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ANSTRACTY

Aflcr Independence of Bangladesh, all the private owned eonimercial banks were nationaii/,ei.l.
commonly known as Nationalised Commercial Banks (NCBs). Janata Bank one of the rare proll!
making nationalized banks in Bangladesh. Better management of funds and expenses is a major
reason for its success. All branches of Janata Bank are not profit earning branch. Some branches
are incurring losses every year. This study Ibcuses on two of the losing branches of Janata bank

to identily the causes of their l'ailure in making profits. This study focuses to find out basic

causes of incurring loss by the branches.

Janata Bank is the second largest Commercial Bank in Bangladesh which has iS47
branches including 4 overseas branches. Out of which 249 branches ( Urban 59 and
Rural 190 ) are incurring los.ses for consecutive five years. But Janata Bank has
declared that there is only ' 176 losing branches and rest of the losing branches are being
merged wiUi oilier profitable branches. At present, Janaia Bank has 671 profn branches. It is
estimated that about eighty percent ( i70%) of the total branches of Janata Bank arc
profitable and rest twenty (20%) are losing branches. Near about twenty four percent
(24%) urban branches and seventy six percent (76%) rural branches are loss incurring
branches.

In the current study, two losing branches of Janata Bank, namely Imamgong branch and
Nawabpur branch have been studied. For this purpose, their profit and loss accounts ha\'c been
analyzed to identity the reasons of their incurring losses. One of the prollt making branches of
Janata bank has also been considered. Three years data (from 2003 to 2005) have been used for
comparison between loss incurring and profit making branches. The bad loan and high operating
expenses arc the dominating causes for the losing branches. The study results show ihai
incrficiency on pan of the management o!' the losing branches in sanctioning loans and/or
controlling expenses result in losses over the years.

As the Janata Bank has the burden for provision of classified loan, the bank has to make greater
dilTcrence between interest on deposit and interest on credit. The prescni scenario of Janata hank
shows that the overall performance of the bank is satisfactory. So. i!' the top management

becomes aware of the causes of the losing branches and takes remedial actions in the matter, the

X1l
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losing brancheii cun overcome the position of losses and make tiiemsolves as pi'Olli makine
branches hke other branches of the bank.

I''om (he discussion with the stakeholder like bankers, it is gathered (hat lack of necossar\
deposit, non-rccovery of stuck-up advances, unskilled man power, iion-availabilit\' of
technology, bad communications etc. are main causcs for the loss in the rural branches. The
urban branches have all the facilities and scope for sizeable business but they are also incurring
loss. This study recommends that by adopting better management policy. .lanata iiank can

recover losses. Therefore, the bank should adopt better management policy.

xXm
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CHAPTER-ONE

INTRODUCTION

11 Context of the study:
“Money iind blinking is tlie centre, around
wliiclt all economic science clusters”.
— Prof. Marslinil.

Bank is being an institutions, Hrm, company or corporation, generally deals in the business
ol money and credit. In our country , according to Bank Company Act, 1991, any institution
which acccpts, for the purpose of lending or investment , deposits of money from the
public, repayable on demand or otherwise and withdrawable by cheque .draft, or otherwise
is called a bank (Bhuiya, 1996). Banks perform catalytic role in economic development in
a country. They act as intermediaries between small savers and users of fund . They arc
fiduciary institutions as they collect other peoples money and lend money to another
group of people with the objective of earning interest and other charges from transacting
fund transfers from one part and place to another. Banks are allowed to operate with much
smaller capitals bases unlike other companies as they are more closely regulated by the
central bank of a country . To protect interest of depositors 15-20% of deposits are placed
with Bangladesh Bank as liquidity reserve. Banks create money supply by lending money to
borrowers in a chain manner (Hagiie, 1999). In ancient days, keeping in custody other
people's money and lending a part of it were the chief fimctions a bank. Gradually these
functions we-re e.vtended, and others were added. Now-a-days, the dependence of comnicrcL*
upon banking has become so great that in a modern money econoiny, the cessation, even
for aday or two , of a bank’s activities would completely paralyze the economic life of a
nation. (Bhuiya, 1996).

Though proUt earning is the motto of bank but a good number of branches of NCBs
(Nationalized Commercial Bank) arc loss incurring for years together. Former Finance and
Planning Minister Mr. Saifur Rahman intended to close down the loss incurring branches of
NCBs and declared for merging of loss incurring branches which are incurring losses for last
five consecutive year which are profitable. The number of loss incurring branches of NCBs

which incur losses for last five consecutive years has been presented inTable-I
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Tablc-I
Sl. No. Name of the Banks No. of losing Branches
1 Jniiata Bank 249
2. Sonali Bank 212
3. Agrani Bank 142
4. Rupati Bank 82

SoLircfl: The Daily Juganior, on 23 March, 2002.

Janata Bank is tlic sccond largest Commercial Bank in Bangladesh having 847 brandies
including 4 overseas branches. Out of whicli 249 branches ( Urban 59 and Rural190 ) arc
incurriiiy, loss for consecutivc live years. However, Janata Bank has declared only 176
losing branches and rest of the losing branches are being merged with other proruable
branches. At present, Janata Bank's profit earning branches is 671. It is estimated that about
eighty percent ( 80%) of the total branches of Janata Bank are profitable and rest twenty
(20%) are losing branches. Out of loss incurring branches, about twenty four percent (24%)
urban branchesand seventy six percent (76%) rural branches are incurring losses.

For the matter of overall viability of a financia! institution, it is a common notion to close
down it’s loss incurring branch. It is estimated that around thirty eight (38 %) percent of
the urban branches of 'Naticnaiized Commercial Banks are currently loss incurring and
therefore, it is argued that these should be closed. On the contrary, it is also argued that
before taking such a strategy of closing down urbanloss incurring branches across the
board, it would be wise to rethink whether loss incurring branches can be converted into
profit earning branches, in this ease, not only overall amount of loss would be diminished

but also augment the extent of overall viability of a financial institution, If it is not

possible on the part of loss incurring branches to overcome their loss related problem, in

that case, closing down those loss incurring branches would be a belter decision. Buthow
to determine the curability or non- curability of loss related problemsof a loss incurring

branches so as the arrive at a correct decision regarding it’s closure is the concern of this

study.
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12 Rationale of the study:

The introduction of new branches by Janata Bank in the urban areas was a common
phenomena with an cxpcclation of making profit . But matter of great regret thai a
remarkable number of branches in the wurban areas are facing loss which was
undesirable to the bank .In [act, there may have so many causes behind incurring loss.
So it is necessary to lind out the causes to take necessary measures to over come the
problems . It is to be mentioned here that it is most rationale to study the topic like”
An evaluation of losing branches of Nationalized Bank in the urban area with special
reference to Janata Bank.” 'Because the findings and suggestions may help to over come
ihc problems and to make the branches profitable which will bring the ultimate benefits
to the nation. The researcher also assumes that the branches have got their licenses
from Bangladesh Bank having no feasibility study for opening branch in the urban
areas or may be overlapped by synonymous opening of branches by various banks. So,

study of such burning problem is most rationale for the interest of the nation.

13 Objectives of the stiidv:

The main objectives of the Study are as follows:
1 To identify whether the lossincurring branches complied all the rules and
regulation while in performing the lending activities.
2. To find w'hether economic condition of branch area has changed after the operation
started.
3. To compare advantages/disadvantages of merging of the loss incurring branches
with the nearest other bank branches.
4. To make a comparative analysis between profit branches and losing branches.
5. To compare the loan supervision between loss incurring branch and profit making
brandies of the bank.
6. To identify the recovery performance of the bank.
7. To make a comparison between the financial profit shown and the real there on.
K.To assess the credit structure of the banks understudy.

9. 'fo suggest the remedial and measures for preventing bank losses.
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1.4 Mctliodoloiiv of the stiulv:

Tlic study report were used both Primary and Secondary sources of data. Primary sources of
data collected were collection face to face conversation, supplemented by discussion, opinion of
the respective oniccrs and concerned people of the bank. Data were also collccted from the
sampled branches i.e Imamgonj branch, Nawabpur branch, Janata Bhaban Corporate branch
through a structured queslionnaire, containing queries like age, manpower, competitors,
location, average business transactions, details on deposits, advance, profit, performance of the
branches and practical work exposures from different sections of the bank.

Secondary sources of data required for the study were also collected from annual reports ol
the respective bank, Bangladesh Bank Report, Resume of the Activities of the Financial
Institutions in Bangladesh, various local & international Journals , News papers etc. Data
required from published materials like budget, quarterly reviews, operational statistics,

various statements were also collected.

15 Limitations of the Stiulv:
Janata Bank is one of the largest bank in the banking sector of Bangladesh. So it is difficult
for the researcher to analyze the performance of losing branches of the bank for the following
barriers:
It was difficult to get complete and up to date information because of secrccy of
the bank
There is a lack of sufficient data records and publications.
Losing Concern is most confidential of any bank. It is needed to get co-
operation from banking officer to gather experience of losing activities But
most of the banking officer do not talk about losing branch.
To make a meaningful and wuseful report, the first and the most important
requirement is to collect rccent statistical banking data from any authorized
research and /or bureau office but there is no available data,
*e Now the world is a globally netw'orking world due to advancement of IT. But it
a matter of regret that networking in our banking sector like other scctors has

not yet been developed. So sometimes it is difficult to get information from

internet.



Dhaka University Institutional Repository

1.6 Torminologics used in the study:
B;ink: A bank performs an essentially distributive task, service or acts as an intcriiiediary
between borrowers & lenders. However, a bank may be considered as the heart of a compiex
Unancial structure.
Bank Is tlic financial institution which earns profit through acceptance of deposit, extending
credit, issuing notes & cheque, receiving and paying interest.
JaiiUcr: Any person carrying on the business ofbanking is banker.
Bankrupt: The situation in which a borrower is unable to pay obligated debts.
Losing Bninoli: Loss incurring branches have been delmed as branches incurring losses for
consecutive 5 (five) years.
Profil K:u-niiig lirancli: Profit earning branch have been del'ined as branches earning profit
for last consecutive 5(t'ive) years.
Cliissifiod Loans: Any loan overdue for 3 months or more is to be subjects to adversely
classified.
Bad / Loss: Any loan overdue for 12 months or more become subject to loss/ bad
classification, !
Interest: This is paid on the balances outstanding to the credit of a deposit account. Deposit
rale generally follows the fiuctuations of base rate, being between 15 percent to 3 percent
bellow it at any time.
Loan Accounts: This is the traditional method of lending and it differs quite significantly in
operation fromthe overdraft. When aloan facility is granted a separated loan account is
opened in the borrower’s name; thefull amount of the loan is debited to the account after
disbursement and the funds credited to the current account for use.
< Monctaiy Policy: Monetary policy involves the direction of economic activity through control
of the supply and price of money, Government can attempt to infiuence the economy by
varying the quantity of money available to the country or by assumed that increasing the
supply of money will stimulate the cconomy while restricting it will depress the economy.
Inllation; Allow'ing uncontrolled expansion of the money supply.
Dcllation: Rapid contraction of the money supply.
Rcllatioii : .Allowing a mild form of inflation designed to gently stimulate the economy,
Disinllation: Amild form of defiation designed toslow down economic activity without

causing a severe depression.



