. Cw nleted 'y end
W yeor 1

2. Cornluted by enl
~f year 2

7.1. Corimleted Yy end

of your 3

2. Conploted ty ond
of year 2

3. Conpleted hy end

MEANS OF
VERIFICATION

J.a. 3 Dicunents

3.%. I. Docu—ents

EXistchr ‘.f
Mznu=l

c.1.

2. Existemce of
ilenual

Existence ~f
kritten Comse
Outlin:

|
[
o

of year 3

Tage 5

ASSIMPTISHS




ANNEX -

FPage <

MEANS GOF
INDICATORS VERIFICATICH

ASSUMPTICNS

ic '{vituals Trained

=)
@
2
3
2]
a
&
B
)
)
o
Q
=
5
@
=4

Intervicw wite
Eack Troinco

I the T.chnical C.1l. Ly vear 1, E.l.
‘v

- SL1f1 menbers

sail Sarporting the L. Advisory year 3

Cacittee trafined ja ret! sdolcy
‘eterminin: apreosprian o

'FLer L races.

s, = Seaff pembors of the
inspectl n Unit trawne’  : mare
effcctive inspectien tectniques
15*=T Trainin=).

Intervicw with

=k E.2. Yoeor 3 E.2.
€2zh Troincc

[ntervicw with

f.3. S pur year E.3.
Zach Traino-

arnrixioarely 15 senia  ficers
- . an? comaercinl ! nl 3 trained

1a =avin o sohilizatl u, toan
=inistr=zin ant ellecoion

T <e'wle3 ns practiccd i1 >ther

reloveat countries.

1M and fizinc: o]

“o%. A, 'rox 700 O/
insticuti ns’ r . r .S

- Trexicatcely 2,000 nural *ank
Tw= Yyear

assis. anc

~nck atparers ans
ot ers Lrainec in course
s2zerizl listed undexr U

=t e,
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MEANS OF
INPUTS INDICATORS VERIFICATION ASSUMPTIONS
I. USAID
1. Technical Assistance
a) Interest Rate Advisor 1. a) 6 'M ;5AID . Records
b) Federal Reserve System (Bank by 24 TM e
-x>mination, accounting, for-
<ien exchange, not: issuc)
c¢) Prime Contractor c) 58 PM-Fxpatriate 2
(Szviegs nohilizition, loan 72 Tif-Local
recowvery, training currl-
cull~, branch raticaaliz-
aticn, lending offi -iency,
rinncial scctor roview)
d) Prcject Review fmvi:.or d) ¢ ™
2. Trainin3g _ 2. Eq M Bangladcsh Bank Rocords
3. Comm-dities 3. S 135,000
&. Cash Transport 4. Yr. 1 $24,000,000% USAID R>corad
vr. 2 $23,700,000
I1. BXG Yr. 3 524,000,000
- Sgaf © Merbors as Required 2angladesh: Bonk Reecrls
irom sericultural Credit
vept. -f 3B. -
- Refinance Facility S140,000,000 annually
- Facilitios on the BIRM : i

# In cich casc cash transfer disbursement will be reduced by the amount estimatad to be required
to finance Ta, Training, and Commo-{ities t~ be ohligated that year.




ANNEX C

5C (1) - COUNTRY CHECKLIST

Listed below are statutory
criteria applicable generally

to FAA Funds, and criteria
applicable to individual fund
sources: Development Assistance
and Economic Support Fund.

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY

1. FAA Sec. 48l1. Has it been
determined that the
government of the
recipiant country has
failed to take adequate No
steps to prevent narcotic
drugs and other
controlled substances (as
defined by the
Comprehensive Drug Abusc
Prevention and Control
Act of 1970) produced or
processed, in wholc or in
part, in such country, or
transported through such
country, frem being sold
illegally within the
jurisdiction of such
country to U.S.
Government personnel or
their dependents, or from
entering the U.S.
unlawfully?

2. FAA Sec. 620(c). If
assistance 15 to a
government, is the
government liablc as
debtor or unconditional No
guarantor or. any debt to
a U.S. citizen for goods
or services furnished or
ordered where (a) such
citizen has exhausted
available legal remedies
and (b) the debt is not
denied or contested by
gsuch government?

yv
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FPAMA Sec. 620(e) (1). If
assistance 1s to a
government, has it
(including government
agencies or subdivisions)
taken any action which
has the otfoect of
nationalizing,
expropriating, or
otherwisce seizing
ownership or control of
property of U.S. citizens
or entities beneficially
owned by them without
taking steps to discharge
its obligations toward
such citizens or entities?

FAA Sec. 532(c), 620(a),
§20(f), 620D; FY 1982
Appropriation Act Secs.
512 and 513. Is
recipient country a
Communist country? Will
agssistance be provided to
Angola, Cambodia, Cuba,
Lans, Vietnam, Syria,
Libya, Irag, or South
Yemen? Will assistance
be provided to
Afghanistan or Mozambique
without a waiver?

ISDCA of 1981 Sccs. 724,
727 and 730. For
specific restrictions on
assistance tc Nicaragua,
see Sec. 724 of the ISDCA
of 1981. Focr specific
restrictions on
assistance to El
salvador, see Secs. 727
and 730 of the ISDCA of
1981.

FAA Sec. 620(j). Has the
country permitted, or
failed to take adequate
measures to prevent, the
damage or dcstruction by
mob action of U.S.

property?

No

No

N/A

No
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FAA Sec. 620(1). Has the
country failed to enter
into an agrecment with
OPIC?

FAA Sec. 620(0);
Fishermen's Protective
Act of 1967, as amanded,
Sec. 5. (a) Has the
country seized, or
imposed any penalty or
sanction against, any
U.S. fishing activities
in international waters?

(b) If so, has any
deduction required by the
Fishermen's Protective
Act been made?

FAA Sec. 620(g); FY 1982
Appropriation Act Sec.

517. (a) Has the a)
government of the

recipient country becn in

default for more than six b)
months on interest or

principal of any AID loan

to the country? (b) Has

the country been in

default for more than one

year on interest or

principal on any U.S.

loan under a program for

which the appropriation

bill appropriates funds?

FAA Sec. 620(s). If
contemplated assistance
is development loan or
from Eccnomic Support
Fund, has the
Administrator taken into
account the amount of
foreign cxchange or other
resources which the
country has speat on
military equipment?
(Reference may be made to
the annual "Taking into

No, agreement signed Jan. 1975

No

N/A

No

No

N/A



1l.

12.

13.

iy

Consideration" memo:
"Yes, taken into account
by the Administrator at
time of approval of
Agency OYB." This
approval by the
Administrator of the
Operational Year Budget
can be the basis for an
affirmative answer during
the fiscal year unless
significant changes in
circumstances occur.)

FAA Sec. 620(t). Has the
country severed
diplomatic relations with
the United States? 1If
80, have they been
resumed and have new
bilateral assistance
agreements been
negotiated and entered
into since such
resumption?

FAA Sec. 620(u). What is
the payment status of the
country's U.N.
obligationg? If the
country is n arrears,
were such arrearages
taken into account by the
AID Administrator in
determining the current
AID Operational Year
Budget? (Reference may
be made to the Taking
into Consideration memo.)

FAA Sec. 620A:; FY 1982
Appropriat:ion Act Sec.
520. Has the country
alded or abetted, by
granting sanctuary from
prosecution to, any
individual or group which
has committed an act of
international terrorism?
Has the country aided or

No

Not in arrears

No



14.

15.

16.

-5

abetted, by granting
sanctuary from
prosecution to, any
individual or group which

has committed a war crime?

FAMA Sec. 666. Does the
country object, oh the
basis of race, religion,
national origin or sex,
to the presence of any
officer or employce of
the U.S. who is prasent
in such country te carry
out economic development
programs under the FAA?

FAA Sec. 669, 670. Has
the country, atfter August
3, 1977, delivered or
received nuclear
eniichment or
reprocessing equipment,
materials, or technology,
without specified
arrangements or
safequards? Has it
transferrad a nuclear
explosive device to a
non-nuclear weapon statg,
or if such a state,
either received or
detonated a nuclear
explosive device, arfter
August 3, 19772 (FAA
Sec. 620E pcermits a
special waiver of Sec.
669 for Pakistan.)

ISDCA of 1921 Sec. 720.
Was the country
represenced at the
Meeting of Ministers cof
Foreign Affairs and Hecads
of Delegations of the
Non-Aligned Countries to
the 36th General Session
of the General Assembly
of the U.N., of Sept. 25
and 28, 1981, and failed

No

No

No
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to dic ‘sociate itself
from the communique
igsued? 1If so, has the
President taken it into
account? (Reference may
be made to the Taking
into Consoderation memo.)

ISDCA of 1901 Sec. 721.
Sce special roquircments
for assistancce teo Haiti.

N/A

iUNDING SOUUi S CaIThan TOR
COUNTRY ELIGIPILITY

1.

Development Assistance
Country Critcria,

a. FAA Scc. 1l16. Has the

Department of State

determined that this No
government has enqgaged in

a congistent pattern of

gross violations of

internationally

recognized human rights?

If so, can it bhe

demonstrated that

centemplated asaiastance
will dircctly benefit the
neecdy?

Fronomic Support Fund
Country Criteria

a. FAA Soec. 502B. Has
it been dotermined that N/A
the country has engaged
in a conasistent pattern
of grngs violations of
internationally
reccgnicea hunan (ighta?
If so, has the country
made such significant
improvements in i1ta human
rights record chae
furnishing aueh
aasintance 14 in the
national {ntcrogt?
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b. ISDCA of 1981, Sec.
725(b). If ESF 1is to be
furnished to Argentina,
has the President
certified that (1) the
Govt. of Argentina has
made significant progress
in human rights; and (2)
that the provisicn of
such assistance is in the
pational interests of the
Uv.S.?

c. ISDCA of 1981, Sec.
726 (bY. If ESF
assistance is to be
furnigshed tn Chile, has
the Precsident certified
that (1) the Govt. of
Chile has madec
significant progrese in
human rights; (2) it is
in the national interest
of the U.S.: and (3) the
Govt. of Chile is not
alding international
terrorism and has taken
steps to bring to justice
those indicated in
connection with the
murder of Orlandc
Latalier?

N/A

N/A



5C(2) PROJECT CHECKLIST

Listed below are statutory
criteria applicable to projccts.
This section is divided into two
parts. Part A. includes criteria
applicable to all projects. Part
B. applies to projects funded
from specific sources only: B.1l.
applies to all projects funded
with Development Assistance
Funds, B.2. applies to projects
funded with Development
Assistance loans, and B.3.
applies to projects funded from
ESF.

CROSS REFERENCES: IS COUNTRY
CHECKLIST UP
TO DATE? HAS
STANDARD ITEM
CHECKLIST BEEN
REVIEWED FOR
THIS PROJECT?

A. GENERAL CRITERIA FOR PROJECT

1. FY 1982 Appropriation Act

Sec. 523, FAA Sec. 634n;
Sec. 653(b).

(a) Describc how
authorizing and appro-
priations committecs of
Senate and House have
pbeen or will be notified
concerning the project;
(b) is assistance within
(Operational Year Budget)
country or international
organization allocation
reported to Congress (or
not more than $1 million
over that amount)?

2. FAA Sec. 6ll(a)(l). Prior

to obiigation 1n excess

of $100,000, will there be

Yes

Yes

(a) This nrofect was mentioned on pages
24, 25 and 27 of Annex Il of the FY 83

¢P and on nages 24 and 27 of Annex I[I of
the FY 84 CP. A Congressional Notifica-
tion will be transmitted before obligation.

(b) ‘es

Yes
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(a) engineering, finan-
cial or other plans
necesgsary to carry out
the assistance and (b) a
reasonably firm estimate
of the cost to the U.S.
of the assistance?

FAA Sec. 61l(a)(2). If
further legislative
action is vequired within
recipient country, what
is basis for reasonable
expectation that such
action will bo conpicted
in time to permit orderly
accomplishment. of purpose
of the assistancce?

FAA Sec. 6l1(b); FY 1982
Appropriation Act Sec.
501. If for water or
water-related land
resource construction,
has project met the
standards and criteria
as set forth in the
Principles and Standards
for Planning Water and
Related Land Resources,
dated October 25, 19737
(See AID Handbook 3 for
new guidelines.)

FAA Sec. 6ll(e). If
project 1s capital
assistance (e.q.,
construction), and all
U.S. assistance ror it
will exceeé $1 million,
has Mission Director
certified and Regicnal
Assistant Administratoer
taken into ccnsideration
the country's capability
effectively to maintain
and utilize the project?

(a) VYes

(b) Yes

Leqislative action is not neces-
sary to the nroject. Policy
reforms will be implemented by
administrative circulars of the
Ranqladesh Bank.

N/A

N/A

A
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FAA Sec. 209. Is project
susceptible to execution
as part of regional or
multilateral project? If
so, why is project not so
executed? Information
and conclusion whether
assistance will encourage
regional development
programs.,

FAA Sec. 601l(a).
Information and
conclusions whether
project will encourage
efforts of the country
to: (a) increase the
flow of internaticnal
trade; (b) foster private
initiative and
competition; and (c¢)
encourage development and
use of cooperatives, and
credit unions, and
savings and loan
associations; (d)
discourage monopolistic
practices; (e) improve
technical e2fficiency of
industry, agriculture and
commerce; and (f)
strengthen free labor
unions.

FAA Sec. 601(h).,
Informaticn 2nd
conclusions on how
project will encourace
U.S. private trade ard
investment akroad &nc

I DOBROIGOTE. oned RXCK
encourage private U.S.
participation in foreign
assistance programs
(including use of private
trade channels and the
gservices of U.S. private
enterprise).

a)

b)

c)

d)

e)

£)

No

Yes, absence of sound banking
system 13 hindering development

of trade. Ameliorating this
problem should help increase trade.
Yes

yes

yes

Yes

N/A

See 7a, above
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FAA Sec. 612(b), €36(h):
FY 1982 Appropriation
Act Sec. 507. Describe
steps taken to assure
that, to the maximum
extent possible, the
country is contributing
local currencies to meet
the cost c¢f contractual
and other services, and
foreign currencies owned
by the U.S. are utilized
in lieu of dollars.

FAA Sec. 6l2(d). Does
the U.S. own excess
foreign currency of the
country and, if so, what
arrangements have been
made for its release?

FAA Sec. 60l(e). Will
the project utilize
competitive selecticn
procedures for the
awarding of contracts,
except where applicable
procurament rules allow
otherwise?

FY 1982 Appropriation Act

Sec. 521. 1f assistance
13 for the pronduction of
any commodity for export,
is the commodity likely
to be in surplus on world
markets at the time the
resulting productive
capacity becomes
operative, and is such
assistance likely to
cause substantial injury
to U.S. producers of the
same, similar or
competing commodity?

FAA 118(c) and (4d).
Does the project comply
with the environmental
procedures set ferth in
AID Regulation 16? Does

N/A, as American or other expatriate
technical assistance contractors re-
quire payment in dollars

No

Yes

N/A

Yes
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the project or program
take into consideration
the problem of the des-
truction of tropical
forests?

FAA 121(d). If a Sahel
prcject, has a determina-
tion been made that the
host government has an
adequate system for
accounting for and
controlling rececipt and
expenditure of project
funds (dollars or local
currency generated
therefrom) ?

FUNDING CRITERIA FOR PROJECT

1.

Development Assistance
Project Criteria

a. FAA Sec. 102(db), 1ll1,
113, 281(a). Extent to
which activity will (a)
affectively involve the
peor in development, by
extending access to
eccnomy at local level,
increasing labor-intensive
prcoduction and the use

of appropriate technology,
spreading investment out
from cities to small

towns and rural arecas,

and insuring wide parti-
cipation cf the poor in
the benefits ~f develop-
ment on a sustained basis,
using the appropriate U.S.
instituticns; (b) help
develny croperatives,
capecially by tcchnical
assistance, to asaist
rural and urban poor to
help themselves toward
better life, and otherwise

a)

b)

N/A

N/A

Project is aimed at making
savings and credit facilities
more available to rural poor.

The two cooperative banks in
Bangladesh will participate in
the project,

5%
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encourage democratic
private and local
governmental institu-

tions; (c) suppcrt the ¢) Yesu
self-help effnrts of
developing countries; (4d) d) Yes

prom~te the participation

of women in the naticnal

economies of develcping

countries and the improve-

ment of women's status;

and (e) utilize and e) Yes
encourage regional

cooperation hy developing
countries?

bn FAA SGC. 103' 1031\'
104, 105, 106. Does the

project fit the criteria Yes (Sec. 103)

fcr the type ~f funds
(functicnal account)
being used?

c. FAA Sec. 107, 1s
emphasis on use of appro-
priate technolnqgy
(relatively smaller, Yes
cost-saving, labor-using
technologies that are
generally most appro-
priate for the small
farms, small businesses,
and small incomes of the
poor) ?

d. FAA Sec. 110(a). Will
the recipient country
provide at lcast 25% of
the costs cof the program,
project, or activity

with respect to which the
agsistance is to be
furnished (or is the
latter cost-sharing
requirement being waived
for a "relatively least
developed" country)?

Yes

Al
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e. FAA Sec. 110(b).

Will grant capital
assistance be disbursed
for project over more
than 3 years? If so, has
justification satis-
factory to Congress been
made, and efforts for
other financing, or is
the recipient country
"relatively least
developed"? (M.O. 1232.1
defined a capital project
as "the constructiorn,
expansion, equipping or
alteration of a physical
facility or facilities
financed by AID dollar
assi: tance of not less
than $100,000, including
related advisory,
managerial and training
services, and not under-
taken as part of a
project of a predom=-
inantly technical
assistance character."