Dhaka University Institutional Repository

Volume of Business (VOB): The business characlerislics of ihe branch (es) separately from ihc

poim ofview ofdeposits as well as Advancc. Here, VOB= Dcposit+Advance.
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CHAPTER-TWO

Evolution and Functions of Bank

2.1 History of evolution of b;inUing system:
ii) British period:

Banking was known in India long ago, wiicn tine rest of tlic world was in darkness

about it. Even in Manti Sanghita. we find that there was deposit banking in ancient India

(Bhattacharjee, 1964) Banking in one form or another is as old as civilization itself. The

earliest banks go back to biblical days, about 4000 years ago. We also know Ironi earl\'

records that the ancient civilizations of Rome , Greece ,Babylon, china, and Egypt all made

use of banks CKlein & Lambert, 1987) Even now a days, grocers, jewelers etc. receive

deposits IVom public. In the villages also, we tmd many money lenders even today's. But

the importance of these indigenous bankers is fast dwindling as they are notable to adjust

themselves to modern banking conditions. Banking in India is traceable in ancient Vedic ora.

Ancient bankers performed the functions such as accepting deposits, granting loan against

security, acting as bailey to customers, or as treasurers and bankers to the state, and

managing the currency of the country Also they used loan deeds. During Buddhist Period ,
Brahmins and Kshatiyas entered banking business. The concept of hundis or indigenous bills

of exchange come in use .(Ahmed 1992). During Mughal rule, indigenous banks granted

loans ibr both domestic and foreign trade assisted the state issued metallic coin and acted

as money changer, revenue collectors and bankers to the state . The banking house ot

Jcagath Seth's had great inllucnce and power .They Imanced trade , perfonned treasury

function and were trusted custodians of deposits (Ahmed 1992). How'cver ,the Jagath Seths
did not provide banking services. With the disappearance of the Jews from England in 1290.
the Lombard's and causines established themselves as bankers. So great was their inllucncc

that a street in the centre of London -Lombard Street-was named after them. It was their

customs to sit on a ‘banca’ or bench and transact their business. When the business failed,

the bench was Smashed and from this the word ‘bankrupt’ is derived. The Lombard's

carried out the business of money - changing and lending to merchants oi London und

anybody else who needed Hnance. Furthermore they bought with them their skills in

international trade , extending the methods of settlement between this country and continent

by the use of bills of exchange ( Klein & Lambert, 1987). In 1690 Massachusetts



Dhaka University Institutional Repository

printed "bills of credit’ to financeling Williams War a practicc that was adopted by some
of the other countries. These bills of credit become the first paper money introduced in the
British Emprise. A few "land banks" which issued bank notes secured by real estate, were
established. The certain of these banks as well as the issuance of bills of crcdit. raised the
ire of the British Parliament, which insisted on “sound” money throughout the empire (Reed
& Gill, 1989). There was a succcssion of Acts of Parliament that tried to restore contldcnce
in the banking system. On the first .measures was to allow the Bank of England to
established branches in various parts of the country. Another Act (1826) allowed joint slock
banks to be established with note issuing powers-providing they did not operate within a 65
miles radius of London. In 1833 another act did permit joinl-stock banks to operate within
the restricted area, providing that they did not issue banknotes .Since 1844 Balance Sheet
hiive .always been published. Commercial Banks in Bangladesh has been IUnctioning for the
last ceruuries. The bank of Hindustan was the first modern bank formed in 1770 by an
English Agency House in Calcutta but was wound up in 1832(Guru Datta, 1987) in Abrol
(1987) & Ahmed 1992).The East India Company and European private share holders mostly
owned these banks. The presidency banks had the monopoly of Government banking and the
issue of notes. In1876 the presidency banks act was passed and government had withdrawn
its capitals. The governments balances were kept in three reserve treasuries. The policy of
the Presidency Banks Act was to safeguard the interest of the government and also it
imposed restriction on all three banks to carry out the .business of banking only
(Ahmed 1992:30) In that period , the English agencies established mostly the joint stock
banks. After IS13,scvernl Joint Slock Banks were established by the British settlers in India
.but most of them could not banking business only (Ahmed 1992), Between 1861 and 1865
there was a mushroom growth of banking companies. Under thelndian management the
Oudh Commercial Bank was firstformed in 1880 followed by thePunjab National Bankand
the Alliance Bank of simla (Srinivasa-Raghavan,l955). The three presidency banks and
Indian Joint Stock Banks were established by the acts of Indian legislature. In 1860, the
principal of limited liability was tlrst applied to the banks(Ahmedl 992) The three presidency
banks viz. Bank of Bengal, Bank of Bombay and Bank of Madras were amalgamated into
imperial bank of India on 27.1.21. by the Imperial Bank of India Act 1920 .After passing of
State Bank of India Act 1955.n0.23 of 1955. The understanding of Imperial Bank of India
was taken over by the newly constituted State Bank of India. There was no separate
provision regulating banking till 1936. The state regulatory of banking companies started by

Indian Companies Ltd. 1936 which prohibited banking companies from
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carrying on business other than banking. Several events were rcniarlcable in the historical
dcvelopincnt of banking in India diiring the British rule e.g. the a) the imperial Bank of
India Act 1920 b)the Imperial Bank of India {amendmem)Aci 1934 c)the Reserve Bank ol
India Act 1934 d)the establishment of the Reserve Bank of India in 1935 (Ahmed .1992)
Sincc 1946, when the bank of England Nationaliization Act was passed , the bank lias been
totally owned by the government . its present day functions are [|)Bankers to the government
2)Managers the Equalization Account 3)Note issuing authority 4)Managcs the issue of
Treasury bills 5)Bankers to other banks and financial institution 6)Sterling banker to other
central banks and international organizations 7) Lender of last resort to the discount houses
8)Commercial Banking 9)Supervision of the banking of government policy. (Bharitacharjce.

1964).

b) Inikistan Period:

In undivided India, the areas that were covered by Pakistan had been fairly well provided
with commercial banking facilities. In 1947, there were 46 scheduled banks in the Pakistan
territory. Prior to independence in 1947, there wcre about an equal number of scheduled and
non- scheduled bank branches in the subcontinent. In March 1947, number oi Indian
scheduled bank offices in undivided India were 3,496 ofwhich 631 were in Pakistan . Of the
total number of bank offices (631) , 487 were in the West Pakistan (77%) and 144 were in
the East Pakistan (33%) , Banking facilities in East Pakistan were mainly provided by small
and mostly non-scheduled banks. The importance of non-scheduled banks in Pakistan declined
steadily over the years ( Mcenai, 1966)

The bank offices which belonged to India almost closed their business. Only a few
remained in name but witholLit business. This resulted in a sharp curtailment of banking
business in Pakistan. The country has two banks owned by Pakistani national. In hast f~akistan.
number of bank offices remained unchanged but banking functions reduced sharply due to tlie
fact that non-Muslims had withdraw all their deposits and went to India. In June 1948. ol
the total bank offices (195) that remained in Pakistan, 8L were in the west Pakistan and 114
were in East Pakistan (Srinivasaraghavan, p.569 in Islam p.26)At that time. Pakistan banking
system consisted primarily of non-Indian foreign banks. June, 1947, Nineteen non- Indian
Ibreign bank offices and a number of Indian banks were in limited operation. Prior to
June, 1947, only one muslim managed scheduled bank. Bank of Bahawalpur limited, was
functioning in the Pakistan territory. The Habib Bank Limited which was established in 1941

transferred its head office to Karachi after partition (Andrus & Mohammed, 1966). Due to



Dhaka University Institutional Repository

management inefficicncy and unwise policies , tiie non-sehedulcd banks had been gradually
weeded out over the years. In 1949, the number of non-scheduled bank offices were 704
in Pakistan. The number declined to tliirty as on June 1966. of which ihirteen were in
West Pakistan and seventeen were in East Pakistan (Meenai, p. 16). A negotiation agreemeni
between the Government of India and Government of Pakistan was passed to serve the
Reserve Bank of India as monetary authority in Pakistan from 30" September. 1947 to June,
1948 (lbid, p.16). The reserve Bank of India discharged all central banking (unctions and
operated in Pakistan.

To recovery from the disrupted situation in banking system, the State Bank of Pakistan (SOP)
order was promitlgated on 12 May, 1948 by the Government General of Pakistan .The SBP
order has been amended from time to time and embodied in the Slate Bank of Pakistan Act
1956. The State Bank of Pakistan (Central Bank) was opened on I July, 1948. The State
Bank of Pakistan and Government encouraged Pakistani banks to open new branches. The
State Bank of Pakistan took many initiative to foster the banking system. The state Bank of
Pakistan held powers issues notes, had influence on availability, cost and use of credit.
Scheduled banks had to maintain 5% of their demand and 2% of their time liabilities lo the

Slate bank of Pakistan as reserve. The State bank could change bank rate, cost of credit and

amount of credit supply. The banking companies ordinance, 1962 was passed by replacing
several related acts, empowering State Bank Pakistan to control credit, to give direction lo
the scheduled banks regarding advances, margin and interest rate. It could inspect a bank,
e.xamine affairs, order to change bank management etc. The State Bank might also prescribe
the bank to maintain within Pakistan a certain percentage of assets their against their deposit
to ensure that funds were not substantially used outside the country. The scheduled banks
had lo maintain 20% of their deposit in the form of liquid assets such as cash, gold and
unencumbered approved securities lo ensure a reasonable degree of liquidity.