N/A

f. FAA Sec. 122')>). Does
the activity give
reasonable promise of
contributing to the
development of economic
resources, or to the
irer~ase i productive
capacities and self-sus-
taining economic growth?

Yeas

g. FAA Sec. 281(b).

Describe extec .t to which

program recognizes the

particular needs, See Section T and V. of the Project Paper.
desires, and capacities

of the pcople of thc

country; utilizes the

country's intellectual

resources to encourage
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ingtitutional development;
ané supports civil

education and training in
skills required for
effective participation in
governmental processes
essential to sclf-government,

2. Daevelopment Assistance Project
Criteria (Loans Only)

a. FAA Sec. 122(b).
Information and conclusion
on capacity of the country
to repay the loan, at a
reasonable rate of interest.

b. FAA Sec. %£20(3). If
assistance 1s for anv
productive enterprise which
will compete with U.S.
enterprises, is there an
agreement by the recipient
country to preovent export
to the U.S. of more than
20% of the enterprise's
annual productien curing
the life of the loan?

c. ISDCA of 1981, Sec. 724
(c' and (d). 1If tor
Nicaragua, (locs the loan
aqrecment require that the
funds be used to the
maximum extent possible for
the private sector? Does
the project provide for
monitoring under FAA Sec.
€2d(qg)?

3. Economic Support Fund
Project Criteria

N/A

a. FMA Sec., 531l(a). Will
this assistance promote
aconomic or political

N/A
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stability? To thc extent
possible, does it reflect
the policy directions of
FAN Section 1027

FAMA Sec. 531(c). Will
assistance under this
chapter re uscd £nor
military, or paramilitary
activities?

FAA Sec. 534, will ESF
funds be used tu finance
the construction of the
operation or ma.ntcnance
of, or the suppiying of
fucl for, a nuciear
facility? If so, has the
President certified that
such usc of furils is
indispensable to
nonproliferation
objectives?

FAA Sec. 609. If
commoditics arc to be
granted so that salc
procends will accruc to
the recipicnt country,
have Special Acrount
{count«rpart)
arrangements heon made?




5C(3) - STANDAWD 1TEM CHECKLIST

Listed bolow are Cuc statutory
jtems which normalliy il be covered
routinely in thosv provi.ions of an
assistance agreem2nt dealing with
its implementation, ov covered in
the agreement by Ly >silaw 1imits
on certair uscs oIl Iuaacs.

These items 1re asranged under
the gencral headines of 'A)
procurement, (B) Coastruction,
and (C) Ct.»r Restriciione.

A. Procurement

1. FAM Sec. 602. Are there
arrangemeats to permit Yes
U.S. small business to
participate equitably in
the furnishing oX
commoditivcs and services

financecd?

2. FAA Sec. 67%24{(a}. Will all
procurcment oa from the Yes
U.S. except =2£ ovherwise

deternincd by tho
President or under
delegation [rom him?

3. FAA Scc. 604(a;. If the
cooperating counury
discriminares Against
marine inzurancce
companies nuzhew.zed to
do businers; 1. hae ULS.,
will commcéitins oe
insured in the Tnited
States aci’ach marine
risk visii suchh 2 company?

Yes.

4. FAA Scc. oCale): 1SDCA of
{980 Sce. 705(1) . If N/A
offshor» crcocu-sment of
agricultura. commodity or
product is to be
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financed, is there
provision against such
procurement when the
domestic price of such
commodity is less than
parity? (Fxception where
commodity financed could
not reasonanbly be
procurcvd in U.S.)

FAN Sac. 604(\]). Wi.l].
construction or
engineering services be
procured from firms of
countries otherwvise
eligible under Code 941,
but which have attained a
competitive capability in
international markets in
one or these areas?

FAA Sec. 603. Is the
shipping cxcluded from
compliance with
requirement in section
901(b) of the Merchant
Marine act of 1936, as
amended, that at least 50
per centum of the gross
tonnage of commodities
(computed scparately for
dry bulk carriers, dry
cargo lincrs, and
tankers) financed shall
be transported on
privately ~wned U.S. flAag
commercial vessels to the
extent that such vessels
are availabl: zt fair and
reasonable rates?

FAA Sec. 621. TIf
technical assistance is
financnd, will such
assistance be furnished
by private onterprise on
a contract basis to the
fullest extent
practicable? If the
facilities of other

N/A

No

Yes



-3=

Federal agencies will be
utilized, are they
particularly suitable,
not competitive with
privatc enterprise, and
mac . available without
u y interference with
d stic programs?

International Air
Transport. Fair
Competitivc Practices
Act, 1974. 1If air
transportation of persons
or property is financed
on grant basis, will U.S.
carriers be used to the
extent such service is
available?

FY 1982 Appropriation Act

Sec, 504. 1If the U.S.
Government is a party to
a contract for
procurement, does the
contract contain a
provision authorizing
termination of such
contract for the
convenience of the United
States?

B. Construction

1.

FAA Sec. 601(d). If
capital (e.q.,
construction) pronject,
will U.S. engincering and
professional services to
be used?

FAA Sec. 6ll(c). 1IZ
contracts for
construction z2rc &2 he
financed, will they be
let on a competitive
basis to maximum extent
practicable?

Yes, (PASA with Federal Re-
serve System.)

Yes

Yes, such clauses will be inserted

in A.1.D.-direct contracts.

N/A

N/A



C.

Other Restrictionsg

-=

FPAN Scc. 620(k). 1If for

construction of

productiv: oentorprisc,
will aggrcaate valuc of
assistanca to b
furnished 'y the U.S. not
oexceed $100 million
(except for productive
entecrprises in Faypt that

were described in the

1.

FAA Sec. 122(h). If
development lcan, is

interest ratce

at least 2%

per annum during grace
period and at least 3%
per annum therceafter?

FAA Sec. 301(d), TIf fund
i1s established solely by
U.S. contributicons and
administcred hy an

internatinonal
organization,

SISTRNS

Crnmptrnller Geroral have

audit rights?

FAL Sec. 620(h). Do
Arrangements exist to

+

interests of

ingure that United States
foreign 21d 135

not uned

in 1 manner whach,
contrary to the
the Untted

hesgt

States, prorotos or
assists the foreian atd
projects ~r ctivitics of
the Communist=t lec

countricea?

Will Arronoement s proclude
uUsSe oOf financing.

a. FAA Scce.

104(f);: FY

1982 Appropriati-n_ict
)
performance of

*
‘e

Scc. 925t (1

A8 A mathed

“Te pay for
-‘\!W“!'t 1ong
family

cp)?

N/A

N/A

N/A
Yes
1) Yen
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planning or to notivate
or cnerc? porsens te
practice abortions; (2)
to pay fcr periormance of
inpvoluntary sturilization
as mothed of family
planning, or to coerce or
provide financ.al
incentive tc any person
to undergoe stcrilization;
(3) tn pay for any
biomedical rescarch which
relates, in whole or
part, to mothods or the
per formance of abortions
or invoniliuntary
sterilizations as a means
of family planning; (4)
to lobby for abortion?

b. FaA Scc. 620(g). To
compcensate Owners tnr
expropriated nationalized
property?

C. FAA Sec. 612. TN
provide trainina or
advicce .r provide any
financial support for
porlice, prisons, ~r other
law enfarcement forces,
except for narcotics
programs?

d. FAA Suc. 612, Feor
CIA activitics?

e. FAJ_Sec. 636(1). Frr
purchasc, sale, long=-term
leasc, oxchanrg. ~r
guaranty ~f the sale of
motor vehicles
manufacturcd cutside
U.s., unless 1 woiver in
obtainud?

f. FY 1982 Appropriation

Act, Scec. 503, To pay
pcnnIonu, annuitios,

retiremunt pny, or

2) Yes

3) Yes

4) Yes

Yes

Yes

Yas

Yes

Yes
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adjusted scrvice
compensaticon for military
personnel?

g. FY 1982 Apprcpriation

Act, Sec. 595. To pay Yes
U.N. assessments,

arrearagcs ~r dues?

h. FY 1982 rppropriation

Act, Sec. 506. To carry Yes
nut provisions of FAA

section 209(d) (Transfer

of FAA funds tr

multilateral

nrganizations for

lending)?

i. FY 1982 Appropriation

Act, Scc. 510, To Yes
finance the export of

nuclear cquipment, fuel,

or technology or to train

foreign natinnal in

nuclear fields?

j. FY 1982 Apprcpriation
Act, Sec. 511. Will
asslstance he provided No
for the purprse of aiding
the efforts nf the
government ~f such

country tr repress the
legitimate rights of the
populati~n ~f such

country contrary to the
Universal Declaratinn of
Human Rightsa?

k. FY 1982 appropriation

Act, Scc. 515. To be No
used for publicity or

propaganda purposcs

within U.S. nct

authorized by Ccngress?
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E. O 12356 NsA
SUBJECT . RURAL FINANCE FROJECT (3E-0037)

THE FOLLOWING 1S5 THE TEXT OF LETTER RECEIVED FROM THE
EANGL ADESH GOVERNMENT RECSUESTING £2S681STANCE iy Subrin®
OF THE RURAL FINANCE PROJECT

QUOTE DEAR MR, NORR1S,

1 THE GOVERNMENT OF THE FEOPRLE'S REPUBL IC OF BANGL ADESH
HAS UNDER ITS ACT1VE CONSICERATION A PROGRAMME TC FURTHER
EXPAND ITS RURAL CREDIT OPERATION. THE GOVERNMENT PL ANS
TO INTRODUCE SEVERAL CHANGES 1IN RURAL CREDIT PROGPRA&MME
INCLUDING THCSE AIMED &7 AATIONALIZING THE STRUCTURE OF
INTEREST RATES, MOBILIZATION OF SAVINGS. AND IMPROVING
LOAN RECOVERY

2 WwE wOouLD LIFE TO REQUEGT THE USAID TO PROVIODE SUYPORT
TO TR15 EFFORT OF ThE GOVEHNMENT THROUGH A AR ANT AMOUNT ING
TO DOL 785 MILLION *T 18 LUGGESTED THAT THL!SE GRANT BE
DISBURSED 1IN THREE INSTALMENTS, wlTh AN
INITIAL TRANCHE CF 0OL 25 © MILLION D:SBURSED BY
JUNE 19E2. THE DISBURSEMENT OF THE LAST INSTALMENT
SHOULD TArE PLACE NOT LATER THAN 18 MONTHE FROM ThE
DATE OF THE AGREEMENT

r
33 wE HOFE THE VS GOVERIMELT wSUL D BE AELE TC ALTmLRTEE
*HE PROJECT AT AN EARLY OLTE 60 THAT BROCECEING OF
THE DRAFT PRCJECT LGREEMENT CAN COMMENCE BY THE EHs 4OF
MAY, 19823 wE LCOr FDAautsD TO TrE contInuEn SNFRCES
OF THE UNITED STATES GOVERNMENT IN THE ECONOMIC CEVE.CH-
MENT OF BANGLADESH W.TH SEGARDS SINCERELY,
M A, MATIN LASrER, DERPUTY SECRETARY, ERD, MINISTRY
OF F INANCE, JNOUCTE.
COON

UNCLASSIFIED




ANPEX

PANAT ADRSH WUALL C INANCE VROJECT

Ristorical Literil Rote Straeture

IR | Nodlg. o it Ot Hay 77 Stnee
tc 48} ke £ Get 160,
Jun.74 bar 76 Apr. 77 sec.80 LORO

4. Refinance Rateds ) '
1. Bank Rate 5 % ) 7 Came Sara 10.5 7
2. For Bangladesh
. Krishi ounk §

Banglacesh Sama- 3 A (& 7 Samc sana Same
bava Biank,
. 3. Rural Leans N/A NIA 8 ¥ (A Same
.B. Loans (2)
1. Agriculture 7=-8% 11-11.5% Sana: Snme L1 2%
2. Exports - 14, 5% Same Sar.u 12 %(b)
3. Socio=cconomic 71 % L1 Same Same 13 %
Projects *
4, Menufacturing &
Transport 7-8 % 12-13%  Scme 11,5-13% 14,5%¢¢)
5, Other loans 9-10% 12-13% Same 11-12% 16%(d)
C. Deposits
1. Demand Dcposits - . - - -
2. Specizl Nuticc :
.Deponits’
a. n 7"29 d:\:-'a 3 7 Y A4 5 4 [A ": 605 z
X g‘;yi? OF MOT@ 4 9sy 4,350 5.25 4,25/ L5 %
3. Savings JAccounts
a, With checking LA DY ) 77 8.5 %
b. Without checking 4.57 h 7 7/ 7.757 10 *
4, ime Deposits
a. 3-6 menths 4,57 6 7 77 758767 8 L2
b. 6=12 months 4,757 f57 7.57 7.5=9/7(¢) 13 Z
¢, 1=2 vuars 5 ¥ 7l 8,257 B8,25-9.25/(e) 14 7
d., 2=1 yazars 5.5 7 8,254 9,257 9.25 7 14.5%
e. ) or more years A/ 9,257 10,25/ 10.25% 158%

Fontnotes

(1) Wher. t range 1o piven (Cots 11=11.5.), bankurs were rrue L
axornlae dise=akin

(b) Reduced to 11.57 for aon=traditional expurts (L.u., exzipt jute, jute
products, and tea) on June 3, 1982,

(¢) Increased from 147 on Aupust 1, 16A1,

(d) Increnscd from 15,5/ on bivember 5, 1981,

(e) Lower rates wure padd for urhan depositu nd higher ¢ates, for rural

depcsits.,

4 Includes rural entrenraonuurcs

Best Available Document
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Far+ lLovel Hudaet ‘nalyids

The Table shews, din c-iumn 1, the farm budaces of a2 typicesl *ne heetarc
(2,5 acres) farmer cof sraliticnal varictv transplanted arman rice *

His pross profit, not inclueding cast #f 1land ~r dmuted oist f Tamily
lahor d1g 2,700 Takh per acre (ahout {(111). To awitch ¢ dich vielding
vavicty (HYV) procuctivn will crestly incvense his yicl's and proacs
revenues, ot will dnve 1ve substurtizlly tivhor donveetmenta In s wde,
certilizer, pesticides, tabor and = iu this, as in mest cagen - frri-
gation equipment., It {3 asuwumed thuat until now he has net required
financing, LWt that to switch ¢ VY productio: he will hinve £o bhorrow
o GRbnEe b ao Gl Nise st o e it atamtid s e e tIALS
of traditimal varicty procductian).  Three 1leternative fiasnce coots
are assumed: 12 percent (the prosent resular institutl nal rate),

2% norcent (opproximating the ecal far the prajece ote) and 180 per-
cent (the mindmum vate for these forzed too une the 1aformad money-
lender market). ALl loans are assumed to have A une=year term, excopt
far the {nstitutiorn.l Loine bty Lauduee Lthe handpump where a S5-year
term loan is assumed (medium term cradit is believed to be generally
unavailable from infrrmal landavs),

As shown in the Table :she additional investment repults in gross
orofit increases of 980 and 790 Taka (or 36 and 29 nercent) under the
12 and 24 percent interast rate sccnaries, vespectively, At the 10C
percent rate, ha would wuffar a profit decline o” aver %0 percent.

Given the aver-nresant rvisk nf crop 1:3s Aue £ the vape={cs of
weather {n Banwladesh. 1z should net ke conelude! toe realily that
the farmer will therefore upt for the HYV investment At th: 12 and

24 percent vites, He knows his esste are godng up by 80C ¢4 1,000
Taka an aerce: be ean'r "o cartain »f the hiechar rcturn. .. customary
wav of locking at the matter, Jewiencd to take ereater acccunt nf the
arop risks invnlved, 15 to consider prospective hencfit® ocst (B/%)
ratios, neaniar simply rospective ravenues to total scsta,  Mest
otsarvers foel that ° farner must Yo ahle £ farcaen At lenst a 2:1
B/C rati: tofore davestiay (n YV tachnelyey, In chis oxample, che
sracpectiva B/3 ratlos »=¢ ~ confortatle 4.7 and 3.6 undar thy insti-
tutdinnl “evrewine jeunc=l 8. In these endes, rthan, he weald very
1ikely uncertak: the invaestment, !'n'er the 100 percent zeencvic he
could farsue o 7/C rasio of anly 1.¢ Even o parcinl ora; failure
wraul! wita sut his nraarpctive nvafdp gihdah dn amie map oy oy 1 ]d kg
lower in the first wvear than he hac heen achievinv under tradicicral

* T, ‘man viee ~aciun.e for about A€ percent Af sanual rice jproduction,
Approximately 16 percent £ U, Awan cuthut ip 2cenunted for hy HYV

voarictia.,

Best Available Decuinent
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igh and RQociena « £ T Aman Farsex
(1GRY -2 anagen)

Crop vinlda Traditional varicty 22 rinunds nor aere
HYV Vardlcty: 30 mnun'e por nor

Farmzite price Taka 138 por ngund

Traditiina? Y Proatuselos=Nvnschetical

Visviuky Finpnce Costs
e Uy ol 2407 100%
1. Oress ravenuas 1,035 F 830 A 830 4,830
2, Costz of producti-n:
A. Regular Cash Ceats 5’ 335 720 720 720
A 5
b. Handpuap--—/ - 44 524 2,400
¢. Subtntal 328 1,104 1 24R 3,120
3, Interest Costs ¢/ - 446 92 385
L, Toral Costs 335 13150 1,340 3,505
5. Gross Prnfis 2,700 1,480 a,44n 1,325
(1-4
6. senafic: Cost Rntic Wi lvl 4,21 1.6:1 1.4:1
(15400

Faotnotes: (a) Fereilizer, se As, pigticides and hire! labor
Not 1ncluding imputad cnst »~f family lnhnr,

(F) Piais han'pump st {s 1,270 Taki,  \ssuma S-vear
ter; financine uintor the 12 and 24 vercenc intorest
ritée aceauring, with ecqunl annual reoayments ~f principel
and with [ntcrest ~aymonts on the ~utstandine %slances,
Thia example sh o wa te ameant safd In the €ivat yéar,
A Levesr Loan is assume! Livler the V0 persent sconards,

’t“' n'-?,".l' W il "u‘.t'l-' Cosit il e lt'-l"ﬂo

Source: Transglance! Aman Pasde Cultivaticn Practices Costs and Returns
1n Thakurcaon Tubewell Prefuat Arca, 1980-d1, Usnglu'esh Rice
Pesearch Inntitute. ‘Ajusto’ te refleat 1982~A3 farm, ate paddy
pricas an’ costs ¢ ¢ preducticon, an' to raflect handpump rather
than tubewell freiestd n,

Best Available Document
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variety praduccisr, In 11 prabsbi®isy  he veuld net ‘undertake eng
inv.gcment,

The, signilicant po.nte e aote aree

(V) The relsbively minor diff.senec botwien bor» glng ac 12 oY
24 percont, The 1Lf7.renet in grons prefit marging wd 3/0 pacics
15 volatdvily insipnlticiac, :

(2) The prohibicive addicion tn ceste roflected in the 100
perzent rata. Tt may bo nbjected that the case apiinac the 100 per-
cent rate has baen "loaded" by insisting on rcpayment in cne yoor,
unlike the e213 wist #hy In sdvielon ]l 0 4.0 Whare Vetacl LUTRE a6
granted. Tt might be argued, further, that after the first year,
the borrover, on the informal market 1s clear of charges “n his pump,
and could lock for hatter returns thereaftur, Hewaver, the inability
to obtain 5-year terms cutsidc of the banking system simply reflects
market realities. The first year profit outlook and ris heing what
they are, the investment will in all probability not Le undertaken
and thore will be no second year.