Under the guidance of State Bank of Pakistan, the Institute of Bankers was established in
September, 1951 lo facilitate studies in banking and lo develop the profession. Under the
guidance of State Bank of Pakistan, the National Bank of Pakistan was established (1949) as
a quasi- public commercial bank to take over agcncy functions of the SBR (1952) for
tran.sacling government business and managing currency chests at places where he SBP did not
have a office of its own which were previously performed by the Imperial bank oMndia (
Andrus & Mohammed. 1966), The State Bank of Pakistan had undertaken promotional
activities in establishing new institutions such as the Pakistan Industrial Credit Investment

Corporation (PICIC) , the Pakistan Industrial Finance Corporation (1949, PIFCO) . ihe

- 10-
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Agriculture Bank of Pakistan (1958-59, Successor of ADBP) , the Eastern Mcrcantilc Bank
etc.

The National bank of Pakistan was established in 1949 with six offices in casi Pakistan,
located at Narayangonj, Mymensingh, Chandpur, Raagpur, Khulna, and head office being at
Karachi. In march 1950, it started commercial banking functions . the National Bank of
Pakistan primarily continued financing in the trade in jute, cotton and other agricultural
commodilies. On 31 December, 1964 it had 443 branches in Pakistan and 7 abroad. The
Habib bank Limited was established in 1941. It was the only scheduled bank which had
transferred its head office from India to Pakistan during partition. It started its function with
two offices in Pakistan. By the end of 1964 it had 325 branches in Pakistan and 6
branches overseas. The National Bank of Pakistan (1949) and the Mabib Bank Limited
(1941) greatly contributed to the development of commercial banking system in Pakistan .
Another contributing event in the development of banking system of Pakistan could he
observed in 1959 when the appointment of Credit Inquiry Commission was made to e,\aniine
tlic credit facilities to agriculture, business and industry. The commission identified problems
and made recommendations for the development of credit activities in the country.

Pakistan Industrial Finance Corporation (PIFCO) was established in June, 1949 to finance
exclusively the industrial concerns through grant of loans ; underwriting stocks , bonds and
debentures; and by raising loans inside and outside Pakistan. Between 1948 and !965 . about
27 banks were incorporated as scheduled banks of which the following were remarkable :

Muslim Commercial Bank Limited (1948) , Bank of Bahawalpur Limited (1947), National
Bank of Pakistan (1949) , United Bank of India, State Bank of India, Punjab Provincial Co-
Operative Bank Ltd., National Commercial Bank Limited (1958) Agricultural Development
Bank ofPaki.stan (1961) Standard Co-Operative Bank Limited , Eastern Banking CO-Operation.
United Bank Limited (1959) Eastern Mercantile Bank Lirnited (1959), Union Bank Limited
(1959), Standard Bank Limited (1963), Premier Bank Limited (1963), Mabib Bank
(Overseas) Limited (1952) (Banking Statistics of Pakistan, 1960-61, Department of Statistics .
State Bank of Pakistan ).

Scheduled banks incorporated in Pakistan which had offices in East Pakistan with their
number of branches (in bracket) as on 30*'June, 1965 were : Australasia bank Limited (7).
Bank of Bahawalpur Liniited (2), Habib Bank Limited (103), Muslim Commercial Bank
Limited (50), National Bank of Pakistan Limited (152), Agricultural Development bank of
Pakistan (49), Eastern Mercantile Bank Limited (33), United Bank Limited (111), Union

Bank Limited (3), Industrial Development Bank of Pakistan (3), Standard Bank Limited (7).
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Commerce Bank Limited (13), and Eastern Banking Corporation Limited (2) [Banking
Statistics of Pakistan, 1964-65, Department of Statistics, State Bank of Pakistan ]. Among the
banks , Eastern Mercantile Bank Limited and Union Bank Limited had head offices in the
East Pakistan and both were located at Chittagonj. The head offices of other banks were in
West Pakistan and mainly at Karachi and Lahore.

A brief review of Schedule banks offices by nationality since 1948 show a gradual increase
in the number of Pakistani banks and their branches whereas a gradual decrease in the number

of foreign banks and their branches presented in Table-2.

Tablc-2: Trend of Banks and Branches in Pakistan by Nationality:

June cach Pakistani Banks Foreign banks Total
Ycar Banks Brandies Banks Branches Banks Branches

1948 23 34 172 33 195
1950 31 121 36 202
1955 163 27 32 251
1960 10 358 19 72 29 430
1965 16 1521 20 70 36 1591
1970 18 3247 18 65 36 3312

Source; : Blinking .SlaliMics ofP.Uisiaii, |'W-6., Deparlrncm of Sialistics, Slaic lonk of Pakistan; and Pakisian liamomic Survcv.

1970-71, MOF. GOP, Islamabacl, P-60

In Bengal , the rural informal credit was part of the social economic and trade cuKure .
1'raditional Mahajans were goldsmith and Hindu businessman ,especially ‘'baniyas’ who
acted as money lender since long. But many have left for other areas of India and theii
place in money lending was taken by the Muslim Ilandowners (Maloney and Ahmed.
1988;49),After the Pakistan of British India into Pakistan and India , the territories now
from Bangladesh bccome integral part of Pakistan and was called East Pakistan
immediately after independence as aforesaid in e in 1971, the new government had to take
over management and ownership of allsuch institutions. The Banks Nationalization Oidor
1972 was issued to nationalize banksand financial institutions (except those incorporated

abroad) in order to control chaos in field of ownership, party, bureaucracy, the intelligentsia,
and prl947 an expert committee was appointed to study the issue of banking in the then
Pakistan. On the recommendation of the Expert Committee, the Reserve Bank ol India
continued its function of Pakistan up to 30" September, 1948 and thereafter the State Bank

of Pakistan . having been establishment on July, 1948. Started functioning and assumed
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full control of banking and currency . By the date Bangladesh proclaimed independence .there
were about 14 scheduled banks with about 3042 branches all over the country. Some foreign
hanks were also functioning in Pakistan on that date ( Bhuiya, 1996) .

The State Bank of Pakistan mainly initiated the branch expansion program. During the
Pakistan period .the banking vocabulary was enriched by increased use of several concepts
such as economic knowledge of banking , bankers, approach to national objectives, socio-
cconomic regeneration, public interest, profitability liquidity, welfare, community enicrprise.
credit policies, interest of deposits & sharehoiders etc.(Ismail & Uzair,1967) . Pakistan
government policies and arrangement allowed a group of Bengali entrepreneurs to establish
industrial units with a minimal investment. This was however a political process initialed by
the West Pakistani ruler with an attempt to create a loyal Bengali Capitalist class. The role
of promoling Bengali Industrial entrepreneurs w-as ably supplemented by the policy owned

orcontrolled Hnaneial institutions (Ahmed 1987).

¢) Biinking in Bangladesh:

Banking system, after independence of Bangladesh in 1971, have been more dynamic.
Attempts have been made towards attaining economic growth. The scheduled banks have
been striving to allocate mopped up resources among different sectors. They have been
following a policy giving preferential treatment to sectors like industry, agriculture, e.\port.

self employment etc. After independence of Bangladesh, banks and financial institution.s

operating here (except those incorporated abroad) were nationalized by the Banks
Nationalization Order 1972 (also by a separate order for financial institutions) By these
orders six nationalized commercial Banks (NCBs),one Industrial bank (BSB). one agriculture
bank (BKB)., and one industrial development financial institution (BSRS) were ereatcd.

After independence in 197), the nationalized banks and foreign banks constituted the total
banking system of Bangladesh. The State Bank of Indiaopened one branch during July-
September, 1975. In 1975, he four foreign banks operating in Bangladesh Were; (a) American
Express International Banking Corporation, (b) Grind lays Bank Ltd , (e) The Chartered bank
Ltd . and (d) State bonk of India. Now, there are twelve foreign banks i.e. American
Express bank Ltd.. ANZ Grind lays BankLtd., Standard Chartered Bank, State Bank of
India. Ilabib Bank Ltd., Citibank N.A., Banque Indosucz. National bank of Pakistan.
Muslim Commercial bank Ltd.. Society General bank, Hanil Bank, and Hong Kong Bank |
Scheduled Banks  Statistics, September-December, 1997]. Investment Corporation ot

Bangladesh was established in 1976 and Grameen Bank in 1983. in the years 1983 the
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Government allowed private sector to participate in ihc banking business. The Pubali Bank
and tiie Uttara Bank have been Iransferrcd to private sector with effect from January 1985.
This action reduced the number of NCBs to four. Rupali Bank has been reorganized as a
public limited company from 14" December, 1986. Rajshahi Krishi Unnayan Bank was
established in 1987 through a bifurcation of the offices of Bangladesh Krishi Bank of
Rajshahi division. Bank of small Industries and Commerce Bangladesh Ltd. was established

in 1993 ( Islam, 1998).

2.2 Functions of the Bank:-

On being asked the rote of their own banks in the banking system, ail respondents see the
role of iheir bank as the provider of both short and long-term finance toindustrs.It
appears that the NCB’s were forced into long term borrowing by the Government of loilowing
the failure in the 1980% of the two DFIs in promoting the industrial sector’. About the
desirability or necessity of a specialized Industrialized bank in Bangladesh, there was
unanimous agreement as to the need specialized industrial bank in Bangladesh. According to
the opinions of bankers working in private banks in Bangladesh, an efficient and well-
managed industrial bank in necessary in Bangladesh.Commercial banks should provide siiori-
term working capital loans. Long- term finance should be the province of an industrial bank
becalLise long-term finance is different from short- term finance. Industrial Banks should also
provide ventLire capital. One banker stated: ‘a specialized bank isa must for expediting the
growth and development of industries in Bangladesh. In Long term run, commercial banks will
not be able to supervise and monitor industrial credit effectively. Only one industrial bank can
meaningfully provide logistical support and infrastructure for industrial development. One of
the DPI bankers made the point tliat an entrepreneurs development institute should be created
as a precondition for the establishment of a specialized of a Industrial bank. This caveat
rellects doubts about the capacity and intentions of entrepreneurs (Jahan & Neill, 2003).

Bank is being an individual,~finn, Company or corporation, generally deals in the business
of money and credit is called a bank. In our country, any institute which accepts, for the
purpose of lending or investment, deposits of money from the public, repayable on demand
or otherwise and withdraw able by cheque .draft, order or otherwise is called a bank. Bank
and Banking are classified into different types according to their structure and functions.
Depending upon the flLinctions, we have three styles of banking : deposit banking, investment

banking , and mixed banking. We can easily understand group banking, chain banking , and
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correspondent banking. In the first type group banking arc two or more banks which arc
separately incorporated are brought under the control of a holding company ( which may or
may not be a banking company itself). Chain banks separately incorporated banks which
are brought under a common control. This process of integration is achieved by a dcvice
other than a holding company. In the category of Correspondent system, banks are linked
together through deposits by smaller banks of some of ihcir cash reserve with bigger banks.
The bigger banks are usually called correspondent banks.