Many farmers have been ablc to undurtaie HYV investments without
racourse to credit, inatituticnal or cthorwise; othors require less
credit than the amounts postulated here., There is no question,
however, that a gront many must heve financing to undertake invest-

ments of tha mapnitude oxemplifiad by this model. The model should
ha censidered as illustrative, bSut is sufficiontly wepresontative of
che gcneral reality to demonstrative the fup ieance of instlitutional
credic in the farmer's Jdocinlun-making peCcCis,




JANNEX Fel

variety preducei v, Tn 01l prsb~b{T ity he veuld actundertake eng
inv.scmenc,

The, signillcaat poontr Boaote aret

() The rolsetw Ty minoe 4407 fsence b tween b= vlng g L0 o
26 peraent. Che 187 renoc dn groas pretfit wmaaking w30 pacics
15 volativily insipnitfic int, ’

(2) The proiatilfve ddicion oo oceostr reflected in the 100
persent rate. It may bo abjecred that the cise vyiinac the 100 per-
cent rate has baern "1l.aded" by insisting on repayment in cne yenrr,
unlike the oo wist en fooedeieta D 0 oo Wiore L. L Tl 2T
granted. It might be argued, further, that after the first year,
the borrower, on the informal market 1s cle~r of charpes ~n his pump,
and csuld lock for “~tter returns thereafter. Hew-ver, the inability
ts obtain S-ycar terms cutsidc of the benking system sioply reflects
market realities. The first ycar profit outlock and risk being whet
they are, the investmentz will in all probability not ¢ undertakea

and there will be n» second year.

Many farmers have heen -ble to undert~’ee HYV {nvestnients without
recourse ro creiit, institutienal or ctherwise; othars requira less
credit than the ~mounts postulated kere. There s no questica,
however, that a sroat feany must hove financing to unlevtoke irvest-
ments ¢ f tho maendt de oxernlifiad “v this model,  The andel sh-ul!
he ernsidered as {llustrative, tut is suffici. arly tepresantative of
che wveneral reality o 'eromnstrative the top stanee f {astttatt ual
eredit in the farmer’s dectulon-makdione po Cesa.

t
Best Rvailc‘ole Dccumen
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13410 cutanntes that v rursl LieYine pare 0 247 oY 0 F v
aufificivnt nindouum vite £ e var c'nsr f 1tn'ine n! Lo accortab i
te b orrewere. tue oftiance f an snrrenvist. core wes Mrsn ! nriacie

pally upsa the asst sclovant findinas of versres sutmise.! o tha
Naticnel Roview Comaittea ~n Aardeultursl Srelde nul fr = che AL Rursl
Fir ince BExperiméntal fraject. This astimate was proaparcd wich tha
agsistance of Dr, Kichnard Meyaer, Ohin Stace tnivarsicy,

The propesc. rate was Zeriveld {rem QJtiﬂ“tua °f the prineipal
co8ts camponents: actual cost of funds, c st of alminidtricl o, resir-
vas for ksl dakts, and prufits. Thesce croponentn ara ~!lrcaged 1in
Bothk the Natlon.. aoview vodlictee (MWL) workink papers an! dural
Finnncial Experimental Project (RFEP) avaluatiinn, The NRC wirking
napers covar all relovant 2anks n! inclule lata from awccounting sve-
tems as presently kept. Difficuleizs in interyroting these lata arisc
freo inconsistancy of dcfinitions and !ata bascs amons !1fferent tyrcs
of landing instituticns and lack of avallability of certain infcrmation.
The RFEDP !ata was carefully cttained, and chief limitations are small
size of sample anld aeluhtivc nature of torrcwers. The principal infor-
mation scurcas <ra: for JRC, Warking Paper Ne, 3 (Cost of Credit) and
for }FEP, Iuacizuci nal Survoy :~p:?mkar 1J.1 to March 1902

A. Surmary of Calzulntizns

1. Cost of Fun'ls

C.ot +f funds 48 the *ank'u crep of sluecainine funds £ r lenline,
Cost of funds 1s calculate! as a waivhete! mviiraze cust &o tho *ank ~f Lts
entire znnpical structurd incluling lAepusits, refinance, “orrewines, and
equity. Ccsc of fun's varies ~mong 'iffcrent inatitutisns bocouse of
their Jifforanc atilicics to mshilize depesita (raneine from frec lemand
acccunts t~ time ‘wopesits ac 15%), use of rufinance facilities and
eacunt of cLuity,

NRC workiny pepera gatizata’ wairhcod averace o2at <f funls for
NC2's, K3, “SiL an' ORDT tn vanra frem 4,77 o 7,70 “isa' o0 nragint
dopasis ! rafinanse terma, This | 3y ar 1:w' caleuliee ! werate o ut
¢ funis m an alduace! 'wis (e 3t o rcflnl"c» facilicdcs st 1,52
{ngtead 2f 77) an! § un’ 4 ranpe of V2 ¢ L0850 (See Workiane Paper,
Supplemantary Tarl:

RFEP cvat :f crodit !ata 1s n*t exmparshle ¢ NRC'a., FED
10ans were arurcad partly by “anks' hueat ~ffices (avoraru "47) and
partly by savinps (17%;. Cost 2f funds ranced frem 7,34 ¢ 17,4%,
(See Instituticnal Survey, Chapter V).
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e caloulatdisn Cor c=a% of funds wan 7,27, which was rounded
*o 3,04, This ea:cutatirn sasvmal that banks woull mebiline 75% of
funds fu o savinen ot an insoress zats of 70 ar ! oabtadn D00 08 funds
fr-a the rafinnc: facility at 10,5% Wa . xpont the avernee ssvines
rabe E- Lpsronac an hanky attraet oore relatively lopser torn savinen,

2. Q.st »f Jdmiaiseraticn

Ciat of 4 lainiatrati n includer “poratine 2ad mapariicort
ersta, (eat “ata vary amena A4&farant Lanka.  Alsn agriculcuval
1ransg ‘cenevally are mer: expengive . alminlster hecause they ara
smaller an! require more supervisicn taza, £or instance, larme indus=
trinl 1loona,

NRC astimnted adminintrative cssts f arricultural loans at
5.52 t3 7.3}, axcludint TRPO'n sowe of 12,57 (see Workins Paper,

Part II, page 2). On a aystem-widc basis: which inecludes hinhly pro-
fitable items such as letters of credit, administrative costs are
estimatad at 4% to 57, 4f clie extrom: hiszli (12 57) . axtreme low
(17) arc eliminate! (see Werkinr Paper, paze 11).

RFEP astirnces inclu'cd brench salaries and allcwances,
travel and other cporatin exponsas; they excluded overhead and other
ccsts of head office cperaticns, Thesa ficuras ranged from 3,6% to
10.7%.

Our ustinate i¢ 3.0%, which rpruars tc Yo alequate for most
but net all institutions, It is closc to the NRC averape for agri-
cultural lensine 4f 1% ig added for headquarters overheas, This rate
«s crnoigtent with ‘thor countries' coste «f acricultural credit,
which ranse frem V2 t> 107, '

3. wonerve Fer Bal Debta

Romopy: £ tad tohen {u 24fflcult =c entlante hecause ~f
currant Yaaking proctices £or handling <f :verdues and allewances
fop Yad fetts. Stacdstics vary in methed.laey aad spplicaticn, ang
staning! sceruntine practices sre act f1lwid 'n oA o nsistent boyis,
™ IRC werkine - vors {ndleate, far fantane , that 177 ~f arrieul-
pural oradit wos verdus n June 30, 1982, A that after five years,
rucovery ~f yhort-tarm sericulturi. lians was d87 undor SACP and 917
undar NP,

UAC e9tinatad an appropviate reserves for had Jdabts at 2% to
6%. (Say Werkins Paper, Sunplumentarv Tahle.) Another caleculation
estimated anpropriate bad ‘ebt rascrves at 2,47 to 10,0%, on the
assurmtion that ba! 4ebt reserves were equivalent to chort=tern crop
1oang cutstandine after five years
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RFEP estailishid rescrves £ r 2ot Aolhte pizor usly, 287 aftor
J minthey 907 alear A mgncho: and 10072 o Feer 18 nonths, Ou chis Yauls,
the ranca °f reserves for tad Jdehen was 2,31 oo 12,20, Prajeoct 2o nsul-
rants voeommended a rescrve of 2.4 hoe 40 a0l ewnlain the basls for
this rec umendntiun,

Qur calvulacins frllowad a {ifferant wpprsash Ve agrimater
that at least 57 of partfoldie will roquise charea “9F 0 1€ banks Wil
take strenge steps 4o lopreve loan recevery, (m o this Lasis, p bad debt
reserve of 5.1/ was caloulated as n'cquate to compunsate Sanks fior
lossies Of §% dn sran ~F Fiyo e R ) ) A e L W LIR
rounded tn 6,07, '

4. Prnfits

Profit 1s the fourth principal ceost componcnt. Profit pro-
vides a2 réturn on invested capital aag establisi.s 4 nusls for Zuture
growth. Profit data for rural lendinc is nnt avnailakle. Alsc, avail=-
able data on bank nrofics in misleadiae keenus: - nresent acc~unting
practicos,

NRC estimated that lonsses on aericultural loans ranee frem
4,97 tec 20,87 at prosent lendine rates, (fce Workine Paper, Port II,
nage 2). In anonther section, the same paper provided a prafit marein
of 4.0% in one estimate nf full cont rural lendine, (Sce Working
Paper, Part T, rape 19),

RFEP data shows profit rosultiny frem a wide raneca ~f rural
lendin~ vates. The sxperiment was not dntonded ta catimate n revnon-
able rate of profic, Net iaeome on leans vanped from a prnfit of 8,27
tn a 1ess ~° 13,7% bue thesc floure: are not uscful ruides ty estab=-
1iahin® a2 raaannable raste of profic,

Ouyr autimate of rrofit on rurs: londine is 27, Te 48 less
than indicated in the NRC papers. This rate is lewer than other, mere
profita*1s hank service: wuch as lettors of credit, ate., Tharefore,
it 48 uxreczes t=~ “2 1¢s8 than “anks' cverall ~rofit/t ta! rovenuc
firurcs, which ars 2,57 ¢~ 7.%Y for MC2's and 3K%,

B, Furure Adigug=gne:

It {3 {mportant that londinge rates be reviewnd snl aliustad
{in the futurv., Reviews sheul! be eonducty”! at o minimum ~f gix =cnth
intervale, with upwars or dewnward aliustmants as warranted, Each
cnst component ohoul ' be examine! sep~ratcly Sefaro rovisine lendiny

rates., Soma dtews fFos o eonuth o oA i L e rviowe are
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P Funiia

oent, aawvdnty dnean o wlt Fooaxcondine ' so that they spravida
an alernaks soruen & aavers noa retl basls, sit.r vijustmenc for
nantiedpaticd ¢ffqnte £ dnfiatica, fhen, o oje front i mule fn cxupec=
pul wadrncat svera .o oat of funty, A3 Loakers mebildac alditiinal
gnvines an! rely lavs on refinnuce fi.silitices, chen <hely cost »f Funds
can Y vxpoctad £f daecreasd,

2. Coat of Administracicn

with incraased cfficiincy, benk operatins coste will ‘lecraasa.
Hewevar, in the mecium term as more Lankers are hirerl, operatine costs
pay incraase.

g fReserwv For Bad Debts

Several pnints are ioportant in resard to resorves for bad
debts, First, it i{s 2 raserve, vhich is an allccaticnm, nct an actual
charge off, Charce-off of individual loans requires case~by-case
avaluation of ecclloctidility., Sescnd, full or partial charpe=off of
{individual loans dozs not require shatoment of effcrts to collect
cuchk 1oans. Sunh cfforts may well he intensificd at this roint lepend-
ine upen inlivicual circumstances.

4. 4w tha Senking systenm strannthens onl more staff 1s hirad,
1ran raccvery will improva, As L-°an reccvery imnrovas, then the
reserve Jor ot latts shonld e Jlecreasad,

b Profits

nanka sheuld o~rn profits un A rossonahle basis, li~wever,
while cost of funds, enst of 'ministration and rese-ve for bad debts
docrensa, the rat: ~f nrafit zay stay the soma, A3 2 rosult, londing
rates woul! lacrezse and the bankin: systen wrull rocnin dccnomically

viable,
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) TG Rinad nars 1 ;-.FF.‘I'(1 ) Yrerased
. e Hirh Low Hih Estinata
Cuar «f Tuuls 9,32 o) £577 6,37 17,457 w07
Crst of ..‘miniscraticn 6.0 8.9 5.1 1.6 3.0
Rescsva for Lal Tetoo 2,c e d gyl 12,3 0,0
Profits 4.0 4.0 2.0 2.0 2,0
Total: 21, 5% 27.47  15.7%  35.3% 24,07
(a) NRC Wozking Tapar N'. 2, Supplementary Tahle II,  The orizinal
tahle excluctaen rr-fits which have buan silel! at 4,37 as estimatad
in the paper.
(%) NRC Werking fapar M. 3 Supplimentary Talle ITI-C which 13 Lased
o WrelTnstipnid mek futvay,  TR2Y Titinzl ca' Lo ixclinded nuofics
vhich havae heen al'z? ac «. )
% L]
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SOCTAI. SOUNDNESS ASSESSMENT

Introduction

The Rural Financae Troject dows not lend icsce.f wuill to conven-
ticnol social asgessmeén: approaches,; beeause of ifns eéxnlicit orientation
toward 2 major vastructurin: of & counlex set of rnatisnal financinl
institutions. Examination »f bapeficiosy impact srzeat (ffocts, und
2quity relies upren the “indings of studies undertaken as part of the
Rural Finonce Expuerimental Prnjact, 11ﬁ on uthtt d~~1quu Jf rural crecit
in South Asfa stz = (i amased Lot (0322 : WL ST s
to pake maximun use of rhe findings nf the RF?P 1nc1ud{ﬁ those relzting t
positive beneficiary impact upon low=Income vurﬂl poon L

Ahout 86 pereent . f the 90 afilion people of danvladesh 1ive in
rural areas in the most depsely settled rural country in the world,
Population density 1z 1,712 =ov squas. mil. o an irew of 55,558 square
nilcs of which 3,200 square miles are nccupied by major rivers and
estuvarics, ea*l} half the pcpulation 1s under 15; eatimate! per capita
income is $130 ner yeéar., Only about cne persen in €ive can read his
native language. The population of thae country is wrcwing at 2.5% a
vear, and (at present rates) will double within 2% vears.,

Mest rural Daneladesids depend n o apriculture and asro-related
industries for their livelihond, 1In additism, many upper =n' middle |
class urben dwellers retain title to azricultural land and receive
{ncrme from aericuleural praducti.n,  Althoueh agriculture accounts for
5% carcent nf Ranelnlcsh’y eross domestic product, viclda pur acre
zm'J per capita foc! producticn are aneng the lowest in fsia,  Nearly
rwa-chirds of all 1and is under cultivation, Riecc constitutes 937 of
focdprain producticn., The major export cash crop 18 ite = amounting
to almest half the worl!''s nupnly.