Deposits banking is based on the belief that banks are custodians and trustees for the
majority of depositors; a large proportion of this money is payable on demand. Bankers keep
large part of their assets in the form of cash or highly liquid assets ; commercial banks are
bound to concentralc on short- term loans. This type of banking is good for the protection

of depositors as well as for the safety of the banking system. England is most inclined to

promote deposit banking.

industrial banking or investment banking was popular in Germany, where a number of such
banks were formed after 1853. These banks helped float new concerns and funds in
purchasing share and debentures of industrial concerns. A system of industrial credit account
was formed in Germany ; industrial units were given loans to met their working capital
needs. (Kutty, 1979) . “Investment banks are organizations which assist business corporations
and government bodies to raise funds for long term capital requirements through the sale ol
shares, stocks and bonds, Generally . they purchase entire issue of new securities of the
business corporations or of governmental bodies and reissue them for public subscription at
a higher price,(Shekhar, 1977).

Mixed hanking is typically Indian. Indian banks largely follow the British pattern. Only
short term loans are given to industrial undertakings. How-ever, banks participate in long-
term fmancing in n indirect manner ; they purchase shares and debentures of industrial
ventures and also make advances against shares of the Industrial Finance Corporation and
State Financial business ( Kutty. 1979), Ordinarily, all functions of a bank in the course of
its business Companies Act 1991 (Act 14 of the word ‘“‘banking” has been defmcd to mean
the accepting for the purpose of lending or Investment of deposits of money from the
public, repayable on demand or otherwise and withdraw able by cheque .draft, order or
otherwise, I13ut any company which is engaged in the manufacture of goods or carries on
any trade and which accept deposits of money from the public merely for the purpose of

Unancing its business is excluded from being deemed to transact the business of banking.
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“banking as the business of dealing in credit” (USA Act of congress) Defines Bank ns
"Institution which appeals to the public for deposit” (Swiss Law),

Bankers have now a days deal with a large number of matters. They serve as custodian
medium of exchange, they help economic activities of a country. There is no denying in il
that capita! formation is the key of development of modern nations. Bankers collcct small
amount of money from the people and help in the formation of capital and simultaneously
lielp in the development of industry ,commerce, trade, agriculture etc. by providing loans and
advances to entrepreneurs imports into and exports out of a country are fmanced by banks.
'They advance money on securities and issue letters of credit, travelers cheque, credit notes,
circular notes etc. To customers wishing to travel abroad. The ever expanding sphere of
bank activities may be presumed from following list of forms of business, other than
busijiess of banking as defined above. Which a banking company or bank may engage itself,
ilamely:-

(i) ihe borrowing , raising or taking up of money; the lending or advancing of money eitlier
upon or without securities ; the drawing making ,acccpting, discounting, buying, selling,
collecting, and dealing in bills of exchange, hundis, promissory notes, coupons, drafts, bills
of landing, railway receipts, warrants, debentures certificates , scripts, participation term
certificates, term finance certificates, musharika certificates , mudaraba certificales and such
other investment as may be approved by the Bangladesh Bank and other instruments and
securities , whether transferable or negotiable or not ; the granting and issuing of letters ol
credit, the exchange buying, selling and dealing in bullion and species, the buying and
selling of foreign including foreign banknotes; the acquiring holding, i.ssuing on
commission, under writing and dealing in stock , funds, shares , debentures stock, bonds,
obligations, securities, participation term certificates, term finance, certificates, musharika
certificates, mudaraba certificates and such other investments as may be approved by tlie
Central Bank and investments of all kinds; the purchasing and selling of bonds . .scripts
or other form of securities, participation terms certificates, term finance certilicates.
moderaba certificates, musharika certificates and such other investments as may be approved
by the competent authority of a country , negotiating of loans and advances; the receiving of
all kinds of bonds, scrip’s or valuable on deposits or for safe custody or otherwise; the
providing of safe deposit vaults; the collecting end transmitting of money and securities.
(i)acting as agents for .the Government or local authority or any other person or
persons the carrying on of agency business of any description including the clearing and

forwarding of goods, giving of receipts and discharges and otherwise acting as an attorney
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on bt-hair of customers, bui. excluding the business of a managing agent or treasurer of a
company;

(ili)  Contiacling for public and private loans and negotiating and issuing the same;

(iv)  (he an'ecting. insuring, guaranteeing, underwriting, participating in managing and
carrying out of any issue , public or private, government ,municipal or other loans or ol
share stock, debentures or debenture stock of any company, corporation or association and
the lending of money for tire purpose of any such issue;

(V) carrying on and transacting every kind of guarantee and indemnity business;

(vi)  purchases or acquit ion in the normal course of its banking business of any property,

including commodities, patents, designs, trade marks, and copy rights with or without buy-
back arrangements by the seller or for sale in the from of hire purchase or on deferred
payment basis with making or for any other mode of financing

(vii)  managing selling and realizing any property which may come into the possession of

the

company in satisfaction or part satisfiiction of any of its claims ;
(viii) acquiring and holding and generally dealing with any property or any right . title or
interest in any such property which may from the security or part of the security for any
loans or advances or which may be connected with any such security;
(ix) undertaking and executing trusts
(X) undertaking the administration of estates as cxecutor ; trustee or otherwise (Bhuila.

19%).

2.3 Fiiiictions of Commercial BnnU:

Modern Banking is a fairly complicated business. The modern banker has three ancestors :
the merchant, the money lender, and the goldsmith. The old institution of the money-lender
was something similar to the modern bank. But the primitive methods of usury are wholly
different from modern banking. According lo the R.S. Sayers, a bank is an institution whose
debts ( usually referred to as bank deposits) are commonly accepted in final selticmenl ol
other people's debts. The most important kind of banking institutions is commercial banks. In
fact when the word 'bank’ is used w'ithout any prefix, it generally refers to a particular types
of institutions- the commercial bank. To define commercial bank as which is concerned with

accepting deposits or otherwise and withdraw able, by cheque, draft, order or otherwise and
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employing ihc deposits so pooled inilk* form of loans and invcslnient to meet financial
needs ol'bLisiness and other classes of the socicty {Shrivastavan, 1955).

A commcrcial bank is a banlc whose primary business is to hoid deposits and make loans
and investments with the objcct of scciiritig proHts for its shareholders. The foilowlng arc
the main functions of commcrcial banks:

ii) receiving deposits from the public ; b) giving loans and advances ; c) using the clieiiue
system ; d) transferring of funds and e) miscellaneous functions. Commcrcial banks have
come to occupy a very important place inthe economic life of countries all over the world,
Banks promote the economic development of countries. They promote industrialization and
trade and conimcrce. They mobilize savings and help capital formation, banking is playing an
increasing important role all over the world, As repositories of saving commercial banks
provide to their customers with a range of instruments to choose from current deposits
repayable on demand and savings deposits for individuals to fixed deposits for various
terms apart from variety of deposits tailored to the individual depositors needs. Thus
deposits which are generally accepted by the bank arc of different types, important being-
current, saving, and fixed deposits. Deposits accepted under currcnt account are witlidraw
able on demand by drawing chcques. The depositor can run down money from this account
any times he likes. But he will not be permitted to withdraw more than his deposit in the
account unless there is an arrangement to overdraw the account. The bank does not pay any
interest on current account , Current account holders mostly come from business community.
Commercial banks also accept deposits from people through savings account. Saving deposit
scheme is intended to promote thriftiness among the lower incosne groups of persons, i-ixed
deposits are accepted by commercial banks for fixed period of time. Fisied deposit holder
can w'ithdraw the money only after the expiry of specific period. Such deposits are also
know as ='Time deposits”. Banks allows interest on the deposit for the period which is
usually higher for longer periods.

The second major function of commercial banks is that of employment of funds in different
sectors of the economy. Commercial banks utilize their funds by way of granting loans and
advances investing in industrial securities and by underwriting industrial issue. Major portion
of fluids is employment by commercial banks in loans. A commercial bank provides varied
types of loans to wide variety of sectors of the economy. Banks loans can be classified in
a variety of ways, according to form security, maturity method of repayment, origin and
purpose. By form, bank loans can be categorized in four groups: loans and advances,

overdraft, cash credits and bill discounting. In loans banks makes an advances ina lump sum
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which is repaid in one single installment. Once the loan is sanctioned the boirower is

required to draw out the amount and pay interest on the whole amount sanctioned as if it

has been sanctioned. An overdraft is an arrangement whereby the customer is allowed to

overdraw his account. It is usually granted against some collateral securities, In cash credit

arrangement the customer is allowed to borrow up to a certain limit against either a bond

of credit by one or more sureties or certain other securities. It may be secured or

unsecured depending up to credit standuig of the party and relationship between the bank

and the borrower. By securities, bank loans may be secured or unsecured. Secured loan is

made on the security of spccitk collateral, viz., stock in trade, account receivables, plant,

equipments, and premises, corporate stocks and bonds, gold silver, era. The basic requircmeni

of such assets is marketability. Banks generally prefer to provide secured loans because

security provides additional protection against risk of non-payment of loans. Unsecured loan

, also dean loan, is granted against the promissory note of the borrower. Unsccurcd loan

are highly risky. Such loan are generally provided to industrialists. By maturity bank loans

may be classified into short, intermediate and long- term loans. Short-term loans are provided

fora period of less than one year, intermediate loans carry maturity period trom one to li\'c

years and long-term loans are in excess of five years.

Commercial banks in India following British banking practice have confined their operations

to short-terms lending and have until recently abstained from term-lending busine.ss. In rcccni

years the banking system in our country has shown remarkable resilience and vitality, li has

tended to adapt itself to the sweeping changes in the economy with the consequence that

there has been an interesting diversification of banking hinctions. Commercial bank loan can

also be classified according to method of repayment as lump sum loans installment loans. In

lump- sum loan usually reterred to as ‘straight’ loans the borrower is required to repay ihe

entire principal amount at one fnial maturity date. Bank loans can classified according to

the purpose for which loans were sought by the borrowers. Thus, bank loans may take the

form of commercial and industrial loans, real estate loan, loans to other banks, loans to

other fmancial institutions, loans to brokers and dealers in securities, loans to farmers and

loans to individuals. The classified is made on the basis of information w'hich the bank

collects regarding uses of the funds requested.