Bancladesh L8 linsufatically snd ethnically homovancius.  Nearly
all its populaticn ercaks Banrla as a mother tonguc, Eaplish 18 uscd
widely amone tha ruline and cconomic clitei. Ranvlalosh is the geconii=
largest Muslim country in the world, afrer Indﬂnoqiﬂ- olgzhev=five
parcent <% its populatiun Lo Muslim, with Hindus niakine up  majority

af the ramninder,

2. Soecial Oreanizacion

The fanily heusehold and the homeatea!, conaisting nf a cluster
0f ench henavhelds, form the hasle onits of rural 1ife, The homestaoad
(bard) eomposed of houscholds ceprere! onoa veiun o f men rolnted through
pEE?Ilzuul‘ tdur, drovidae o daymhogfe A wedlororoan e nomle toundation
for an {n'dividual's cxistence. Homesready, in rurn, are linked into
paza (hanlots), usually hared on © oar gf kindred w4 assncinted with
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A lefined area, Para are the sattines for =ost of the ioportant
1ntivities of villuee 1ife, Thew ave conters O peoncnic wrehme.,
priitical ewnoticia, snetidizaticn £ *hWl'r.n. an' ritus? {0 r-
1etl 1. Doyead (re conatiouwent ones . the vAllae tundtu 40 o funatd ne
ally amiyphous  with il:tle communiev-levi ! eoliontion,

Pural! arons, thoueh 1eolaee! th many wivas, *re linke hopieen=
tally ta other sigilar comruniticg thraush ceonomee we' T4 ahi) tics
and vertically o ateiatatraedive vnit: sueh nt the thans lerrier
and nation, Most vertfesl eles, hewerer, are toorly dofirn! 20l ore
mediata? by luecal eitltes The 1ot Ogevrinze Turvevs ‘188) o moradd
hy AT In 1977 =nd 1978 sednred  ar eopl ga Paconed el 0 d0 1aal e anpend
and access to paoductive’ ree urces in rural Bancdadenah, A nunber of
ather atudics bave n te! that peonel st ton areacuz s, 20t aepgles
gsocial and eceonimic dpnequalite, an! ‘ncffactivn admniatrerion argear
te b accelerating ralative 'erarirdnn F loecmo ant wiclsl class,
(Januzzi arnd DPeack 1977: JARD 14975, Therp 1278). The RDG is now
attempting t~ address the nrohlema oF aeviee 1n el rura' gector
throush implamantation of proerams such ar the Rural Finance Project,
which seeks te increase nccess tr eredit, Greater awailabilicy of
credlt 18 expected te 1aad to {ncrensced sroductivity and employment
aspportunitiar in rur:l aveas,

3. The Pattern of Credit an! Cubt

Accordine o thu RFEP Soninlosical Repers (1982), rhe picture
of rural in'shetednesn {n Maneladeall dy 1ems glesmy than provicusly
suppese !, Faif &o rhrae=auirters © all rural househ 3's 1oor lahea,
Deht 18 rilated tn tho divelanmontal evelur nf Sorh the fa=1lv and the
farm onterprigc. Vith dncreasine prossure on the l=nd, incrossine costs
Af fond ant Ather Jtems, and dnercasdne expectations for eonpumption o f
valued poo's, the ool tor credit {e becrminge etroneer in rural aroas,

The Scecislevieal Rerore and othor eeporea {nulieate «1s rhae
there nre scoe aivs char Inncdsctional sradil L8 asuusing « larr
role, renlacing, to some extant, th tradicional arurces of cre'ir,
Credit {v usa! {ncruasinzly for sroductive nurpsses. However, nost
horrowers i{n tha FFED ave~s folt thar, astds from the R¥YT ) thore was
no accaosi*le srurcn Af fastisutdional eradit for chedr needn, The Rural
Finance Preodeer 11 evpand secene £ cro'fe, uadar *he axprrionco of
the RFEP &= puidinea,

™a Yerravar=londar relatioaahis fount 13 the "anelatunh gtudics
{9 sir ..¢ tr whar ‘ascrlhe’ In Domals (1967 A1=A2), The hank official
{8 10 elucatad “earert’t forwrs ire ‘n 2 Jemendint, cifent poedticon,
“he tanker (e uplidely co ko w murn abeut rthe farmer's necds fron a
sractical atan'podne,  The culeursl o hetween bureaucrat and! villaeer
{n furthar witon ' Y 2 evmtore o e A wel o Int e rriate repus
Iatd na esvaerenin 1oon apscannine
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4, fenaefizinry Impact

The R7 P'r Jut w tvkine rheaush the cural ban' in; system, Is
e op teensformdn. thy stymetule v rural Siiare.. The zont asjoricy
¢ anelricsh s popolation hed adetle acceas instisncd nal erv'it,
Thoge fow who use 'anks are g7 rredvantely In the uly or LNEemR

clite. The 2r Urofect will attenor o {nereasce che of foerive acoens ot
A1 tnecme oroups to ineciturd oval cre 1, whilae at the sare time puctine
the bhankine systom oo a anund nndnisterctyve an! finasial footdav,

The patentiol tencfics . f this nencess deem selfecvidont,

Fi{rst, particivatisa in acdernizine asriculrur. roeguirds runcine
(ePCLlaZuT, pPuBLacl e, wdlul, ayrricultural

for purchese N6 nly dest,
Au tiscuese) ap Seetion 1

equipment, and, often, rd{r{enanl labor.
(Project Rati:nale), farers knowladseahle ahsut the now technslosny

and Lts honefits may be cenatvained b the lack »f tincly credlt, Hen-
{nstituti nal lenders, wh form the hack=hone of the current de facte
inminant system f rural cretit, ar: mnoely rrepared to sorvice the
demends Inr financine relsted tn develspment-ralate! tuchnclapy. Tha
ancunts typically lent by rural ooney lenders arc small, They prefer
making a larger nunter ~f srmall lnans to many “orrcwers, rather then
{nvestine thoir rascurcces in anly a faw porsens, For the horrower,

the terms ~f uen-institutionnl loons are ~éran exnrhitant, and ill-
guited for yr~fit-nriente’ invastmant. There®sro. ¢ the extent that
the AF Uroject zan on*lg¢ honks tc reach out effeceively tn rural areas,
~ vital source of altermativy crecit will ‘e made availahle fer

farzers.

Zacsnd, 2 majur cnatraint to villacers' use ~f {astitutinnal
cretit facilicien has heen the sap hatween the acednl urhores of the
viliage 2n! tha vovernment huraenucracy. ™{s gap, commoen to all
peasint scoclotien (Ualf 1966) vasults from the ~gnsart's raluctnncs
ts {nvelve himself in uafaniliar procedures which may adveracly affect
his financial and sociil status, an! frrm tha well=known attempes hv
nanrly sunervised, peorly vadd rural affdcinls t* suenent thedr income
v weokerins nuch cenca'uren for a fee, Tt {3 unlikely that the HF
Prodect will he shin tr work 2 mirnculous tranafoemacion in the sccial
ralationg Lotwesr farmer and hank afficer’ nor will the traditional
midtlenan'e role Jleainenr Ancn, Hewaver. tne stractursl changer in

rhe vural Sankiae svatar wily, oar ol tatuee : n'ones ~n nen=
novdal bu, tewessd 1o aiternatdve:
SRR Bkt s

fnstizusd nal Josa gouTees Y sraviiin
r_i,‘.n.., f ’_',l - sand atbeit  * (] I"“;f"
Lonn peoce furas 0 maka tham moare s laratandakle €0 che crddanry

karrawor .,

neacfietnr dun from &t G Projent will Se frown feon 1 heoad
vanird Af rura) o ple, ductuidn e not nly small an! me tllu=luvel

farmery, ‘Ut at. turr ! Ll sl Sl o el e LT A
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e ANNEX G

HECianle Lo spoclfy rhe uxeet user o0 which 1aune were to b put, Mur
1t M43 €4nt ehat most 1oeps were used for peadvctive ourpanen. It alan
slew ot chat roacrdctdsy Lomne £ Mtareee cro Lt peavast el Tat
that the rocencdal elicatele (or suen 1osng vau, dn race, Jfrawm fron
non=alite s roupd,

Come weative! faracty from ehe 4 refeet may alue “e juferred
from the 'iscussion b, Y osamale, the cvallatilicy of {actltue
tioral eredit 2n g efven aras moy anderaiae chworole of il meney-
londiers or, mere specifically, mav affoct thao neracnnlized patronsclient
veleticns «f which meney lendine conszituces a airnifiesnt aspect,
LAEEle 4o havwn (i sevesd 3 SUG fulBCloddhapo . fut chey relatc En
rur-l power constellacd na.  (BARD 1977). tnstituciona) er dt, ar!
increascd capital dfeectly wailahle to villavevs, will acvelerate

thelr {nwvelvement 4n the wi'ecy cural cconomy (Mfof21 L977) n wevs
requirinz skills they mey not weruately sosgsens,

It ls conceivasie chat in the shore rvn increased acnaes to
capital mav intcnsify the pressuras ~n the market f{or lantt = althnugh
by a nuch hroaier apectrun of rural seociety. thile the sums intenced
ea ba lent are ton small e~ Le used J{rectl for land purchase, there
18 scme lilelihor! that, lackine sther outl.ts for ipvestment, farmere
participating {n the toncfits dorived Trom 'IYV torhnology fueled with
projcer lonn eanitel will buy or terce cut their lcss successful
noirht ra, addine oo the pre! lem of ncreasing landleesners. Altoer=
nativelv, hankers, spurre’ Yy new ircentive svsters huilt {ntc this
prntoct, will ancourare investment 1n sevinas ncicounts which are
virtualiv riskless an' uav renl zates of =esurn,  Alac the asvament
of intorest rates to full eeopondie Yuvelr will tea’ to shiret 1 an use
awey frew land purchise,

Finallv, tha ‘encfits fron the RF Preaect o nareiclpatineg hank
ataff a3t :11 lovels, and aspacially in rursl areas, ahould not 19 ovar-
looka!, Teainine, {ocentives, an' acrhaps alwwe ail 2 better ruculated
and more ora'lettlr devilspment=related hinkine system atould unhance
bank umpleyae norale shvnificently,

%, Spgrasd Tfflats

In ad#izion teo thosc inssiturdons which arc intendes € Wennfit
direcsiy 1rom Lae adida fiNLNCE iTUJeCt, many others mav he affecred
{ndlrectly. ™un to the expaicit ¢ncern of tle U Vrotoet with
natirnal=lcvel priiey chansca 4n tha hankine s ntam, the eamicete
of tho "mvruad efcecces' for this preject {e Jifficult cven tc asnces,
let alone quantify. Thu technical assiotancy, trainine matoriols, and
cransfer of panagerial tachniincy £ the farrrlaZonh Nank an! other
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anticnniized Banks Llutsiate chowces acr cnly dp weekin czocolures  ut
als; in the a>rrms an= valueg ~ssociired with the su'-culetury  F bankiae,
dank aeplovecs will ko teadnad £ dead with potential hevr v vs n o
oW tasas: che tradnine enculd expliclirly addrcan seefl 0t aultural
Sarriery whiich Lave 0t zoet prewinced or iph!Yite! che less wealthy

I
[
-
r

o tesE sathigeicatad rron arelyine voe, or recviving Loanrs, Incentive
slang will saka Lieag €0 s wilar eanas of b osrovers wora strrisctive o
batik affdicars,  Pevalecant a8 wauitkatfins and theant{=le relctine o)

lon fenayment may shifr “lvedget o o F lane aagdvdaey O | crdnnalized
¢t fovarscpal, Yot cealiithlg, s Lustendl o saedngt 1 uns ai acrually
A fopm of Adseudged cvant feom e KAl Y bl tema oy s, mvin bl
vatig 28 Jhe woon sradit patine ¢arned hy vrempt loan repavaont,

.

The woul of the RP Preject ls fnereaned scrieculournl 2n4d inlus=-
trial producticn in rurul arcvaa, This cral will ha achloved indizectly,
s adequate financial services in rural ardas hacome vatahlishedl and
as the infusion of canital anaklios drnlividual farsors and coatreprencurs
to develop srofitable and self-sustainin: cntarprises, Svread effects,
thus, are plannad intn the profent. Although difrficult to identify
precisel= at the jutset, thuse effects shnuld hocoms vinkle in hank
scrvice arcas within the time peric ! °f the prajeet, and they should
frrn an imrortant (ncus for preject ixmpact wvaluation,

6., Eculty Aspicts

The Rural Finance l'tveject Suills on the axmericnce vained in 1its
predecess v, the “ural ¥Fiamee “xperimontal I'rojact, to artend projuct
honofits &: th ge coune hoat are are to take atvantae of these
benefits., Uathur than sresifyine 1 an cypes or tivpet 'roups, the
Rur 1!l Finance Proctoee da Yiraoted at rof anine fundamantal procedures
€1 oxtun'ln erelic, momtitzine sovinvs, nal cralndny hank ataff, The
{ntent 18 tr ¢ffect fundamental Vankine refarn, which will rasult in
hizher rates «f lcan oxtensiin ' loan rop~'=ant  In crder to achicve
these goalg, the barkine svotem will have ts “roatcn ita {nvrlvement
with indivi‘uals and sroups which were formerly without accuss to
{netituticnal cradic, incluline lawer=-income villaazecss and wrmon,

The Rural Tinunce Pra! st 4411 weuule (n nafer cranat~rracions
“f the rural hackiny aveter . Gowaver, chanedn® banikdns proncduren
alrie cannat b uxpunte” € onpatuse ace el alanes (UNET 1041, Miditional
akille uch as the abilicy & madncdn ace untu, nlan financun, aud
nlon future activitiva arv o't usually ;ossaseud by lew=inoome, land-
lass puvile, Iimital "wvent herdzonn' Aw well ne ouspiciin of lhanks
con work acafnet particiration Af the relativily po tar farsur o th

ﬁr Ty L (M 4
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sarticioatdoy {0 alonas or achieduliae | ripayment, rother than
atmply acguirane e badulon Arawn ue by cffiedala 1 cwscecdal for
develnoaent=crivaset 1 ovelvement ke foeednessr resple In erallt :
schom:s. Unless these sehe'ules csn vellict realist!e cush 1w 159«
cispents, the 1ikeliheot of L eg *° funis, dufanlt. or the awkerar !
choice “c¢twevn 1nan  rooavment 4t Wi axpense 7 the mtuerprise's
lavilorment va, Adefauls, is increased,

necnemde indvpendonce, and A weddererance of ceen aie altuer-
natives/opporeunitivs, lassen seeinl dependence @n 1real poecronz, The
Rural Finaree Project will prowido such oppeetunitive v =ural?
villaierie The Citaaudo o0 the wibe anddicate that nany re rendv
and eaper to tole vlvantace o such onportunitics,

Women wera ineorporat 4 Inte the RFEP 12 loeal jarticipants

and lceal teneédeiarivn, The hanka rarticipaciu: in tho Vural Finance
Project may further develup theac anspacts ~f the nr oty eegnnr profect,
Janke may post wemen Loan officers to rural hank branches to selicic
and aprreve loans to wemen., The financial sector is unu where ,women
may perform orafessionally, With the progress anticipate? frrm the
Rural Pipance Projuct, it is likely that the sccpe for satisfying -
and lucrative - pr~fcusicnal carcars £03 wimen in banking will axpand.
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1630 Ahmad, Dr. Maam Vidin,  An Authvepolopizal Studh ol the
Avtdtudy of rH: Borrot o8 towards Kural “inence
Expars mental Fres 1ecP Mhaka (trnnseript)

1677 Bajley, F.C. The pessant vigw of the had 1ife , In Matlar,
HiM IR Sd oy nnthlﬂ"010 v in the hvk1anL"t V' receEss,
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1981 Bangpladesh Rural Advancement Committea (BRAM), Peasant
Parceptions: (Credit Needs, Phaks (mineo),

1976 Donald, Gordon, Credit for Small Farmers in Developing
Panperlor, "stvicw “tind, wouidel, “olorado,

1973 Hua, Ameccul, od. Exploitation and thu Rural Moor, l'angladesh
Acadeny fur Rural Development, Comilla,

1677 Januexi, £.T., ind Ponch, Jamea,  Land Occupancy Surviy,
UEATD/Mraglancush, Dhaka.

1974 Migdnl, Joa2l S5, Tcasants, Pollt‘cu. and Revelution,
vrincaton University Pruss, Urinccren, Y.J.

1982(2) Pubifc Mdminisrreeisn Yrrvfze/s I, Jihoed & Copneny,
Teminnl Eealuation Report: Rural Finance Fxperimental
_t.'r"iu'q!'_. LA 8T ('.'!f'\ul“

10872(b)  Public Mminiarrasin Jervize/S.F. dhmad § Campany.
S.cinloaical "onurt* Rural Finane: Fxpuriaental

Irojuct, Dhaka (m1n3¢),
1478 7Therp, John I itwer ‘ronp the Farmers ¢f Drrinalla,

CARTITAS i Lladenh, Dhalta,

1027 USAIN/uan Literhs  Toncladudli ural Firsnca Mar edsmontal

“- ll.l.- l‘. " 4 . uln ‘k"a

Uty lf, Bele, Foasantd, Srontica=iall, Japlewood Gliffo, MN.J.

epott  Ruval Tinnza Dypardments? 'rodfosr “hola ‘mimen),
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Five inlicatovs were Laliese ! to vorify achiavement £ che
project abjectives:

(1) Cruetic =eachod A subicant iy jorsion of thic Earret BT}
an WA 1°'f Jyprra! £ lrear rura! prodeenra
(2) Targeetr or up cpodluctaviey ntoIneemed wera irerenuad,

(3 L oaea love fean gulweant inlly vosovered with Incoraut,

(4) Lendin? insticuti ng 2oval Mel= meraticnal coSts chraush

{nterest «nd finance ghinrrel,
(5) Hural gavinrs WaiTe r 4llscd,

The key uzojoct ‘es.M clinentn Wels

(1) 7araet “rauf Wik 1irsret o0 thise with ancone £ TV, 5,0
ar Yo and with innd of 2.0 aeran 08 We¥d {ncluding thic landicss,
therehy makine institutlen.l cro'it avaslatie =0 chose wh customarily
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of arct. Thest i liim inciudod variallen wuch a8
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(8) Nine ri.ancial institutions participated including the
six nationalized crrmarcial banks, the sgricultiral dsvelopment bank,
and two codparative a8sociationa,

(7) Tricentives wore provided to banks of one-third of loan
amounts uren Jisperssment and ond ~third upon Tepaymnt, o induce
bnks ro particing..,

(R) Bank branch proficability records wore initiated te
dotermine profitability st diforcnt {nterest rates.