Besides functioning as repositories of deposits and employer of funds, commercial bank

perform a number of functions to render variety of services to their customers. |hese can

be categories in two broad group :the agcncy functions and general utility Uinctions. A bank

acts as auent of its customers in various ways. It undertake on behali ol its customcis
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paymL'iil of' subscripiion insumnco premium, n;nts, income tax, ctc. and collection of chcquc,
bills, snlarics, pensions, dividends, interests, etc. It purchase and sells on behalf of its
customers share, stocks, debenture and bonds, on the stock exchanges. Banks also arrange to
iransfer money Irom one place to another by means of cheque or bank draft by mail
transfers. They also act as a representative or correspondent for their customers. They act as
trustee, executor, administrator and attorney. Commercial banks perform a nuniher of
functions which are of general utility nature. These include the arc keeping of valuables and
documents, issue of credit instruments to enables easy transfer of funds from one part of the
country to ihe other as referee for their customer.

In England commercial banks used to be referred to as joint stock banks. Commercial
banks are also called clearing banks ; this again is fashionable in England. In the United
States, the commercial banks is commonly used ; they are also referred to as the member
banks. In Western Europe, commercial banks arc called credit banks ; they are distinguished
from investment banks. But in al pars of the world, atypical branches scattered all over the
country (Kutty, 1979). The basic objective of commercial bank management is the same as
lhai ibund in other proUt seeking organization. Decision making in commcrcial banks must
be done quickly and decisively. Customers deserve and in fact demand efticieni. expeditions
fuiancial services and prompt decisions on many fmancial requests. The management cycle
in every business consists of several steps or procedures such as planning . organizing and
controlling designed to accomplish a desirable end. Although there is no established point at
which to start. Wc begin with planning, probably the most impotlant procedure in the
management process. Planning is the activity through which a business lirm charts its
future course of action. The end result of planning is to develop a strategies for utilizing
the resolLirces of a business within its projected environment so as attain its overall
objectives. Planning important bccause of the competitive environment within which banks
operate and their desire to improve efficiency that will, it is hoped . result is increased
growth, which in turn will result increase in the return or equity . Planning is an excise ;
Infect, the process may be as useful as the plan itself in that it requires management to
look ahead, recognize problems and search for solutions to them. A schcmatic diagram of

commercial bank pkinning is shown in Figure-1.
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Figure I: Planiting Arraiigeincrit in ;i Commercial Bank

2.4 Coiitrollinu Orunns of R;inkin» Svstcni:-

I'o implenient siratcgics and attain objectives, work must be performed ; consequcnliy. someone
must lead and direct. There arc many types of organizational structures. Tlicy arc cllicient it
they facilities tlie accomplishment of objccts by people. Although all banks do not have
the same organizational slructure , there are great similarities. Part of this is due lo bank
regulations and part to tradition .By law .a bonk must have a board of directors and certain
committees and officers. Banks in general are highly departmentalized. Departmentalization
in banking, as in other business organization, results from the inability of oneperson Ilo
perform all the tasks connected with one group of activities. It is anoutgrowth of a need
to assemble the specialized knowledge that develops from an increasing volume and from
the complexities of bank operations and the varied services rendered to customers.
Departmentalization enables improved and expended services to customers, develops move
efncienl ofdcers and employees and reduces the cost of operation.

1'hc organization of banks for management purpose also varies because of differences in size,
personalities and capabilities of officers and employees; the importance of the dillcrent
function performed and services offered; and the work load of the bank. The number of
employees also varies from on to another {Reed & Gill, 1989).

iVlanagcrs must make decisions regarding a broad range of new issue that formerly did not
affect the industry and the decisions are increasingly complex because of changc in the
economic environment competitive pressures and regulation. The main focus on commercial
bank risk management. Because regulatory differences are rapidly disappearing between

commercial banks, saving and loans, credit unions, and investment banks, the conccpt and
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decisions models apply generally to any of these firms and others that make loans or
acccpt deposits. Thus, while the term‘bank’ serves as an abbreviation for commercial bank,
the analysis encompasses the behavior of other financial Institutions. The purpose is to

introduce and apply financial concepts to the fundamental decisions that bank managers

make ( Koch & Donald. 2000).

Three Forms of Bank Organizatioii:-

The different legal forms of bank organizational in the banking industry are three type: (i)
the unit bank, which limits its business to a single bank location, (ii) the branch bank
which has a number of branches for its banking operations as well as the main office, and
(iii) the holding company, which holds controlling stock interests in a group of banks. Holding

company banking is also sometimes called group banking, because a number of banks are

associated togelher in a network of banks.

) Unit lJanldiig /Organization of small Banks:-

Some unit banks have grown to kirge size, even through they may be operating under
stascs restrictions severely limiting or completely prohibiting the establishment of branches.
Through correspondent relations with other banks they have been able to provide their
customers with service that would be unavailable if they had to rely entirely on their own
resources, 'iiut the inability to establish branches restricts the ability of a unit bank to
provide al least some of the services which its customers might desire. The following are the
merits of unit banking. First, local resources can be well utilized for developmental purposes.
Sccond, the unit bankerknows the locality well; he knows the customs and prejudices
prevailing there. This can be beneficial to serve the small community in an effective
manner. Third, the management will be easy and there will not be much chances of fraud

and irregularities (Kutty, 1979). A hypothetical organization chart for a relatively small unit

bank is presented in ngure-2.
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Figure 2: llypotlieticnl Or<;ljiiiization of a Unit B:uik.
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Sourco 1Zdward W Rccd and Cdwafd K Cill. USA. New Jersey 19S0.
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(i) Braiicli BiiiiUiiig/Oi ganiziition ill large Bank:-

Wlieti branch banking is permitted, large city banks have branches not only within the legal
limits of the city, but in the greater metropolitan areas as well and perhaps Ilhrou”h ihc
entire state. With the increasing in banking functions, it is impossible from the stand point of
the span of control principle, for the chief executive to administrator all of them.
ConscqlLiently, different functions that are similar in  nature arc grouped together. For many
years the loan and investment functions were separate and to a ccrtain degree, completed for
funds. Obviously, these two functions should complement one another since the size of the
hivestment and loan portfolios varies, depending on thestage of the business cycle. It is
logical that one person could more effectively manage the overall function, keeping in
harmony with the banks objectives. The asset management group shown in a hypothetical
organization of a Branch Banking System ( Reed & Gill, 1989). The following are the
advantage of branch banking. First, there is theadvantage arising from large fmancial
resources. Loans and advantage can be had on a large scale ; and more particularly, it can
meet any financial crisis because of its financial strength. Second, branch banking can
command greater efficiency in management. Third, in view of the vastness of the area
which branch banking can command , there are greater possibilities of diversification
relating to both deposits and assets. Fourth, there is proper distribution of capital. It is easy to
transfer capital from surplus areas to areas which are in need .of capital, arising from large
financial resources (Kutty, 1779). A hypothetical organization of a Branch Banking System

structure presented in Figure-3.
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Independent Banks:-

The term Independent Bank normally refers to a bank that is not controlled by a multi
bank holding company or any other outside interest. Consider an independent bank that is
not part of a holding company. Organization Structure of an Independent Bank presented in
Figure-4,

Figure 4 : Organiziitioniil Structure of an Independent Bank.

Sourci;: T(molhy w, Koch & -S-Scon Mac Donald ; Bank Management (2000). USA

The Structure typically consists of five levels of responsibilities and reporting. .At the top of
the chart are the line personnel who have primaiy responsibility in customer contract and

handing back room operations such as check processing and teller services. 'lI'heir role is
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oxiremcly important bccause most deposits and loan customers deal with these itidividiinls.
They largely project the banks image and serve to market bank services.

Most independent banks separate activities into at least the four or five functional areas
listed above the line personnel. A senior credit officer is responsible for implanting a banks
credit policy. The president and chief executives officer (CEO) also manage loan portfolios
because they deal directly with borrowers. A banks Cashier or Chief financial OfHcer is
responsible for financial management responsibilities in the areas of budgeting, accounting,
and record keeping. This individual verifies that financial information. Confirms to regulatory
guidelines and is conveyed correctly to stockholders and regulators. Each bank should also
have an internal auditor who monitors financial reporting. The senior operations oflicer is
responsible for backroom operations involving data processing lock box services and check
processing.

The primary role of directors is to represent and serve stockholders who arc the owners of
serve stockholders who are the owvners of the bank. A secondary role is to represent
customers and employees. Directors use iheir expertise to oversee the broad direction of
the bank. Solve problem . and make decisions regarding bank policy. Their role is not lo
manage the bank by getting involved in day to day operations or details of each specific
pricing, investment or credit decision. Because the board is ultimately responsible for the
banks performance, most banks establish directors committees that set policy guidelines in

the major functional areas and regularly monitor performance.

25 I'lind M:iniigemcnt Core Fiinctioii of Bniik:

The effective management of capital funds may enhance the profitability of a bank while
maintaining the traditional and necessary function of safety for depositors. Commercial Banks
relied historically on asset management rather than on liability and capital funds
management to attain their profitability and liquidity objectives. Higher profitability has been
realized. Additional liquidity requirements or increases in legal reserves have been met by
shifting funds from the loan or investment portfolio to cash , Once deposits have been
atlracied to abank ,ihe emphasis of management has been placcd on the means to invest or
lend the funds that have been attracted subject to was desired { Reed & Gill, 1989). Bankers
and bank supervisors have always been at odds on the subject of bank capital. The
ditferences arise because both consider a different setoff competing objects when arriving at

the measurement and amount of capital that a bank should have, bank management whicli
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represents bank owners, choosc capital ratios that maximize shareliolders interest. I-und
management consists arc tiiree corc functions a) Protective functions b) operational functions
c)Regiilatory functions. These functions discussed below:-

ii) Protective fimctioiis: Because such high percentage of a banks assets is Unanecd by
depositors - around eighty percent -the primary function of the limited amount of equity
capital has been considered to be tlie protection of depositors. In addition to this iniportani
function, bank capital reduced the risks borne by the Federal Deposit Insurance Corporation
and bank stock holders. The protective ftinction has been viewed not only as ensuring pay
off of depositors in case of liquidation, but also as contributing to the maintenance of
solvency by providing a cushion of excess assets so that a bank threatened with losses
miglit continue in operation.

b) Operational Functions : The operational functions of bank capital have been considered
secondary, in contrast to the typical non banking firm. Operational functions includes the
provision of funds for the purchases of land , building, machinery and equipment and
providing a buffer to absorb occasional operating losses.

e) Rogiihitory Functions : In addition to providing a basis for operations and for protection
of depositors, other functions have been attributed to the capital funds of commercial banks.
These functions arise only because of the publics special interestin the successful operations
of banking tirms and the laws and regulations that enable public agcncies to e.xcrcisc some
control over these operations. Regulations relating to bank capital include those that have to
do with minimum requirements necessary to obtain a charter, establish branch operations and
limit a banks loans, investment and acquisitions. Bank capital regulations also impact bank

holding companies when acquit ions are being considered (Reed & Gill, 1989).