[he nroject produced 81, 995 loans (43,113 sopurate borrowers)

valued ot Taka 13¢ million and savinss of ks 10 million ot S8
branches, ns of the PACD on August 30, 1982,

Lending Results

The project for th: most paret achiove! 1ts ™ rmasas which are
hishlighted 2s follows:

(1) Target Szc.; = 205 of lorng worchel tha: targct mroup.

(2) Intoresc Ratas - Retas of 12% to W07 arpanrad accentnble
to borresars, hrwovor, some Tosiatancs areoarad at 6%, Within the
12% = 30% romga, the inavarsing ceat of credit bad relatively little
offeot o incidence of horrowine, Further, naarly 50% of clieible
borrracrs cork Lo and the hishest mereentage (67) rock thom in
the 249 it cost AL SALOLOTY. Alsn, mor: tian one-thicd 2f bor-
rowets teok more thm ene loan, The socinlepizcal survsy showad that
L% of ~11 borzmwrs ernnddlors? Lrw inrcrzst rvares tho main advantage

of th* progrsn,

(3) 1nan Anmeas = Leung wern emect:d o o rredeminantly for
prricultural inputs, hut borrowers used fimda naarly counlly for creons
(% §7Y, ather ~ricultural ruxroses guch a8 nurchascd eattle (39.24),

TN

nd nen-aveicultura! ~omesce 136.74).

(4) Ly~ Ovivcuis = Avezac: wne 197 wyl zanes wes §7-51"
mibstantially less than indicated natimmal meraies,

Srint §
— o —

Evdrgs orbiiization: & the PALD, teeal savinge were sowal o
167 of the Lvns cutstanding waich wis insufficient for 1 welf-

finncdng systun, by «wbs WL 06 PALTICLN AL, instituticrs )
finencad 18 ivuch e ¢ cusenar of shedl Tomu witt, 1really mbilized
funcs

Rankers arroarsd eensitive o the coet nf furds and rreferred .

to borrew funds froe nend¥fices general v »r ratee ~F 10-13" rather
chan iy hicher interust vn Ch. ravinve,
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Tho Danpladast ¥raati! ok (OF o ahorndy caerene wt osaee with
AN eRperimert oo R TTRR VR LCLY , TES I ST CCT AR A S S T RV
nagimedal woen et 10N LT ARV Lnol Su i adpgenhit e 0L ARG
ueetan ne wrere et or = 13017 gt thx Plest et r 0 231 L

47,87 Av ehe andt otk fouesh quarsar of 100)
wrtpent adealts

=he pincle mosr imporeane aleent oA sural erd Uit rafett i
te Lind ant rec ver fun'e a time, n o naeltnd seile, the amount
o vortuas 18 ot tnvm fut {8 astimatat o 0=40 nirg.nl. Howovir,
the overtu. performance undor REEN f r all participatine Insticuciins
avera ed 194,

Institutional Viatilicy

Kuy factors affcctin: viatdliey ware 9an vilune adequacy andl
srread over cost of funds, adminiccrative ctats and 'al 't reserves.
Under RFEP a !'a) Je't reserve was culculated tased upen 252 for 3
mcnths overdues, SN% far 6 m nths an” 1707 far 12 ~sntha, Four cut
of nine *anks sperated rrofiza'ly ! accounted f£or 65.° of lendiny,

The cvaluation cheracterized moicls in throe cotepsorics:
{ndivilual, preup and ecororative.  The (ndividaal londine ardlal
was rato! tust for the frllowine reasonat four ~ut :f fiv. 'anks
usinp thia model wore profitatle, 1oan volume and cust mer lase
tended to Le hishest an: cvordues tende! to e lew, Tha sroup
londine ot fel was race! 1owest feeruse of lov 'ranch profical illicy,
15 170 volom., o hih race [ sverluos anl nich "rnvwr
transnction cantn., The en=opcrative lendine =del ahul! a lrw
c.et strucsure (parcly from wn'wilice! alalniscracive ¢ ute) an!
uneven performanes wonc Lranches,

Incentives

Inzentivens vare lislce! chiefly to the partilcipatiny inscitutinne
which ware compensated 'n the fasis *f cne=tnir' payment f.r loans
diaturse! ! ne=thipd saymene f r proope =ée very, Feur of the
sarticirating instlzutiony {ntr luco! rerformance ineorsiven:
comeieniag ¢, ‘ranch At ff an! ' ten f dncoroet 30 0 orrowers for
eimgly reraveons f L1ovad.  Atteeprs wera rade €0antriuce ©onystes
f Inventives o 'ankers, however, the parcdes vere unil le £0 reach
3 eonsensul " A raysent formula sn! the mattsr was a'iant nod,
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Joviscluieal feetiz Dopgamtevat - Vi uts o

the Gavernsr

Chisf Offisor: suncrvigans Depavenaiit, Wit re

Ay Crediciivisien

1, Rafiacssco Unic
Trenares raacmmendationg on reflnance poliey.
Fixes refinance limics faor flunncinl instituticns,
tecavlishun limics for Spucial avricultural vredlc
Vet sroam,
qoprevens refinance loans ke financinl inscitucicns.

2, Spocial Studies Unit
5 geertaria: t~ standine Rural Ceolit Adviscry Committec.
n Studius spucinl rural credit projece,

3. vrajcet Unit
o Manores salucted cradit projocte.
o Prepares new crecit project.

4., Returns Uait '
T neviews financial institutions’ roturns,

3. Inspoctizn Divisicn
1. Coxperqrives lost
roaarpects wangladesh Samahoys dank Led, aAnd At ladenh
Jur=l Navel mone Yonped,

2. .nocialosh Erishi tani Uale
v Insracts “enclaltesh Kilshi Nank,

1, Meazpl § Prifoy Unle

A ok avos Lrspaccdon paliey fanuew,
C.or'inncur inspcctisn toams,

&, Implementaticn Unit
5 Sunearizes fnemactisa ronerre for gonf=r ' ok nensrament,

o Checks compliance with inspection report roccomentations,
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UANGLANZOY: AL PINANGY TRUELT aNaun J

ureal Yaraelal dndeitutiong

St evdacsinl waaal Jlaaucdal dnutautlins are. en avricul-
teral v.) oment Tapl Ganaladesh Préishl Tani), che twe ccoparative
syetana (O weladonh gueal fnvelepaant sapd and o aclalent Samshaya
Berk Ledl), tho siy ascirnaliced eommerstisl Yacks, andor noylandtaers,
The relative duporecance Nf dnscicuc’ons in rurnl mntkets 1a indicate!l
by the fipures for iistursemanta far spricultural Lins, nf alittm
halovu,

Dinhurocmenta nf Aordcnlenral ¥oang

- —

(k. 090, 007)

5/32/11 6/39/31
Instituticns Aununt cereentane Amount rercentance
3, Krishi Uank na h2Y 2,77 537
D, Sanmbaya Dank Led. 114 12% 276 77
N. Rural Divelepoent Joar? Kh 77 255 a7
Not, Compercialize’ lanks 362 197 1,361 4%
Totnl: 931 1002 3,909 1001

Scurce: wannladesn lank

1e Tanglatesh Xrishi Nank

langlalash Xrishi l'ank, eatallished in 17273 as the successor
t~» the Azriculeural Zavelopoent "anii of Pakiscan, 18 the naticn's
largest asvicultural lender. It c=ten's shore, medina, and lonn-term
cradit to farmers, seritusiness, an'! crttave inluscrics. Louity »f
Tk, 250 =million is ~wnod by the Grwurnnont which ncoinates tho saven=
porscn Loard of Diractors, inclulin? twd nun=‘Gvernaent mcmbars. Dank
hranches have buen substantially sxpandedl, rarticularly in rural ardas,
frem 127 (647 of total Yranches) in 1978 to 470 (657 =¢ tatal branches)
in 1901, uKi's portfelin in 1901 enspriscdi short-turm arricultural
loans, 247; modium an! lanp-term loans (3.9., drriaatica, 1ivasteck),
317+ tus garlens, 277, aad acribusinesa, 207, The prasunt porefolin
hae shifte! f=om huavy reldance °n oa 2ariena ang livestoack (reance=
tl\h.l.'}. ;.-l: -'-ol-; -:- w gorhen ;1- [T lcl' I e Wl 2w 3} l'c:v“lﬂh“G‘

2, Nanslqtosh Hurtl “ovelorzunt Daapd

'amelsiaah Aural Tivalopeunt Soird, wstablisho! in December
1002, i# the succesacr to thu Integrated Rural Davelopment Progran,
vhich orininatu. vath Lie CoBlile DADuTaliohs Al asv/ JubD Jperates
thu "two=tier' ¢merativo systes which yveviles crelit, anricultural
{nputs and adueatin i usa of foputs &° enoparative farmers. The NROD
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ANNEX J

%q 1 voprwment Ccaacy vhioe Doard tncleles 1 minimum f 22 members
Sovnm oo ovesimoat atwncdus ) meolur ooiontzacicns,  Mambershin in
RPN spanscrad eocperatives has arawm dmpressively: frin 064,307 in
1573 0 L 553,000 1r 1902, Siailsrly, tha nuntier of KSS (villaze
arizavy 8 cloty) haa arcswm feum 27,00 &0 05,500 and the nualmr of
TCCA (Thara Contr.l Cerper~tiva Asacelaci n) has axpond ol fron 25) to
205 in the aane ol (AN R8¢ {a che priny, 1.aa) o peritive
gociety nn!d a TCOW L o thraa 1ovel foloratin *f ¥3S 8,) The DRI
syston reaires memiars to purshase sharashsllines 1ad te doerosit sav-
ins to quality for loars, JR7U supusvisee credit nur carefully than
othey navi:nal financinl inatituticns, 3

3. Deaunlades!i Samabeyn Dank Ltd.

»  DBangladash Sassbays Dank Ltl,, eatablishedl in 1572 and
rensmed in 1077, is the succesasur %o rthe ey corpocative bank origi-
aally establishe! in 1243 £or the ‘'three-ticr' couperative system,
It oxtends l-~ans ou Lts shazuh llar cocperative criuninatisns, which
{n turn lend tn memburs. luvans are extende! for » variety of short or
long=term purpcses ranving feem aericultural inputs tn land purchase,
depending upen the purpsse of the coopurative bank ~r sociuty. Of the
tatal equity of Tk. 23 millicn, 30Z 13 owned ty 371 cooperative banks
and gocietias an? 2772 by the government, The ll-member Zcard is elected
by sharsholders., This apax bank oporates through sharehelder banks or
societias} hoadquarters employees sveracad cppreXiuwarely 115 from 1978
ta 1931, The 0°0DG has “aen considurinn f-r sometime reorpanization cf
BSOL or mereian it inte TRDD hut hac not done 80, nSUL's pertrulio con=
tained the hishest percantane ¢t cverducs uncer RFEP: 51%, while other
institutions ranged frem 5% to 24%,

4, Hsticnalizu! Cremercizl iianks

Vati=nalizo! ermearednl banks (NCD) wore formed in 1972 after
Liberation from the then=existine privato ccmmercizl banks, Six banks
wvers estabidiiiad: Sonall, Jaanata, Agrani, Fubnld, Rupall and Uttara.
These Ranks enzared in limited rural activitivs until 197¢, Therefore,
they Secamu m.ru etive for twe renacns, rirnt, the Laneladesh Dank
Limice ' licenslne f acw rural 'ranches to now urlan hranches in a ratic
of 211 or more. Actual linkazes ranwed from 2,401 €5 6,5:1 dn 1977=
1331. Second, thu sovarnment resuired NCi's 6o partleipat in thc Spe=
eial Asricultural Cralit Progesic. which was initiata! 4n 1377 t= finance
short=tora lscns for anrdeultural inputs without cecllateral, This pro-
gras 13 neg! 7oy Ahant RAT (B A= L nede 2hemal Vi 30 CEnCIASE E0
~thar {natitutions operatine in rural financinl markats, tha NC!''s have
aale sose offurt tr oolilize dopenits, rellad 1uss »n rafinance, and
have caintaine! better rec very Tatas, The fillowinn tabla shews that
Senald has taken che strongest lezt in providine saricnltursl credit
followesd Ly Jeaata, Other “anks =ppoar lcse antorested,
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ANNEN J
Disburacments of Apricultural Loans
(Tk. 000,0uL)
/3071 v/30/81

Insgicutions Amount ¥arcentape lesunt l'ercoutags |
Sonali Bank 154 4345 & n80 65
Janata Buank 70 0 213 174
Agrani Eank 52 Lad )| ¥4
Pubali Lank Jb iiA ol o/
Rupali Renk 41 117 €4 Ly
Uttara Danak 7 7 21 2%
Totnl 362 100% 1,360 1002

Source: Bangladesh Dank

5. Informal Craedit Scurces

Tha informal wmarket includes monuylundera, friunds, relatives,
and self-financing, which is ¢sticated to account fer the wajor portion
of rural credit. However, little quantitative infiomation exists on
these cperations. Lending {s oftun a mixture of .cencale and aceial
ralationshipe: patrsu-client, landlerd-tinant, wholiselar-retailer, etc.
Sceizl as ouch as econcmic tencfits and costs are part of the ralacicn-
ship. MNegcrinticns cre peracual and quick; amcunts lent are typicelly
small and {nturast rates are high, Lenlin; cod repayz nt may be in cash,
kind cr 2 mixture., Many inforzal leant finance ccneumption ‘r allaviate
temporary distress sich as! rabullding dastreyed he.wes, replacing dead
bullcck, ote. Interest rates, whem chanfed, ars repereadly 102 per
acnth cr moerd.
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0OCT COUNTRY. CONUACT = INTURL T MATE JDVY 30X

JsaFT TERM3 OF §/PERENCE

i ISECTIUF

The purpone of tiess Faivisen 4 0 Sb ‘ot ¢ oangladesh huak
(sank) in ental lishing Q mathovlopy co roclonaliza the structure of
{nt<rast rotes.

i1 BACHCROINMD

Tt.c Bank is consid:ving saveral policy changus to create an
sconomically vieble rural financial systam, Ca¢ of tha moat impor
tant changes is an incruase In l.nding and rafinance rated [OT pural
loans. After these ratus undergo an {nicial chinge, the Bank will
establish on \dvigory Cemmittes or Tnatorc ot R=ezg ro advise the
Govarnor o= scutting racus for savings, lcnding, and rofinance. The
Committea will meet at lecast scai-nnnually, and more fruquently
when neaded, to seview the antire fatar.st raca struatur.. Ratus
nesd oo ke 1djusted upwards and Jownwards dapending on tronds in
{aflation, adninis:zrativi costs and loan recovery. A tochalenl
urit will ha creoated within the Beapladesh Bank to prapare the
studies 1nd recommendations required by the Commicted,

I1T. SCONE OF WOPK

Th: Contractor will .suist the veenaleal unit of the. #ink's
advigory Committee on Interesc Pates in undertnking nll stops
necegsary £n ostablich A ritionalized interest ratue structure
{ncludins but not limited =) the followine tasks.

&, Roviaw of Dasu ®a3e

The Contractor will review and assess the adaquacy of tho
Rank'g available statiscicil infirzdeisn £: qad~intavaloriae -
racionalizad {ntoruet rito striciurd. ho Coneractor will recom=
mend modirfieansden: rajulrad.

i, Davelopmeut of Mochoduloay ;rJ

The Contractor will luvelep msthodolagy to rationalize
{nterast rate structura and to astaivlish relztionships ameng
depcsit, landing and cofinance rates, This methodulory will pro-
vide for upwards and downwards 1divscmence denending 1pon changes
{in n€larion riatee, cCOALS of adminiotration, and coscs nf bad

Gt.'btﬂ [
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ANNEX L-1
P."l"'. - 2

C. naiudny in .pplicntios ¢f Methadology

Tha Conerast o will tredn st €f of the tochnica! undc dn
| ippliciclen ot chie methodeloey. The rrsdinine will includl case
| atudies snd caorsiies whare aearf apply the norhodclouy under o
| wide varieey of simalate) situatdeac.

D, Methodilony Menunl

The Cont=nator will prepare & &0t awunus! fluseribine the -
mechodoloeyy, dacp bojas, nd Mo thoda of aslculacion,  The sl
4ill be dusiened so that it can he ravised fro- tise cw time to
allow for improvoments in DetauGuLlORY, (ald DuSes, il methius
of calculaticn,

E. Impact Reporting Systen

~he Contractor will develoo 1 reporting aystem to measure
the impact of chanees in interust rates. This system will be
cnpeble of reperting on a continuzl or frequent basis. The Cen-
tractor will Jdesign the syucam {n:luding report format and data
bases und will train tecimical staff to prepnre reports,

The Contractor, with staff of the Bank, will conduct

workshops tw explain to Bank officers wutelde of the technical
unit, and athars ns appropriato, the methodology of intcrest
rate ratiecnaiizaclon, The warkshons will bi conducted after
the methedslupy 48 catablished ~a! operating .

G Shursecerm Teadnin?

' Tha C.ntructur will recormnen:! short-term trainine for
membora of the couhnical undt anw achiers ag appropriace,
Mathots of tralnins will {nelu'e but net Lo linmtted t5: obscr-
vatirn cradaing nc othar central banks nd specialized training
courses ot Finaneial or wanderic institutionr,

¥, Ruguired Rup.rti

-, o e jamew 1Y ssihmfe - 1y=d = rn= rotept ok [ S fola] alod

b . .« -

cluei.n of :ach cousuleancy. The report will describe work

accomplished, nroblemn ancruntarad, recomeendud bl by be :
accorplishe! Y ete tant kofure tho nevt etnsnlraney vinsit, and

during the swerncsding 2nsul tancy visit,

{tems t> ba undertaken
.-’..t':-fh\'.‘l- v o r‘aﬂ}' ropores v “”cmant’

Each repert will have
prepared in pacfograncl

~e r‘q."‘--’
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Papu )
; [hose poap.res will fw wabmitecd o the Unvl ol annauiti
te €oae Govern T of the tanglalash Bang with : jics t the ohider
sive o Taehprienl Unis, cricunltural “redit

of =N Advd oy Somin
Dapartment oo LI, Retnres will 12 surmitce! Diemodeateldy
noldri coasipleticn o ooach eomsultmcy.

IV, WORN SCHELULE

The Copcractsr aili perform ot el if 8N pOrsSn 1N.QLAS
Af servicas in o cortor of Fden ety SN R T 1A AR S
astimated at twe months, to start abeut Sontember 1, 1943, The
sacumd visit is est:mated st onc uendh €3 atart alisie Fults vy
1, 1984, The succecdiny three vigivs corimatesd it onc oot
aach, will start at approximataly six-month intervals afcer tiic
second visit. ’//

Best Available Document
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P10/ PROJECT IMPLEMENTATION L Css ITe St =t
ORDER/TECHNICAL !
SERVICES Rural Finance Project (388-0037)
i AL DISTRIBUTION 5 Appioptialion Symbpol 6. Alloiment Sympnl ana Chatgt
7 Othoatiin S1atus 0 :":'mltll Auc‘\uru Compienion Date =
~ [0 Aominntiatiee Rrsrtvaiion Ll impiementing Dutument Jl'l'ne-“:iﬁ; 1908
9. Aulnniited Agyent 10 Tri PIOST mnanfull cnntormance with PRDIAC
SER/CM (AID/W) 386-0037 - Dat¢ —
114, Type of Acrion ana Gowerning &ID Hancpouut 1Yy ConnraciGiram/FASAIRES A i
Frierence humper LI thiy v &
[J AID Cantrett A\ PASLIALNLA O awGram [] Diner Amenanent
IHB 14) TRk CLAFL
12 bsnimaied Financing (A arlaiien Lungel In wpnon nl Lolumna (2] b anacher sy atiachmeni ne, s enacaid]
11 Previouws Totai 12) increaw 13) Detrease 14) Towal v Dane e
A Dollarns =0= 500,000 -0- 500,000
Masmum
AID
Financing 8, U.5 Owned
Local Currency
13 Misvion Vaa, Insnucrions 16 Avihuriled YL
helpientrs s
SER/CM is requestec to negotiate and cxecute a PASA with the
Federa)l Reserve System, Statement of work and schedule is
provided in Attachnent No. 1.
14b. Agoress ©f Vouchet Paying Otie
Controller's Office, USATD/Dhaka
15 Cisartances=incivae \yuen naMme nttice sIymBbol, Yeienhone numbst ann oaie fo) & claprances =
A. The project officer certifies that the weeilicsiions Pnone Mo, B. The sterement ol work lies within the purview Dair "
- in the Matement of work aie technically sdeausiv o 1he INNIatiIng 8NGO ABRTOvED Bgency programi
RDE/C.W.Reece g PRO/W. Boehm
[N RDE; T.R. Tiift Dair D, Funds 101 1N servic et 18quesied are avelladle
. MGT/M. Taylor
o CON/W.A. Miller
| Date
DD/W.R. Joslin
*g. Foi the cooperating country: The terms ano conditions set ferth herein |17, Fei the Apency for Internstions| Developmaent
sre horeby sgresd 10 .
Sipnei ‘o Dete Signature James A, Norris Dste -
Tide oy Director
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3068-0037 Rural Finance Project

sCOPI OF WORK

FOR THIL PROJIEY AME DISCHIREL IN ATTAC HAMENT NUIMRER l

.|., el ML M)AV 1V nNICAL L1 HVICI S RELQUIRID

TR RO A MM L1ALENMIENT OF WOHEY
Tk PASTILITNS
L T oancueGtl ALOVIRLMENTS ISPLCIFYS Tis i3z e
T mekeED TISTING MUST BL ACCOMPLISHID BY AIC TC ALSUML DLLAED LIVEL OF PRDVICIINCY

- Leefit 10 Fay LAALH] -] INIFCHMATION Ciwitl TWILL NCT Bl MEULIRED FS TLCHMITIANIL,,

s e -

C & DuTy FOSTIS, AND DURATION OF TLCHNICIANE' SLRVICEE AT POSTIEN (MSAT HE! Dhaka - 24 worl wontht
s orrp HDENTS DIWILL SiwitL NOT BE PERMITTED TO ACCOMPANY TECHNICIAN

~
-

t. WAIVERIS) HAVE BEEN APPROVED TO ALLOW THE PURCHASE OF THE FOLLOWING ITEMIS) (COPY (8 APPROVLD

Vi RIVER IS £TT ACHID)

CEPTANCE OF THIS PROJECT |APPLICABLE TO AIDW PROJECTS ONLY!

¢ D CCODPLRATING COUNTRY AC
: mAS BELN o."'AlN(b D HAS NDT BEEN OBTAINED
T 15 NO1 APPLICABLE TO SERVICES REQUIRED BY PION

¢ O OTwWEE ISPLCIFY)

2L BACK GROUND INFORM ATION |ADDITIONAL INF ORMATION USEFUL TO AUTHORIZED AGENT)

2. Report of Charles M. lucas, Federal Reserve Bank of New York, to Governor,
Bangladesh Bank, dated November 24, 1982

%, Project Paper: Rural Finance Project (Noc. 388-0237)

24, 5UMMARY OF ATTACHMENTS ACCOMPANY THE PIO/T |INDICATE ATY ACHMENT NUMBER IN BLANK)

8 ___ 2  DETAILED BUDGET IN SUPPORT OF INCAE’ ) FUNDING (BLOCH 13)

I VALUATION CRITERIA FOR coMPETITIVL PRAOCUREKMENT (BLOCK 14!

4 o

o JUSTIFICATION FOR NON:COMPETITIVE PROCUREMENT (BLOCK 14!

W ___ 1 STATEMINT OF WORK (BLOCK 1)

@) WAIVERIS) (BLOCK 19) (RPECIFY NUMBER) \




Toaaun ) |V Cooneranng Counity S0 e ey i gty St s Sy (T e
11[\'.'0’ b.’;\‘GLﬂﬂTSH L T1 J L Voanes
4 Piniscl Activity Mo, ond Tine -
mMo/T
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o) nrm:aunmm ‘”' Cuinhh e bt AL 'Illh-inlll!‘-" J;vp-.' P TS :u.l.f..;m. Coumitlahnitih ” . sem— N— a3 L =
A Aelaroninips #ne herkonuibiniet The Contractgr will work under the general supervision

of the Governmor, Banpladesh Eank.

&, Cooperating Country Lisnon Officie! Mr. Nurul Islaz, Governor, bangladesh Eank
My, Kazaluddin Ahnmed, Chief Oificer, Agriculturcl
Credit Deparrment, Bangladech lani.

r. AID Lanen Officah Mr. Claude W. Reece, T'roject Officer
Ms. Mildred Taylor, Mannpement Qificer

LOGISTICSUPPORT
23 Provisions for Loginic Suppan IN KIND + AOM LOCAL CURRENCY =
SUPPLIED BY SUPPLIED BY T
A Snecific 11ema (Insert wx* \n applicable column at right coODPL A COOPER Ahnf:c.u
If enrrmy nerds gualificanon iawen astenth and eEplaIn AID ATING AID ATING e
peiow 10 C “Commenis’y COUNTRY COUNTRY GUPHL Ik B
(1) OnceSpxe o T i | 1
{2 Ofice kovinment 5 l
(3)  Housing and Utilities
(4 Furnnure =
(8! mMowenoid Eovioment (S1oves Kefris., ere.) - |
(6] Transporation in Cocputating Counin v
{17)  Trsnsporisrnion Y0 ann From Coumry =
(8]  Interprenel Services/Secreiatial = }:
190 Mencal Focllites ' Y
(301 Vensies 1ot "
(330 1 tevel Arrangements'T e on S =
IWTHER "
: LPECIFY) TET
114
1156,
. v« anaimones Facihitws Avsiisole Poom Oiner Boureer
Q aro/#ro O rx 3 COMMISSARY

[ OTHER (Soecity, 0.9, Guiy free entry, 188 ssemption

Comxmissary privileges to be available to U.S. Federal Reserve Svstex
staff on same basis as USG enpioyees.
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Artachment o, 1
PIC/T ‘1o,
STATEMTIT O W0

A, ODJECTIVC

‘hy Constracter «ill pravids ¥ rlgory sorvice. o inrrove
afficianey of Bangladesh Bank (Nnak) cperations, The fivst four taskn
oripinate with the roeport of Mr. Charlis M, Lucag. Foleral Rescrve ’
nank of Now York, iated Noveabar 24, 1982 (Repore). The fifth task 13
ass.clated with ~ne ~f tha key phasiy, {i,e,, 1:2n recovary) o€ AID
Projact No, 3ud=07737: Rural Financu Project. .

3. SCOPE OF 'IOR¥

1, Roview of Accounting and lulated Systooc

Tha Contrrctor will porform 2n in=lonth procedural revicw of
the accountinn and ralatad arcns (imcluding branch operations), The
objective of this tnsk is tn idintify woys in whizh frascnt systcms
can bo sioplified and simultcneously strenpthened, to identify oppor-
tunitics for an” ar orferly soquence for the introduction cf autcoation,
and to formulate a poadium-term strately for tha autceatien of thesc
operations. .

One aspect »f this task which is important to tha Uank but was
not emphasized in the Report is maxinmizing use nf manual accountingn
systems instoad of sutomated accrunting systens, This task io Acs~
cribe? in the Repert under Recimmendation I,

Aftor coaplaticn of this task, the Tinaledesh lank may wish €0
arocesd with tasks luscribe! in the Repers unler Recrrmendation II, III,
and IV,

2. Pr-jcct Duval-pmont, laanin: ~n! Evaluatd n Trainian

Tha € ntrast r will prrevile watstnee in Llentifyian and
abtaininz etriining ¢t suppere the hishest nrierity prejacts of the
nank. A fow scloct 4 Tank fficials currintly in 1lino prsiti~nas, with
potential in projact davelspmant, plannine and ovaluzticn, and with
long-tera scnior nmanazemant nntential, will be neninatod for these

courses.
This tesk {s | scri’al An Lo A.rert unier wevemeniaticn V.
3, Foraizn Exchenco Trainine ¢

1, Course ian 2an.laccsh

Tha Contractry will emduct a ¢ uvae 'a £:raizn exchan~a
markets for two t> throe weiks in Jannladesh. This cturse will be mada
available to officlale of tha dannladash Nank, the schudulad banks, and

Best Avallable Document
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o CHEY 1=2

Pduaty o Sha sl Sl dE A LG B SOCPRNAS S nepap{ana) aqt
Cin BuRte s untorat vt la dn Gl g 1 LUce aarkurs ar.al
snihly the aces of ficdint cxocutitn f transactions and ianesver aivie:
t: e tvepnaunt snd orhoere o el affdelont use o7 [oroisn axchanre
LIBOUVLUS,

b, C:ursaes in the U, S

The Contractor will srovide iasistance 4n .Ltaining training in
. foralun cxchanme warkets £00 a0 or two senisr lovel fficlals, Train-
iny will Yo of four %o adx 'veoks duraticn, will inclule Loch oractical
and theorutical alumentd, and will be based 'n 2 scainar {n £-reirn
excihanze ~dvan by 4 cencrnl Ay maisr scemapeis] henk with additinnal
institut:onnl visics at Loth of the latter cypes of institucicns.

This cask 1s laucritod in the epere unler Recoementacion IX.

4, Note Issve Alvisory Scrvices

The Ceontracter will provile sorvices of a central bank currency
processing expert whoe will thercughly raview current operations, iden-
tify specific ways to simplify crmplicated procedurcs without loss of
security, and nropese incroluction of stotiatical sampling cechniquas.

This task 1is :escribed in the Report under Rocommendation XI.

5. Zank Iospecticn Advisory Services

Jang ladesh Uank wants to strenethen the Arricultural Credit
Departacnt's Inspacticn Divisin which exaaines rural branches of finen-
cial inctituticns, This Divieicn will menitor new stan'aris of acc~unt-
ine for intorcet carninas, loan clacsificsition, overfuc 'ubt roscrves,
and writin: ~ff f ==l dohts,

a. Insrieei n System Raview

The Centractur vill raview the present system °f inspectine
rural bank ‘ranchcs includin~ but n t linitel £o! macho! of selicting
hranches for inspocticn; “vroanization, seaffins an manarcment of
inspection teamsa: ::thod of parfominn inspoctions; preonaratisn and
revicw of roports; recruitine and training =f inspectors, and craining
*f traduers, This review will recrmacn! lonrovemcnts suitahle for
Janplalesh, €t~ ba derlscopsal cnon chzao! Yawdsz, {ncluldins hut nroe
limite! t> modificacions in procoduras and trainina in Jannlodesh and
Jversaas,

. Inspoction Manual llevini:n

The Concrsct.r v'11 raview the rriseont insrcction nanual
(vhich was srofavad Sefore Indipendency with asnistance frre the
Federal Rasorve) and will recomean! medificatisns, includinm channcs

-y

Best Available Documer: 91
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requarsd or vatiact  (8) the acv wasuating o e ta fov Licer .at
carndres, 1 oA alaacifieatisn vorue cobt mivare o, n! el rine aff
s bl Aohier; ant V) rasommen ittwena ) the ‘muracelcy Svibem hevicw
wanl. 2t

C. K:QUIREL REMIKTE -

1, Momthly (reirons Huroved

Ench of Contractor's alvisers will sumit a tricf =onthly pro-
yress report dascribing work aceennlished an! proklens ancountarad,

2 in A AR AT
Esch ~€ Contractor's adviscrs will susmit a final repert at
she eonclusicn »f ench cemsultancy. The report will discribe uark
accomplished, problems emcountered, and reccrmendaticns regarding fur-
ther work required,

ALl reprrts will be submitted in the English language to the
Gevernor of the Sangladesh Dank wil eoples to the chicf of the tank
unit cencernc?, the Asricultural Credit Deparcaent anvl USAID.

Best Available I_)ocu'ment




BUDGET Attachment No.2
?I10/T NWo. i
FY 84 FY 35 __Fi 86
C-tescry $ LC(S Eq.) __ % LC($ Eq.) _ % 1C($ %q.)

1. o >viww Accountine and Beaated Systeas

~. Advis-r - foview 3 -onths)
Internati-nal trwv 1 4,000
Lod~ine anlper 21 2 5,6
Supi. TT CIsts 3,02 1

b, Mylexr - MIS (£ 2 n 1s)
Internati-nal trow 1
L~ in> anl por 'L ¢80
Suy~n. rt ¢ sts &4, Y%} 2,7X

4,032

prst

~. alisor - \ut-eicion ?1an. (3 mos)
International trawv 1 &.0Y:
L-%ein: ant por H.a £.E%
Su +CTE CO8LS 3,5% 1,520

A, *qgeooaticn Toa. =o' anagenont
AMvis-r - Training ( months)
tn.ernatd a3l trove 1
L-'iz awlper am 9,
Cuppurt c©.osts 2,00 i
Trainin~ 4a U.5. (£x. nonths) .
Internationzl trav. 1 26 .. ) i~
Per iom ant aiscell. 24 2350 =
Tatiion 3.,"9 B~

W

izoiect Devilipouat Tz :aing 3 =
T-~inin-: ia U.S. (3 t<rs'ns x 3 1es)
internrti-pal tiowvel 8,200 J,000: 16, * = .
Por dMer 12,99 12,000 24,0 5
Tuiti'n 15,772 15,020 33,




7L°\

Category
Foreigan Exchange Training

A'visor (3 months)
Internaticnal travel
Lodeine, and per diem
Supp-rt costs
Trainine in U.S.(2x3 mos > 2 trips)
Internaticnal tcevel
Per dien
Tuiti:n

Scte Issue

Alvisor ( 3 months)
International travel
Loiging and per dlen
Supnert costs

Iﬂctim

Alvis-r - Review ( 3 mont. s)
International travel
Lodping and per dico
Supp-rt costs

“*wisr - Manual ( 2 o:nths)
International travel
L~ i{ng and perdica
Supp rt costs

Training in U.S. (4 x 3 o nths)
Intcrnationzl travel
Per “iem
Tuiti-zn

Sab-Total

Total

Roundid To

Attachnent 2-2

FY 85 FY 86

$

1C(S e3.)