2.6 rhc Soiircc of Bank Funds:

The effective management of capital funds may enhance the proHtablc of a bank while
maintaining the traditional and necessary function of safely for deposits. Commercial Banks
have relied historically on asset management , rather than on liability and capital funds
management to attain their profitability and liability objectives (Reed &Gill, 1989). All
Commercial Banks in the country—the commercial banking arc coilectivcly the most
important part of our monetary system. Commercial banking in this total sense is the
ccnlral subject of study in “money and banking” courses (Robinson, 1962). Capital is nothing

but a level by which the entrepreneur subjects to his control the concrete goods he needs.
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noiliing bill a means of diverling the factors of prodiiclioii to new uses of diciation a now
direction to production (Schumpctcr, 1949).'fhe Balance Slieci of a modern Commcrciai Bank
is divided into assets and liabilities. In the analysis of any business we may treat the
liabilities as soiircc of funds, the assets as uses of funds. As is very evident, deposits as
the main sourcc of bank fund. In the ordinary course of business it is as important for an
individual bank to get funds as it is to put them to work safely and profitability . Deposits
,even under the operation of deposit insurance , like to have their funds in a "safe* bank
(Robinson, 1962).

The principal types of non- capital sources of funds for commcrciai banks according to

primary ownership, nature of interest paid and maturity . Major non-capital sources of funds

arc as follows:

Noii-Ciinitiil Source of Funds:

Demand Deposits: Demand deposits are non-interest bearing transaction deposits that have no
maturity and must be paid by banks when a negotiable instrument generally in the form ofa
check or an electronic impulse, is presented. Since demand deposits have no explicit interest
cost, they are generally a banks lowest cost source of funding. The declining importance of
demand deposits in the last three deeadcs can be attributed to more efncient cash management
by individuals, business and governmetit units, significantly higher interest rates; and the
appearance of competitive instruments and money market instrumentsat banks and other
financial institutions money market funds and can management accounts (llampei &
Simonson, p.210).

Siiviiig Deposits: Saving deposits without specific maturity. A check or other order of
withdraw'al cannot be written dircctly on most saving accounts withdrawal can be made
whenever the depositors desires, and it iseasy toshift funds to a transaction account on
which checks may be written. These accounts have no fixed maturity and individuals, keep
truck of their balances through passbooks or periodic bank statements. Pass book savings
deposits may be the low'est overall cost sources of funds currently available to commercial
banks.

Time Deposits: Time deposits differ from saving deposits primarily because they have a
predetermined maturity date and withdrawals prior to that date are often subject to interest
penalties. These deposits are non-ncgotiable, can have fi.\ed or flexible maturities, and are
deposited by individuals, partnerships, corporations and municipalities.

lirokcrcd Deposits: Brokered deposits arc small and large time deposits obtained by banks

from middleman seeking insured- deposit accounts on behalf of their customers. Brokers
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cnttM'c) deposits markets to bring togctiicr depositors seeking insured accounts with banks and
other depository intuitions demanding (owner-cost, insured-deposit funds.

Money Market Accounts: Money market account are savings deposits of individuals and
partnership. Tiiis type of deposit was creatcd in December, 1982 to provide banks wiih an
instrument that could complete effeclively with money market mutual funds,

I~iblic Deposits: Public deposits are demand saving or time deposits of government units.
Treasury ta\ and loan accounts are interest- bearing, demand type accounts of ihe US
government. Most other government unit, such as agencies and state and local units, have
both non-interest bearing demand deposits and savings or time deposits.

Corrcspondcitt Deposits: Deposits of other banks area significant source of funds for some
up stream correspondent banks. Most Correspondent deposits are demand deposits that arc
left by one bank in another banks because the letter offers services such as check Clearance

international transactions, investment advice and loans participations. The Pool of fund Model

for act Management has been presented in Figure-5.

Figure 5; Tlic Pool of Funds Model for Act Management:

Source of Allocnlions
Kunds: of Funds

SiHia-L- r;du;irj W, Kecd anl r.dward K Gill, USA, New JcfSL-v 1DHY)
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Non-Dcnosit Sliort-Icnn Soin ccs of Funds:

Non-deposil sources of funds are money market liabilities that arc purchased for relatively short
periods oftimc to adjust to liquidity demands. The use of purchased funds came about as a
consoqucncc of tight money periods in which deposits rate ceilings caused to develop
alternative sources of funds. Descriptions of non-deposit short term funding arc shown below:
iJori'owiiig I'roin federal reserve: Credit extended on a short-term basis by a fcderai reserve
bank to a bank or other depository institution. Security required for cither discounts or
advances.

Rejjurchascd Agreements: Non bank deposits supply funds to banks through repurchase
agreements. An repurchases agreements is created by the sale of securities in exchange for
immediately available money with the simultaneous promise to buy back the securities at a
specific date at a set price within the next year. The repurchase price is typically the initial
sale price plus negotiated rate of interest.

Bankers Accl'pt;inccs : A bankers acceptance is a time draft drawn on a bank by either an
exporter or an importer to finance international business transactions. The bank may discount
the acceptance in money market to Unancc the transaction.

Coinmcrcial Paper: Commercial Paper is a short-term, unsecured promissory note sold by
large companies wiili strong credit rating. Banks can be use their holding companies to isstie
commercial paper and acquire loans and investinents form.

Oilier liiibilitj' forms: Other liability sources of liquidity include ineligible acceptances, sold
throLigh holding companies etc.

Fed funds purchased: Purchase of another banks excess reserves on daily or short term basis.
Olher side of fed funds sold. Purchased through correspondent or informal phone market at
existing 'fed funds' rate.

Other foreig[i sourccs: Other foreign sources also used by very large banks. Banks must not

engage in activities or assume risks that could potenlially blemish its name.

PriiuMnal forms of fiicul:

Capital performs the function of enabling the establishment of a banking entity by supplying
the funds necessary to acquire the physical and human resources. Capital plays an all
important role from the inception of a bank and throughout its functioning life. The

principal form of bank capital are common stock, preferred stock, capital surplus, undivided
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profits, contingency reserve for loan losses and secondary capital consists of limited life
preferred stock and subordinated notes and debentures. The important sourcc of Bank

Capital in the part decade has come from retained earnings;

Common Stock: The bank of the new equity funds was provided by retention of earnings
for several reasons. Some relate to the costs of marketing new issues and the difficulties in
findings buyers. Other relate to the liking dilution of earnings and control for existing

stockholders. The retention of earnings is often the easiest and least expensive way to

provide additional equity capital. Dividends performs a dual function: increasing the wealth
of existing stockholders and making it easier to sell additional stock to provide needed
increases in capital.

Reserve for Loan and Losses: Commercial Banks strategically located for lending(Roland 1
Robinson) .Lending involves risk and losses do occur ; Consequently , most banks maintain a
reserve for loan losses. This practice has been encouraged by banks regulatory authorities
and the internal Revenue service. Since reserves for loan losses serve to protect depositors,
these reserves have been included as an important sourcc of bank capital over the years.
Preferred stock, Capital Notes and Debentures: Preferred stock and subordinated capita! debt

instruments share some characteristics of Savings type debt instruments, such as promissor>'

notes and certificates of deposits with longer maturities. They provides long term or
permanent additions to a banks capital structure. Senior securities enables a commercial bank
to use capital funds to provide additional financial leverage. When the proceeds of a
debenture or preferred stock issue can be loaned or invested to earn more than the rate that
must be paid to the security holder, the difference will accrue to the benclit ol Common
stockholders.

Preferred Stock: Preferred stock is considered a component of primary capital, whereas
limited life preferred stock is considered a part of secondary capital. 1 he restrictions impose
on these securities are similar to those applicable to capital notes and debentures and are
discussed in the paragraphs.

Capital Notes and Debentures: Capital Notes and Debentures by commercial

banks also
was associated with the need for so- called “distress financing” in earlier years, bankers'
and "supervisory authorities” attitudes have changed as to the desirability of long term
instruments in the capital structure of commercial banks. Capital notes and dcbcniures, just
as limited life preferred stockare considered as a part of secondary capita!l. 1lhe amount

of limited life preferred stock and subordinated debt may not exceed 50 percent of the

primary capital of a bank. Finally as they Secondary Capital components approach maturity.
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rcdcmplioii or payment the amount considered to be capital declines in accofdanct." witli the
schedule set forth earlier (Reed & Gill, 1989). The pool of funds approach to conimcrcial
bank asset management provides broad rules for a bank to follow in allocating funds to
various assets categories. The approach emphasize priorities that arc stated in rather general
terms. The method does not provides an explicit means for determining the proportion of
funds that should be invested in cach asset classification; neither does it provide a solution
to be dilemma between liquidity and profitability in asset management. Asset Management

allocation model shown in Figure-6.

Figure 6: Tlic Asset Allocution Model for Asset Management

Souiccs orriiiids Ironi Liquidity- Uses of Funds as Allcicaicd b>
I’rolllabiliiv Ccmer: Liquidity - Profitability Contcr;

Primary Reserves

Source'Edward W KI-G) and Edward K. Gill. USA. New Jersey 10S?