1C(5 q.) S LC(S eq)

&,

3,0

55,020

6,670
1,5M
3,70
12, ¥
15, %
q.‘;trl
1,952
Bl
12,7 %
15,
35,100 225, X% B, 1.~

€ 47R_R0ON

< 500 _non
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I.

II,

111,

Iv.

GENERAL

JRICLADESE BANY=ALVTH0MYT SETVICES

Fahle of Centonts

—

A Purnese

B. Rural Financial Marketr in Ranpladesh
C. Cunsuitant's Performance

D. Anproach o ' -k

€ 0PE NF WK

A, Rural Savings Yebilizaticn

B. Lonan Recovery Improvement

C. Policy Change Impact Moniteoring
D. Prrcedural Changa Activities

¢, Financinl Secteor Review

¥, Other Trsks

C. Revores

TECHNICA!

FROPNSAL

L. Cantent »f Tichnical Propesal

1, *tasle frr Evaluatien of Troposals
C. Sclontien and Nepotiati'n

D. Sahrissicn  § Proossals

PROPOSFED CONTRACT

ANYEX L-d

1
1
2

3
4
5
6
§
9
9

o
11

12
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ANNEX L-3

ARV H ALy r')',:[:
w0
VANRUCTL LSS OB TRTPSRATTON (35 SR AS T
OF TREONLCAL MAAREGA

“he Jeople o Rep blic 2€ dangladash, asclan thiranih the
Banyladesh lank (tark) pianu to contract with a qualirled U.0, man:
sget it ~ongaliten TN tal e tay =il VR ihe it IR {iin
in develooling activitice co improve rural fipancial mackets including:
savings mo: ilizaticn measurcs, 4 conpr.! anulive plan for ilmproving
loan rucovery, training courge duvelopitont, hranch rationalization plan,
lending efficiency review, and a finan:ial suctor reviaw.

1. GENERAL

A, Puarpose

The purpose >t these advisory survicos 1s to ausist the Hank
{n undartaking several changzs which will creace an ecornomically
viable rural financisi syster o previde raliable savinga and credit
facilitien for private farmers and untreprencurn. The Scope of Work
providcs for performancu of variecy of advisory sarvices which will
support policv changus {n tlie nreas of savings mobilization and loin
recovery, otha. tasks oruvide aazistance to strengthan the rural
financisl systom, and €2 conduct a Uinuncial sector vaviow, Thesa
advisory services will complament ~ctivities being s<parately under-
taken by an interast rate adwiscr ané hy the Fuederal Reserva
System. oID 18 financing all throe advigory wervices contracts
under an agreement with che Governnent of fangladesk. Tha Scope of
Work ig dascribed in Saction 1T telow.

B, Rural Fipancinl Hackito {in Binvladuesh

Rural tinancial inuticutionc in sangludesh predate Indepan=
dencs {a 1971, Iha ehict rarcicdpants Ao Rangladesh “riski %ank
(20 agriculcural duvelopzent bank): ‘ankladash Fural Dev'clupnent
Board Ana Bongiduusil Luiiday i oank Lius L0i// woUpediCavu aystemh),
and tie oix nationalizer sommercdil bk, In zddition, money=
leadars nlay an imporesnc but 1ittle hnown rola. Rural Vinancial
{nscitutions substantia.ly tacreired tholr dctivirdios lotwien
30, 19276, 2nd Juna 30, 981: loans triplad to Taka 4 hilllon,
duposiits doubled o Taks 5.5 hillton: and rural Yook branches
{ncreased Ly 50% tn ncarly 3,004,
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The system, hewewer, 19 dupondent upen suhsidics hecause
{ntorest retes do unt cover ccats ¢f lindiny  many harke have beceme
roidant on cantrat banl refinence factldries dratend of mobilizin
savinis, and higk  verdues drain cenical whizh enruld e diractad
towards new loans,  The Government {: aaking chiang.ss in the arvrs of
{ntorest rataa, savines mohilizacion end loan rocoverv. tackuround
documantation on thy rural ffumcinl sector {n Nanyladosnh 3 limited,
Copice ara acsachad of tha AID Prefect Vaper OF the hurnl Finance =
Prioject (3KA-0037), the puper of the TLA-"eng '« 'ash Crvarnment
National Eovier Ceserdbtal on bew{-nlmiral Cradit, and the final
avaluation <f the AID sural Financa exparimencal frotact

G, Copnulumt's Ferlormanc.

Mhe Comsultzant shall work directly with the Rank and in ciose
concultation with USALID rataining. however, full responsibility for
{te own work.,  The vengultant wny sasocinte {tself with other firms
or indivicuals in perfermance nf tha Scope of Wnrk without, however,
abrnyarine 1t primary rasponsibility for gatiafactory complation of
cach tank. In itse nropeaal, the firm shoul? state the extent to which
it i{ntenda to nesociate itsclf with any such firms and {ndividuels and,
1f uspplicahle, the nature of arscciation eontenplated,

Thn Consultant will be expeeted €0 parform much of the work
with its ~wn scaff, Wewever, in cartair areas, 1 high deprec of
{nternatinnal, epociallized expericuce ig requircd, and the Comsultant
{8 exoectad to asanciate itself with such suitably qualified expert
institutions or Individuals, Many task items will take A relatively
ghers time and may Ly varformed by short-verm ozperts. Howaver, the
fanarltant 11! assure adeaquate centrnl ant integeatinn of wrhk

perfrrmed.

I'. Apprnach tn Work

The Consultant fa expected to app=nnch the work to ho perfarmed
and 1 (Losn Keeovery Iri=

under Taske & (lural Savinwen Modlizatdon,

nravement) L Aryusnce, The Conauitant {0 oxpreted £ atart work on
Task & approximacuely one moath aftir eontwnct alpadne, o ¢ shout April 1,
1584, w' weeh on Task I 13 v¥petlad £ stort frozddateiy fter comple=

tion st Tiek S, Vork Task € (Telinow dlinrpe Topach vpnditetine) 1s
ALY ds S e =R (= R gl dyeant .

Py TTTRORCLTL T SR ol DT

Ia conrnrast to rhe sccuontinl 19p:ﬂnhh af Taoke & and 7, werk ©o be
narforred undev Tapk [ (Yyscen ceronathenine Activities) is to he
I {3 to ke scheduled sc that

norfrmme! throughout the arnject 11fa and
nerformance of this work dnas rot interfere wirh Tasks & or " including -
requivements ‘ar Dank manpower and/or €eedl'tios, The fanal taek to
he eompleted Wwill T ETSE Bl e R SR L (PR T tand o o140l 18 teonta-
L 3

tively uxpacter, to stert absut Ducember 1, 1587,
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CAMNEX L3

Ty A Wdndin 50 the renoultant's wark to he rerformed, cwo
stlier ¢ 'ntracts for alvigocy sarviscs will toy P v b ounday e
iroject.  The iirst arnteact @lll ha fed opervices Uoanointaradt
rate atvisr wv wlll atien3n the fiean phas. of the Syl clEsn
Jescrined l.ve, The gocoat et es 11 e wathoto 2 IO AP
Reserve Syster which 2111 prowdde WX erte 1 ansiat in stienvechening
the gapk'a inopactisn nivisi n, which is agsociices cith 1o
racuvery, ihe Fuleval Fesevve Systenm 1o pxpensed £ conrlate mosc
of its work beforwe the consiitant tepins w.ork n Taxk b, I
adilici.n, the Fedaral (GHeEIVG dystam will pert rn dudsary sSrviees
and tr.ining for ocher clanariitenth F oY Bank which will not “e
dircetly invilved with tic ¢ nsultant's work, Copsequentiy, the
Consulcant 411 ask lenend up'n nor coaflioe il w.rl perfemed
under thiiw tuno crnEvicts, The Crnatlcane aheul! nlan ics wirk £o
be inispendent of theee twWi Cci/NETACES.

II. SCOPE OF WOPK

A. [Rural Savings Molilizati.n

Rural savings mobilization 1is che first . task to be
performed by the Censultant, Work will be {initiatad sorn after the
contract is signed. ;

1. Savings Motilizati a dction PLlan

The Comsultant will veviow the Bank's preliminary savings
mobilizatisn plan and will develup a cumprahensiva Savings Moli-
1izntinn Actisn Plan. This Plan will deseribe a hroad sarios uf
netivicivs 0 Lo undertaken to dmorave savings tobilization in rural
branchas., Activitics t° hi'undertaken arc axpected £ range {rom
research studias to rocommendations for immediate impicmentation,
Activities will include but nat ve limited to the follewing tasks,

2. Market Pescarch

The Cunsultant will undlerfaxe 2 rarketing ressarch study
to davelan dnpevald atrateeivs {10 ratilizacd n of addicicnal
deposits an. usavingns. This study will neaess donpesicors' and
gavara' nocds, wants. and attdcides towards bank deprait scrvicees.,
The study will rocemman! aprroorints viversiainr an! geemeticn
schomes, chwmg.s in ayckap . nn an' o lellvery of lan gl snl gaovings
sorvices, ind tyYrda . € 3aCVIC3s ~fdaroe,

Part f this gau'y is Jcrpectad oo La suleontract.) &

a Bangladushi £irmi huwever, thu G nsultant will suparvis: thi
study porticularly dasipn, mnin ving Jf performancs, and prepara-
tin € tho ropore 'ng rocommendaticna,

The rap re will ta Alptsdlutat wo the Loy il oaise t
{nidividusl Lanks for uae in Aevalapicy novings 0 Iilizatisn
DIORTARS
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3, Studv of Sevinas restriactiona

1 conduct ~ comprehensive revivw of deposit
regulations and procedures to sce whether they can be relaxed to
eneourase mobilizeti:n of rveal anrinps. This revicw will cever all
clasaes of acecunts (Jemand, call, gavinrs, and timi), Roatrictions

to be revicwed include but are rob 1imited tn such items 2s: minimuc
aize of 1ccount, frequency of withdraoal, froqueney of dnterest pay=
ments, nethod of intorist payments, and vardety of secocnts of fared,

In additicn, deprsit procedures will he ravicwud to sec if thev can he
simplifiad, duclulin, focum.oaturiun TG e T A sty fwithifrawal,
nucber of bank cnunters visited rracessing tive, and tax stamp require-
ments, etc. the review will irclude rocommendttions fer chanpe, 1f any.

The Zonsultant wil

4 Innovative Savings Campaiwa Fund

-

Tho Consultant will cunsiler desirability i eatablishing a fund
tn partially raimburac banks for conducting innovative rural savings
mobilization campaigns. If accortahla, tha Consultant wiil design a
simple mechanism for sbtainine Bank aporoval and astablishment of a
fund which mav he comsidarad fer {initisl financing frem AID funds.

5. Bangladesh 3unk Savings Yremotion

The Cengultant will roeview the Bank's present promotional
activities for rural savinps mebilization and will recommend Appro-
priate modifisntiona, These promationil activities are conducted on
an "inatitucionel” hasis nud ghould comnlement savings promofticn

campaizns ~f 4ndivddurl hankn,

A, Menitorine Svstem

sssist 4n irplementinp ~ systcm

e

+f increas« in savings mohili-

Tha Consultant will desirn and
for constant, ur frequent, moniterdins
zation, as logeritel in Task € “alow,

N, Lean Recovery lmanrovenent.

i gagk to Y perfermed By

Loan rocovery impravement s the necuvn
the Consultant.

It is expacted that cthe aan’ will have uncertaken geveral
tart of work by the

activiszics t~ improva loan recovery prior to ©
Contractor, inzludingz: accounting changes, revision of penalty interest

Best Availabls Document
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ratea, initiaidon of yonew imepnrive ahan, and strensshondne of Tank
inaneccisn Jerartnanta,

Venp lean veesvors 10 a o onpdoi teablae vhy howilh read te
careful molusis nnd luvelopment oo carpralingiyg straneuy (4%

{pprevement.  Many factors eontritute to pecr loan ceenvery an’ must
We dpprovad or effacts must ha miticaced dncludin:: lundine practices,
bank hranch staffing, horrowers! attitudes townrds loan forpivenuss,

lewal pron:iures ensd ment Lthar Tacteve,

(1
.

1. Plan fur Comprehensive Reviow

whe Sonaultont will prepare o visn fior a o rehenglve review
af 1oan reeavery provlems and submit 1% € tha hank at least three
months crise to initiation of work. This rlan will describe arcne of
investigaticn to he underteken, methods for conductine ¢ach investi-
gaticn, cnd results ex~acta! frem nacli investipaticon theather with
an asscssment of potential impact on improving loan recovery. This
Plan will desncrite Jata hases nceded for ench dinveatirzation and how
soch.data will be (beeincd. Tha Tlan will be acermpanled by a work
olan showing ticing xnd staff, includine staff tn be furnished by the
Consultant, sub=contracted. Baneladash Rank, and nthers ta perfern this
roview. It is expected that the =lmm will require carnoraticn of the
Rank and financinal and athor intercated inetitutions.

2. “omprehonsive Reviow and Action Tlan

The Consultant will undertake the comprehensive review
{ncludinz hut not Limics' €9 chanves in bonking nracticecs, revislons
weaded in apnlicibic laws ~ne! =enulutdons. survey Af horrowar attitudes,
methode ta spead court cispratiticn \f hank recnvery cnses, and borrower
aducaticn programs,

fased unan tho rosulcs of thia revisw, th¢ Consultint will
orepare 'n action «lan of recommandad changés to Imprrve 1ain racavery,
The action nlan will :lescribe apneific mcasures to Fo undertrkoen:
methrds £ undertakine them topather with rescmmendntisns for needed
advisory assistance aither Aomeotia or exnartiate: the estimated time
ta eomelete onch chanze® and cstimatis ~f {mracts n imprevine lean
ree~very. The acticn plan will ale: include an avaluatien jian. "3
dapcrihit Ini Thas 20 e

corendn megeures o dmproave lhan racavery mev Yo Llentified
befare :rmpletivn «f this review. such moaeurcs will ! . recrmomeudad
for dimplementation jedir & complotion ¢f the action plsn.
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C. E.ldicw Chanze Troact Monitorins

e

The Contractor will develoy » aystam for monitoring nf tha
impacts of policy ohrnges ({atorest rota ratiepalization  savinges
2 mokilizatisn, =snd loan recovary improscoment), Chy purpoel of this
mondc riny system is +o provile cenlovorEfefnls T Ranilndoash Bank '
with nearly continusl dnio matlon on the dmeacta oF poliaw chanpes,
Devalormant nf this avator will vanndra ancrdinatiecn yisk vark ro he
verformed by the Interost Rate Adviacr, who is being soparatuly
acntracted, and with work casks A and © undur this coptirnct. The
system will inmclude hut nct %o limiced te twn principal types of

monitoring.

1. Statistizal Reportine

The systeonm will pravide stotistical reparts which will mcnsure
various parametars of pelicy chanpes (¢opv. increase/decrense in
volume, value, custemers). The Contracter will define tha required
data hasc, relving to the maximum extent on eoxisting Jdatn hascs;
Josivn roporting Cormats: and train NHanalalesh liank sctaff in pre-
saraticn o f roportu,

2, User Surveyz

The impact menitorine system will alsc incluila user aurveys
which will sravide @ mor: sunlitative aarspoctive af impactas than
the guantitative mezsuremonts provided in the statistieal reporen
The Centractor will lavolnp A system tfor rorindic namoline of opinion
about pnlicy changze impacts cn 'unk custemers an:l nen=custeonora in
rural arcas, The Contrmassr vill ¢asisn and perfcrnm stutipea “nd
will, tn the extent fearile, ausict the annl=desrh Bank an'! financial |
{nstitutions in develeinz chelr own earahilitics to cenluct gimiler
gtudies ag part nf their awm merketing/monitoring activitics,

Best Available Decument
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The Congultant will perform peveral taske rolatud to strengthe

sninn of rural financinl {nacitutinn:. ‘hene tasks ' re nnc asgociated
with any apecific / and ara to be performid throughout tha 1162 nf  /pelicy
the projact, Timiny O aach task {8 o Y& achedulad sv that it Joas change
not interfere with purformance of the orisrity arcas (L. ' qararast
- rate raticnalization, savings mebilization impravatiert. s lons .

ricovery {mprovement) . The gauks to be perforacd daclude but atvs: not
1imited to the folluwing.

1, Rural Branch Training

The Consultant will uevelop three standasdlicc i< curriculs
for individual banks co use 11, thelr owd srainini peaavaus €or rural
branch officers and supervisora, Ths thrae core curricula will cover
coursas in: rural crodit f,r Lranch fflcers (about Lwd weaks duration),
a refrosher course in zural credlt for expericncer! branch officarn and
supervisors (about one wauk's duration): and a coursc in wonagement and
supervision for rural branch manugers and other old=level officars. The
Consultant will ravicw a sample of prasent courses for content, develop
core curricula and tast then for affectivenass, The Cansultant will
train financinl institution training officers in using the nuw core
curricula including modifications in teaching methods. Subsequent
evaluations will be performed and may akow the need £ mndify
course content,

The Consultant will develop thesa courses in cooparatien with ¢
a countarpart instisutisn to he nominncad by the Bank. The three cure
curriculs may be devaloped sequentially.

2. DBranch Raticanllzation Flan

Tha Consultant will assist thu Uank in Jdeveloping a branch
rationalizacien plan &7 expand tha availability ~f banking garvices
in rural arcis, This 7lan Ls preszncly expected £ he levaelopa:!

{n sevirzl stagcs. First, =h: fonsultant will conduct n brief revicw
sf axistine tank branch licansing policies and tholr :ffcctliveness.
This stage will incluce articul stion of Bank @0ali and alan pr.lilems
ag warc fve! hv the nenk and financinl inscitutiomo. Sacond, the .
Consultans will rrepare an nutline of alternative stratopies for the

Banl = veview, This ueline wiil duscritc ~lternative patterns ~f

branch sys: =e ‘nclviting aatdmas ! panftel asgrs ot ntaffing and

trainine reauirements; {t will alo: indicuce chiaf sivantaze 2u

disafvantagee Hf wach alcarnative uniler i aneladush zaographic, aocial, -
ecanomic. nand hankin: a:nditdizna, Third, afser the Nank has sclectud

a lizited number of sltornacives tor further {avestipgatiom, it will

visit fizelirn countTics which purcuc such stratecies tv leorm first~ -
hand of benefits and praotlecs Frurth, ~ftor ddocuvelion with the
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Wit Bae sdneBhaie ot seeane e al,oendtivins wild Lo srapardy tar
Bank review, torethor wath rieemnsniationg, The Jnk w1l selost ins
prefa.red alearastive(s’ I r ‘elaasiont.atden

5. Lonalne Bi.le.cncy toulled

*
mhe Consultant wall perform scuddee of lenddne officiency
and will ke reeommencaticre for chapras £ drareve ctfledeney an
roduce ¢ ots of admindstraci'n td bank hranchet an' tranoaesi s coacy
t. Lorriwerds, without doerificdng dncepriey of tho oanke,

These studics will incluze Lur not e limitl| te the
f~1lowine arees: s

a. Ralaxaticn of Loending Rostrictions

Tha Consultsnt will review lendine procrars to sce wherher
rostrictions can be ralaxed on loans for non-farm purplscs se that
loans for all types of purpose ara available In rural arcas. The
review will cover majer landin: prograns asad will ‘escribe restrictions
on loan purpnscs, particularly those programs which reduce avail-
abilicy of credic to nenfarm rural enterprisas,

. Stendard Lian Applicactiyn Systen

The Consultant will review rural lean application procecures
tas determine whather they can be simplified or standardized to specd
loan processing time and t. riduca casts, This review will lescribe
all steps in the loan applicatinn process including hut not limited
ta: application farms, collateral requirements, usa,‘C 9T purpeae
requirements, costatlishment of repayment capacity, aud Jther require-
ments und faoce.

¢, Loan Sanctininy Procclurcs

The Consultant will review luen sanctiunine jrocodures
with the ‘bjective of providing fraater authority to rural branch
manafers, Loan sanctisning authority ia renartedly still centralized
in somz financial inutituticns at reeirnal or Dhaka headquarters,
Decisicns reparding dalaration of authority € sancti'n liang ara
made by individual firancial insticnticns ind such authority is
sometimes witihel! fr gc A reasons such as lack of axperience. The
Bank sann.t Aireccly influence Sank decisions to delapace sanctisndng
quthorley; 2o Lo <daat.d £ oxezedoln, e a Bl SULUL N, U nimaquanitly,
the Consultant may have t. ¢ 'nduct worksh:ps or wse sther medda e
convince financial inscititliens t. laleyace aprropriate auchority,
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a, Shert=torm Chursas

1.0 Copuuttine a1 tden.ify anort ccarm trainin' - ursed in
rurnl finaned.l markets an! valatad su'jueeta da thy UL, ant thdrl
countrics which woulsd ‘¢ appronviine for seudor atafr of the Dank
end finaactnl instdruticas.  Theae adurses Are penarally oxpoceed act
tr excavd shrce mencho lurseivn,

2he Consultant will alss assfus in atkine areoarcenente fod
ne)ecte! “ff.cers te attond thesg coursaa at finane!lal ''r scademic
insticuticns.,

b, Ohservation Traininy,

In urdertaking various tashks, the Oonsultant will develrp
short-tern obsarvatisnal trainine programs for appropriata senicr
officers of the Bank and financial institutions. Scce of these
training programs may selate to! rudll vavin,e <:lilizaticn, loan
recovery improvement, branch rationalizaticn plan tasks and strength-
ening of tha Bank's \pricultural Cradit Department. Ochers may te
developed as approrriate,

F. Financial Scctor Review

1. Daca Basce keviaw

48 an initial step to Ye undertaken shortly after initiation
of work under the csntract, thu Consultant will concduct a short raview
of the availatle ¢ata hase t~ sclace informacion hbasca which vill ke
used in the financial sector review.

2 (] Paview

The Consultant will daainn and perform a fincaclal sacter
review in cuooperation with the Dank, financial instituticns, anz
ather intarestaed entities, The purrnae 2f this veview will ba t2
evaluate whather this project has accomplished its purprsa. The
roview alsc assess whether additicnal policy changes and supporting
activitles ars Jtesiratle and, (f s , will duentify specific areas
an! tasks, This review is expuctu! to start aftor mastc 1ctivicies
nave teen completad under this oroject. The Conmultant will nrepara
and sulmat . Che 4ane 1 Autailas work prosran at least throe months
ariar to ‘nitlation of work on todr ravicw, he worl :lan will
include: a Aascrinticn of inddviluel tasky, their sequancing any
{ntar-relaticne: A work schedule showing the numtor of nenle t7
be assizned, thair fuucticni, cstinated perscn-monchs of affore,
pericd of assignment ond location ~f wark tn “¢ porforme!; and
other rolovant inf.rmacicn,
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F. Ochoy Taske

The Consultant mav v aukal & asnfst the cank {n ace n-
plishine ~th¢r coskn untor thiyu projoet, ouch ax leval e An lncunt dva
svatuq f e 'ankers ®° eacouracs savines nelilizact o and Lan reeovery,
entoblishine a ponalty incuroat formuls, ot wvaluacdn furtlivr scesunte
ing chrnzea, Such tasks, 4f roquir ), vi11 b lefine” in consract
amendments from time t  timu,

G. Reperts

1, Consultant's Monthly Rerores
The Consultant shall saubmit a oenthly rregross report in
letcer f.rm to che wunk ane USald noc later chan the lUth of each
month, liscing fiel! pevsonnel, indicating ;rograess towarss complation,
citine any conscraints on pranresf, recrunmencingy correctiva acseins
and satting forch contract status ralative to axﬁcnﬂitur g of ﬂ»rscn-
months of effort and conctract funding,

2, Submission of Reports

All reporto and sorreepondence shall bte in Enclish, Ceopiaw
of all rernrts shall be submittod as follown!

a, Thrca copics to Mr, Kamal ll.in Almc !
Chiaf Officor
Apriculturas] Cradit Deparcment
dangladesh ank
P.0. Box 325
Dhaka, 3Sanulades!.

b, Two ccpias :n: Mr, Claude Reuce
USAID tisoisn/lanrladesh
G.,P.0, Nax 2543
Lhnka, fanvladlosh

.

III. TECHUNICAL PROPOS.L

A, Content ¢f Technical Fripesal

In senertl, the cesundenl rropasal ghoul ! foutnecrate Yy
the qualicy of lte contears o kaswledee of the 1'%acey warvices
roquiraments an A valorseandine f ¢! o pantands £LuMg ast f'eth
in the Sc.pe 3f Wark., Its contonts should incluce tut not e limited
to tha f:ollowinis

1. Advisory Servic.s COverview

Informati:n Jevonscrating an underatandine of tha advisory
services requircmunts, includiny actions taken tu Lecome fanmiliar
with the bank's requiresents, viaws nn the adequacy of the Scepe of
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e ANNEX  L-3

Work an? any tuggessed mo.ifdicnctiins or corments on thusa or
cthar important Aspucts.

2. Work Proeranm

Details «f the proposed aprrowch te she plinning and per-
formance of the ndvisory services, descrihins individual tacks,
their scquencing and intar-relatina, A time achelule, in bar
chart frru, indicactinn start and ond daces (from notdee €9 uriccal)
for such tasks, and CPM analysis indicatiny interdanendcnce amene
tasks shoul? '2 includad,

In rezard to the Scope of Work Taszk - (Loan Reesvery,
Improvemer.t) and Tirk ¥ /Flnanclil foctor wevivw), the rroposal
will include a preliminary werk plan, The actual work plans will
he sulmitted pricr to iniciation of work, 28 fescribed in the
Scope of Werk.

3. Orpanization and Luvel uf Effcrt

An crganization chart showing relaticnships anonp all
professional lavel perscnnel assi:red t> the advisory services
tasks and division of dutics. A work sche:lule indicating, for
orofessicnal, technical and clerical pusitions, number of peopla
to ba assignad, their functions, estimated person-months of
effort, period of assiznment and locaticn where work will ke
performed. Information cecncerning the worklead of the Consultant
and its a“ility to ccmolete the deseribed tasks should Le provided.
In reaard to the Scana of Wark Task 2 (Loan Reesvery Iaproverant)
and Task '¥ (Financial Sector Review), A prelininary estimate of
organization and lovel «f cffort will Yo sutmitted with the proposal.
The finil wirk schodule will he sulmitted prior to iniciacion of
work, as .lascribed in the scupe of wurk,

4, Staffinp

Resumes of work experionce and Lisgraphic /latn 2f avary
professicnal and key technicul staff memlier sund nutsice cxperts
t> ba asaisna! inclulinpg: natinnality; education, profusaiinal
qualifications and resistracion: chroncl 1deal axpordenc: rec.ri
{ndicatine years, job ecitle an! Jeseriptien, employer ant level
of respansibility; cverseas axpuricnce *y yearc ant country; and
watk performed relavant to the tasks Jescriliec in tha Scoie of Work,

5. Qualificaticne

The Comsultant may resuboit basic inf rmatlen concurning
itself previously subamicte’ as proqualifyiny; informaticn, Aay
additional infrrmasisn or wlaboratisn which fully 'emenscrateo the
Consultant's particular capability to perform the tasks Jescrited
{n the ferre of tork, should e provided. Full inf rmaticn, including




$ ¢.ﬂ'ﬂl". .'_1

Seaniard Forn 235 0r b fuer 1420-0 shoul! fo opreevided far any
firm prosssed as A sulacatrieior  roanerciate which wau ot proy goy
in the puasualiflcutd n inf srmacdss. Full infemncdion muee ‘e
nrovided concornine any ranalyludldl flem e ansociates ropoaedt o8

participate in this centracet,

n, naois far ULvaluation of Vronconls

Pranasnls #hall 13 Jvalunce? o the Yasio of oo
fFallawir: facturs.
- Quality of cho proposal as lemonatint, ! 'y ity scora,
detailud plannins and technical content.

- Undarstanding of the sarvices to o perferacd ns
Jemcnstrated Ly tha propisal centent and tank coverai.,

- Tntention and abilicy to 1ssinn expoerisnced, qualified
perscancl, toth tachnical and manaeerial, preferably
from ito cwn organization or joint-venture. In certain
arcas roquiring a2 high leprac of spacinlized interna-
tional axpericace, tha Consultant will Lo uxpected to
provilo such expertisc by associatien with ocutside
indivituals nr firmas,

-~ Intention znd alilicy to perform the work i 2
realistically timcly manner, utilizinp appropriate
staff lovels.

Seloction of o Coazultant ¢ perf rm rrofossional services
will nnt he =ale 7n the Yasis of price, Therefare, rrices Dust not
'a include! in tne preposalo,

C. Sclection nnd Negociaticn

The hank's avaluatien of preposals and selectisn ol the
Consultant mahal: 'e final and rot su' ject to further &) peal, The
Dank and USAID rascrva the right to reject any or all yripasals.

Uncn completdin f the cvaiuation, the pror sals will le
ranked in erder of avaluaced ewnalilicy ¢ porfem the renuired
sarvices. Unen aprpoval by USAID, neritiscicns wili ' scarced
Letweun the fun=rankad ~eapiaar and the tenl tower? sr s+t 1Lihnens
of coneract provisicns and coscts, In the event an afrecmint is n e
roached. negotlatione will “¢ terminatal pricr &2 fndcdacion of
nopotiacions with the sscend-ranked firm.
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5. Sulmizaicn t Fr.o o sale

1. Teehndenl mpopasale shoult ‘e vacedve’ 'y the 2' lrosaces
nade s el w1t Liter than eixey (20) lrys fro natlin e o this
requ.8t, Proposals shall .., forwnrded 1n on s rvelote anrhe! Meehnient
Frop seal f.r Advisovy Conouledn Sarvices,

2. Covdes of sho nroy o) d'oeld te Mregye | S eoch
the ¢ L owine

2. Threc eopdes ¢ 0 Mr, Samad JUln Aheec

: Chiuf Offiaur
¢ Arvienlruzal Cradit Lepartnens
ne Lk o2, Jank ML NfE1c0)

r,0, tiox 325
haka 2, “an la.enh

i» Onu cit'y b tr, Claude Hewcu
1'SAID Mission/! snpladenh
Lo,R.0, LIk 230D

Dhaka, -angladesh

a, One ooy &Mt Mr. Loy el sr
GAIUJTRIAKD-Rom 33274 Now Seate
sweney frr Intemnticnal Development
Deyarement £ State
washinyeon, D.C, 20523

IV.. PROPOSED CONTRACT

The ;r pravd cintract shall Lo 2 crat=nivd-fixed=teu tyZe 202
shall e nform t. the standart t,, 2 Mf agrecment uset by AT [.r en~
garing professicnal and tachnicsl services. Cellar and lvenl currency
ennes of the e.ntrace will ta finuce! Ly ALD.

The natinality Jf the consract'r shall 1a AID feorraphic
Code 000 (Unitu! Scates). The ¢ ntract’r Ey, hewaver, ou'eontract
vith firms 2n/sr inZividuals frie countrive listel In AlD veopraphic
Cole 941 (Sclected Froa World) an' Manvladenh, Natienalicty and scurce
relea are ‘esert' o' {n AID Han' oot 11, Chajeur 1 (Pracuresent f
Professiznal and Tacknical Scrvicas.)

Exacuticn ¢ tha concract ‘9 axmestal by APrroONs *aly
Aprdl 1, 1984, Tt 1s oxpactol that contract rerviees abiull eedn
within thirty (30) laye ‘[ cintract girnine,  Sute ‘atractiar of
contract services will not ‘e paroitte! with'ut the sricr, vricten

arproval  f UOLID,

Best Avancbla Dce craent
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DIRFCT CONTRAGT = [ROJEST REVIEW AUVTIROF

DRAFT TESMS 61 WFFERENCE

I. O JELTIV]

The rursise of thuse services is te assint USATD and the
- Banglatesh Hank in narformine varioug roviews Af orofect activities
to ngArgs norfrrmance in mecting th: araject vYUr nAe,

IT.  DACKIROUND

The Uanrladash Nank 43 undertakine 2 proluct te eroite an ot
nomicnlly viatle rural fipancial svetem which merhilizes davinus ant
nrovilcs credic facilitivs to private farmere nnd ontroprencurs, O
asaist the Bangladesh Menk, USAID {a finwncing technical nssictance to
speed implementation of nelicy chanyes and related procedural changes.
During project implementation and alss near praject completion, USAID
and Daneladesh Bank will concduct soversl reviews of the project tn assesa
whother it is meoting irs PUIPOARE and, 4if not, how it can be restruce

tured tn accomplish thusc Furposas,

III. SNOPE 0P WORK

The Concractor will asaist NSATD end Panpladoah Boank in
conducsine reviews nf prricat parformanca tn asanes whether the project
i meetin:® its PUrpOse, raptisularly wirh rospeet to majir aolicy
shances to ratiiralizi {nrorest rates, mahilize rural savinps, and

impreve l1o™n TECAVEDY .

Al

0, The Centractar will sutailc A wriften report at the con=
clusion of cach coneultancy, The repirt will Aeseribe work accomplished
and make recommendaticns as noprenriate fsr vach pordiod of censultancy.

I¥, W'RY SCHFDULC

The Contractor will pirfarm uot® six person-menths f sarvices,
The firat tw-~ ronsultancicw nre estimated at "me m'nth cach, to reeur
concurrentlv 2r cloge o, prnjcet reviews presentiy schoduled to hoidl
on Mareh 1, 1984, and March 1, 1983, Alsn, the Contractor will rarti-
cinaze fAr upte twr perscn menths near the coneluain of the project's
Financial Secsor Revicw, trasoptly ncheduled for comnletion about
March 1, 198A, Tic romainins twe pernen=ponths *f services will he

un'ertaken as mutuallv aerced,

Best Available Document
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SNNEX L-§
IR AR A YURAL TINMNCE PROJECT
TNICATIVE &0.UTTMLM LISY
USs$
Sadans, 1200 cc 2 § 8.000
Microbus, descl 1 7,500
Calculateres (with printor) 19 2,5%C
Calculaters (witheut »rirter) 10 1,506
Typewriters 20 10,000
Durlicav.nsg Machine 1 5,000
Phato Copiers 2 5,00
Minarrrash Machine 1 3,500
Trainins Aide and Ecuipment 15,000
“cooe~mputer  including equipment’, softwara
ant installacicr airesnditicnee ~a? 2 59,000
Jehumilificrs
(2) Accessrries ' ~ord:nhercir tneludine
qualiey ot oaartriv. §orme! chapnerod
rrinters, o .otcnra, axeoernal Lioepy
44al and wond leok drives, e oedorms
f~r zele~hore oomounicatisns.
/Y dvance ! trocramnic/eccmmunicaticons
srfrwarce.
Maintennace S Spare Pares 19,000
B ‘b2 ant Teri-din-ig 17,060
Tntal: $ 135,000