2.7 B:uiking Systems and its role in (lie economic development of a coiintn’;

The banking system of the United Slates in an economic environment of strength , growth,
and dynamic change. Change gives strong underlying support to financial development, .
active and even aggressive Hnanciai system is important because a high rate of savings is

needed . Change means that Obsolescence bccomes more important than depreciation; new
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nielhods means new machines wiiicli, in turn, require saving. Wlicn functioning properly our
bantting system also assures tlie employment of savings in some productive form (Robinson,
p.20). Financial Institutions like banks have much to contribute in economic developmenl
though mobilization of capital from generated income to formation and utilization of capital
fund for its optimum wuse. “ During the last few decadcs the primary determinanl of
economic change has been technological advancement. The economies exhibiting high rates
of technological change have been characterized by increasing urbanization and the
concomitant modernization of agriculture. Social Institutions however, arc not amenable to
rapid adjustment and in general, these institutions tend to be stable and to resist change.
Nonetheless, institutional innovation took place during the period. One such innovation is
the introduction of a progressive banking system. Economic growth leads to a general rise
in the quality of goods and services available to a nation, while economic development
gradually  clianges its economic structure. As Higgins observes. Fundamentally, growth
consists of rising national and per capita real income; development entails a good deal more-
structural change, technological advance, resource discovery, and closing sect oral and
regional gap. The requirement for capital accumulation is the existence of a wide spread and
cfllcicnt Hnancial structure that can mobilize saving and channel the same lor prudent
investments. In this regard financial institutions indirectly play a key role in the capital
formation and economic development of a nation. Goldsmith stales that existence and
development of a super structure of financial instruments and financial institutions is a
necessary condition of economic growth. Goldsmith also observes, “once financial institutions
exit, a units investment maybe larger or smaller than its saving, this is where the importance
of monetary financial instruments lies, as saving not investment within the unit will no\s
yield income and will thus provide an incentive to saving in excess ot the sterile
accumulation of money” . Increasing financial intermediation provides wide range ot tinanciai
assets and liabilities to the general public, facilities the fiow of inter-regional and intersect
ora! saving, distributes risk more evenly on investments and gets advantages of administrative

and other economies of scale in investing as well as niobilizing saving.

Commercial banks, because of useful functions they perform, not only occupy an important
place in the economic structure of a country’ but they also play an efficient role 1 its
economic growth. They help in prompting the place of economic growth by promoting the
rale of capital formation. Commercial banks go a long way in garnering. Scattered saving by

providing their customers with a range of financial instruments to choose from current
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deposits to fixed deposits. By introducing variety of deposits schemes tailored to individual
depositors need, banks not oniy attract idle savings of myriads of people but do inculcate
saving habits among them. It may be well to observe that commercial banks have edge over
other financial institutions in respect of mobilization of saving because with their wide net

work of branches they can reach income earners sprawling allover the country.

Coinmercia! banks do not confine their role of mobilizing the idle savings of the community
but at the same time make effective use of these savings by providing loans to trade and
industry and investing industrial securities. Bank lending has considerable significance in
the cconomy because it makes possible the financing of the agriculture, commercial and
industrial activities of the nation. Loans to farmers enable them to purchase seed. feed,
fertilizer and the many other commodities necessary for the raising and harvesting of the
agriculture commodities that feed the huge population. With the helps of bank loans
manufacturers produce goods for customers at large. Bank also enable retailers and
wholesalers to stock their shelves and move good for people to consume. Bank loans also
make possible for investory loans to canners enable them to purchase process, can and slate
the food which can at a later time be sold to retailers and ultimately to consumers. During
this interval of time - from producer to canner to wholesaler, to retailer and Imally to
consumers-bank loans have made possible the economical handing of the food crop

( Shrivastavan, 1955). -
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CHAPTER- THREE

Banking System in Bangladesh

3.1 Evolutions and Ciironological Dcvclopnicnt:

Tlie banking system at iiidepcncicncc consisted of two branch olTiccs of the former State Bani< of
Pakistan and seventeen large commercial banks, two of which were controlled by Bangladeshi
interests and three by foreigners other than West Pakistanis. There were fourteen smaller
commercial banks. Virtually all banking services were concentrated in urban areas. The newly
independent government immediately designated the Dhaka branch of the State Bank of Pakistan as
the central bank and renamed it the Bangladesh Bank. The bank was responsible for reglLilating
currency, eontroliing credit and monetary policy, and administering exchange conirol and tiie
oflicial foreign exchange reserves. The Bangladesh government initially nationalized the entire
domestic banking system and proceeded to reorganize and rename the various banks. Forcign-
owned banks were permitted to continue doing business in Bangladesh. The insurance business was
also nationalized and became a source of potential investment funds. Cooperative credit systems
and postal savings offices handled service to small individual and rural accounts. The new banking
system succeeded in establishing reasonably efficient procedures for managing crcdit and foreign
e,\change. The primary fimction of the credit system throughout the 1970s was to finance trade and

the public sector, w'hich together absorbed 75 percent of total advances.

The government's encouragement during the late 1970s and early 1980s of agricultural
development and private industry brought changes in lending strategies. Managed by the
Bangladesh Krishi Bank> a specialized agricultural banking institution, lending lo farmers and
fishermen dramatically expanded. The number of rural bank branches doubled between 1977 and
1985. to more than 3,330. Denationalization and private industrial growth led the Bangladesh
Bank and the World Bank to focus their lending on the emerging private manufacturing sector.
Scheduled bank advances to private agriculture, as a percentage of sectoral GDP. rose from 2
pcreenl in FY 1979 lo 11 perccent in FY 1987. while advances lo private manufacturing rose from

13 percent to 53 percent.

The transformation of finance priorities has brought with it problems in administration. No sound
project-appraisal system was in place lo identify viable borrowers and projects. Lending
institutions did not have adequate autonomy to choose borrowers and projects and were olten

instructed by the polilical authorities, in addition, tlie incentive system for the banks stressed
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disbursements rather than recoveries, and the accounting and debt collcction systems were
inadequate to deal vvilii the problems of loan recovery. It became more common for boiTovvers lo
dciault on loans than to repay them; the lending system was simply disbursing grant assistance lo
private individuals who qualified for loans more for political than for economic reasons. The rate
of recovery on agricultural loans was only 27 pcrcent in FY 1986, and the rate on industrial loans
was even worse. As a result of this poor showing, major donors applied pressure lo Induce the
govcrnmeni and banks to take firmer action to strengthen internal bank management and credit
discipline. As a consequence, recovery rates began to improve in 1987, The National Commission
on Money, Credit, and Banking recommended broad structural changes in Bangladesh's sysiem of
lInancial intermediation early in 1987, many of which were built into a three-year compensatory

financing facility signed by Bangladesh with the IMF in February 1987,

One major exception to the management problems of Bangladeshi banks was the Gramecn i™ank,
begun as a government project in 1976 and established in 1983 as an independent bank. In ihe late
1980s, the bank continued lo provide financial resources to the poor on reasonable terms and to
generate productive self-employment without external assistance. Its customers were landless
persons who took small loans for all types of economic activities, including housing. Aboiil 70
percent of the borrowers were women, who w'ere otherwise not much represented in institutional
finance. Collective rural enterprises also could borrow from the Grameen Bank for invcsimenis in

tube wells, rice and oil mills, and power looms and for leasing land for joint cultivation.

Bangladesh Bank (Nationalization) President Order 26 of 1972) under arlicle-4 of Nationalizing
law six new banks have been constituted w'ith all the legal characteristics of body
corporate . Each of the new banks has common seal and perpetual succession and subject
to the provisions of the law, each new bank is empowered to acquire, hold and dispo.se of
the property .to contract and to sue and be sued in its own name. The following table

shows existing banks and transferred to the new' banks.

I'ne banks and financial institutions which originated during Pakistan period and merged,
renamed and continued their functioning after independence of Bangladesh has been

presented in Tablc-3.
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ral>lc-3: Banks and Fin:inci;il Institution Originating during Pakistan Period and

funttioiiing after Independent of Bangladcsii;

Banks Predecessors Brandi
(1971)

LJanata Bank a) United Bank Ltd. 243
b) Union Bank Ltd. G

2. Sonali Bank a) National Bank of Pakistan 365
b) Bank of Bahawalpur Ltd. 1
e) Premier Bank Ltd. 1

3.Agrani Bank a) Habib Bank Ltd. 2KS
b)Commercial Bank Ltd 29

4.Rupali Bank a) Muslim Commercial Bank Ltd. 143
b) Standard Bank Ltd. 16
S.Pubali Bank Lid. a) Eastern Mercantile Bank Ltd. Sl
b) Australasia Bank Ltd. 26

6,Uttara Bank a) Eastern Banking Corporation 57

7,Bangladesh Shilpa Bank a)lndustrial Development Bank of 6 )
Pakistan 1

2) Equity Participation Fund

8,Bangladesh Krishi 1) Agriculture Development Bank Of 70
Bank Pakistan

9.Bangladesh Shilpa Rin 1) Pakistan Industrial Credit Investment 3
Shangstha Corporation 1

2) National Investment Trust

iiclbre libcralioii of Bangladesh, all banks were government and management iVoin the had ol'lkcs
located in West Pakistan. However, the major banks of different categories functioned in east
I’akislaii in different arena owned by state and private ownership were as t'oilows:-

‘I'ne Naltona! Bank was the mother national bank of all commcrcial banks funeiioned both the
liinclions of deposits/ advance and treasury of the state governed conlrolled by slate bank of
Pakistan. Some other Commcrcial Bank were United Banks Ltd., Union Banks iJd., Bank Of

Bahawalpur Ltd., Premier Bank Ltd., Habib Bank Ltd., Commercial Bank Lid.. Muslim
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Coinincrcial Bank Ltd.. standard Bank Ltd., and Eastern Mcrcantilc Bank were mostly private
owned bank limctioncd as iiinitcd Commercial banks liaving partial share of the govt, o fl’akisuin.
‘I'hose banks performed tlie functions of deposit and advance. Australasia bank Ltd. And eastern
banking CorporLition W'crc the multinational banks performed as commercial banks i.e. deposit and

advance.

After independence in 1971, the new governmenl had to take over management and
ownership Of all such institutions. The banks Nationalization Order 1972 was issued to
nationalize banks and fmancial institutions (except those incorporated abroad ) in order to
control chaos in the field of ownership, party , bureaucracy, the intelligentsia, and pressure
group. By several orders six Nationalized Commercial Banks( NCB's) one Industrial Bankt
BKB). One  Agriculture Bank  (BKB)and one industrial development I'Inancial
institution(BSRS) wcre created. The banks and financial institutions originated during the
Pakistan period and were merged , and renamed and continued their functioning after
independence of Bangladesh (Islam & Husain. 2001). Bangladesh Bank (Nationalization) Order
1972 (President’s order no. 26 of 1972) was presented by "Nationalizing law),A short
discussion of the provisions of the Nationalizing law is made in i he following paragraph's;
Main provisions of Nationalizing Law. The problems of the Nationalizing law reads as
follow; Namely: "Whereas it is expedient to provide for the taking over of the undertaking
of certain banks in Bangladesh and formatters connected therewith and incidental thereto”
(Bhuiyan, p-15). It may be pointed out that on the eve of our independence only one bank
is this country was fully ow-ned by Bangladeshis while ail the others were owned and
operated by Pakistanis who had jusl left and abandoned these enterprises (Islam & Musain.
200 1).

The new Central Bank in additional to its normal function of monetary, exchange rate and
credit managemenl, was assigned the promotional role of developing the banking system
while overseeing it and boosting the country’s economic development through maximum
utilization of domestic resources and employment generation. U may be noted that Uttara
Bank and Pubali Bank were subsequently fully denationalized while Rupali Bank was parily
privatized (Ashraful & Masud .p. 16). This was made with the intent of reversing the Urban
monopoly of banking and the flow of capital from rural to urban areas. Such restructuring
of public sector banks was in order to attain economic growth, and policies were
formulated for schedule banks lo play their role in industry . agriculture .export .self-

employment etc. As a result, there has been a advancement in the public sector banks in
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terms of inci'‘casc in lhe number of branches, deposit mobilization and advances to the

socicty {Ashraful & Masiid, 2001),

3.2 Different Types of Banks:

The banking services have slowly flourished in Bangladesh territory. Even today, in many

places, money lenders provide credit provide credit services. Small shopkeepers and

businessmen use informal credit at high interest rale (Maloney and Ahmed, 1988). Traditional

mahajans money lending business gradually decided due to expansion of bank and the micro

credit programs ofNGO, Co-Operative banks and government agencies.

(i) Nationalised Commercial BanUs:

Now, the four nationalized Commercial Banks stand in Bangladesh. The Operational activities
of commercial banks (including private sector banks incorporated in Bangladesh) along with in
Hnancial Institution inthe country a thread bare study.

a) Janata lJank: Apart from carrying on with all traditional Uinclions ol a commercial bank

the Janata bank in line with priorities laid down in the national economic plan, has

undertaken the responsibilities of rendering agency services in the form of making payments

to different public sector corporations and in respect of food procurement scheme. In

development of resotu'ces in productive channels, the credit facilities which were traditionally
limited to selected groups of people among traders and industries , e,\chisively in the urban

areas, have now been expanded to all classes of people and professions. In order to enlarge

its participation in the field ofthe country's economic development, the bank has diversified

its functions to meet the needs in financing of agriculture and other priority sectors.

Moreover, the bank has been providing term finances accompaniedby specialized advice

and services to promote the growth of small scale industries. The bank has reeenth
undertaken the functions of disbursements of government grants to the teachers of private
educational institutions like school, college and madrasa.

b) A”rani laiik ; Mobilizationof saving of the people and keeping of all types of deposits

accounts. Making advances specially for productive activities trade and supporting of specially
e.\porl activities. Introduce modern banking services in the country.

€) Rupnli 13Jiiiik: The banks performs all traditional functions of commcrcial bank. During the
period under report the bank made notable progress in all areas of its operation. In the

areas of tending besides the traditional operation the bank has realigned its lending policy to
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fil inlo the national objectives of rural development. Finance in the areas of house building
construction and transport etc, .for development of country’s economy has been brought under
the lending policy of the bank and significant portion of the total credit port-folio of the
bank is now employed for these purpose. The bank is also participating in special rural
experimental financial projects, such as the ‘Shawnirvar Bangladesh’ the loan scheme for
widow destitute and low incomc group women etc. and has made substantial head way in
these fields also. Besides, the bank performs considerable volume of foreign exchange business

of the country by way of financing exports particularly the non-traditional items of export in

easy and soft terms. [

() Sonali B;ink: Beside the traditional type of functioning of a Commercial bank the Sonali
Bank perform the follow'ing;-

Conducting of treasury business as agent ofa commercial bank, collections of D.C, lax, stamp
duty and registration free entrusted by government under special arrangements payment of
value under the food procurement scheme ofthe government, primary school teachers salaries
throughout the country under special arrangement with education department, payment of
pension bills of retired government employees under special arrangement, operation of
“deposit pension scheme” collection from passport fees and foreign travel tax on behall ol the
government.

(ii) Dc-nntionalized Commercial Banks:

The [\ibali Bank and the Uttara bank were denationalized in January 1985, due to non-
profitability. '

a) Pubali Bank Limited: Pubali Bank was de nationalized under article 27A(1) of Bangladesh
bank {Nationalization) aniendment ordinance, 1983 and was named as the Fubali bank Ltd.
The functions of the bank are broadly grouped as follows; (1) To undertake all activities and
business usually undertaken by commercial bank (2) To provide credit for financing
productive activities and other socio- economic needs and objectives of the country (3) To
provide banking service for common people by opening branches in the un banked rural area
(4) To provide banking services to export and import trade and to promote export of
Bangladesh products,

b) Uttara Bank Limited: In September, 1983 banks Nationalization Order 1972 was amended
under Ordinance No. 47 of 1983 the Uttara bank was converted to a limited company to
function as private sector bank . The principal function of the bank include all traditional

functions of a commercial bank. In recent years the government has entrusted the bank with
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responsibility of rendering agcncy services to government in food , procurement sclionie

through the net work of its branches all over Bangladesh

(iii) Bank of the Public Limited Compimy:

a) Rupali Bank: Rupali bank was converted into a public limited company on 14™* December
1986'rhe bank perform all traditional functions of Commercial Bank. Finance in the areas of
house building construction and transport etc. The bank is also participating in special rural
experimental financial projects. Besides the bank perform considerable volume of foreign

exchange business of the country by way of fmancing exports particularly the non-

traditional items of export on easy and soft terms.

(iv) Specialized Banks (SBs):

Specialized Banks(SBs) and financial institutions have their special purpose. The role and
functions often overlap among the banks and financial Institutions. SBs like Bangladesh
Krishi Bank (BKB), Rajshahi Krishi Unnayan Bank, Bangladesh Shilpa Bank (BSB),
Bangladesh Shilpa Rin Sangstha (BSRS) Bangladesh Small Industries and Commerce (BASIC)
Bank Limited, Grameen Bank (GB) and Investment Corporation of Bangladesh (iCB) are
different function performed as follows:

a) Banj~ladcsh Krishi Bank (BKB):The BKB provides credit facilities lo individuals and
corporate bodies engaged in crop production , horticulture, forestry and fishers. It also helps
agro- based and cottage industries with financial technical assistance. Its charter requires the
bank to act on commercial consideration but with due regard to the dcvelopmenl of
agriculture, agro-based and other related industries in the rural as well as urban areas. Under
the provisions of its charter, BKB should as far as possible, give preference to the credit
needs of small farmers and other disadvantage groups. BKB therefore, has to lullill botli
special and economic objectives. Being a scheduled bank , BKB also receives deposits, issues
letter of credit and jjerforms other banking business.

b) Rajshahi Krishi Unnayan Bank (RKLB): Rajshahi Krishi Unnayan Bank (RKUB) was
established in 1987 through a bifurcation of the oftiees of Bangladesh Krishi Bank ot
Rajshahi division. RKUB have been financing the agriculture sector, This banks provides
credit facilities to individuals and corporate bodies engaged in crop production and various
agriculture program.

c) Baiigliulcsh Shilpa Bank-.(BSB): The prime objective of the Bangladesh Shilpa Bank

(BSB) is to accelerate industrial growth in the country by way of financing and advising
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indusiries I'egarding settingup of new projects and balancing modernization, replacement and
expansion of existing units with these objective in view, the bank is required to mobilize
resources from home and abroad. BSB provides long and medium term loans both in local an
foreign currencies , guarantees repayment of loans raised by investors from oilier sources and
provide equity support by way of out right purchases of shares and underwriting the public
issue of shares to companies w'ith limited liabilities. It also extends short-term bridge financing
and working capital loans on a limited scale to its fmanciai projects. In selection of projects
the BSB provides free technical advice in respect of plant and machinery , product and
proccss availability of raw materials market for products and other related aspects to the
prospective entrepreneur, It also prepares project profile for private entrepreneurs. .Ml industries
projects either in the public sector or in the private sector arc eligible for financial assistance
from the BSB. In there private sector, fmanciai assistance is extended only to these projects
which are generally listed in the Industrial investment schedule published by the government
from time to lime.

d) Bangladesh Sliiipa Riii Sangstha (BSRS): In the light of the goals and objectives sei and
priorities determined by the government. The BSRS’s role Is to contribute significantly to the
achievement of national objectives with regard to industrial development within the
limitations of its resources and skilled man power, extending loan assistances for balancing
modernization and expansion of the industrial units within the portfolio of BSRS. Taking
appropriate measures for achieving the target of recovery. Emphasizing developmeni ol
capabilities for technical and management services for defaulting companies as well as Ibr
Industrial production, research and consultancy. Taking necessary steps for speedy

implementation of sanctioned projects. Development of necessary expertise in project

management and rehabilitation.

c) Bangladesh Small Industries and Commerce (BASIC) Bank Limited: BASIC Bank was
established in 1993. This was made w'ith the intent of reversing the urban monopoly ol
banking and the fiow of capital form rural to urban areas. Such restructuring of public .sector
banks was in order to attain economic growth , and policies w'ere formulated for schedule
banks to play their role in industry, agriculture, export, self-employment etc.

f) Gramccn Bank (CB); The Granieen Bank emerged as a full fielded Specialized Bank under the
GB. Ordinance promulgated in October 1983.Forerly, | was a project launched in the country in
Junc 1979. with the aim of (1) designing an organizational framework through which a
banking system could emerge for extending credit to the landless people without collateral

securities as to protect than from the grip of the money lenders and (2) helping the
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Linempioycd nnd under-employed rural people to fina! gainful employment for themselves by
LMiderwriling income generating aclivities with bank tlnance and with which they are
familiar, the main objeclives of the bank are (1) To extend the banking faciiilies to the poor
people of the rural society, both men and women (2) To eliminate he exploitation of the
money lenders (3) to creatc opportunities for self-employment for the unemployed and under
employed men and women (4) To bring the disadvantaged people of the rural society with he
folds of some organizational form which they can understand and operate through mutual
support (5) to encourage application of improved technologies in various economics activities
suited to them for income generation.

") Investment Corponitioii of (ICB): ICB has been functioning in capital market.
Underwrite the public issue of shares and provide bridging loans against underwriting were
necessary. Purchase corporate debenture/ bonds. Merchandise stock and shares, provide
investment counsel to issues and investors, receives term deposits, participate in govt,

disinvestment program, and joint venture collaboration projects.

(v) ™ iv;itc Coinniorciul 1J;mks (PClJs):

Taking advantage of the liberalization policy of the government regarding participation of
private sector in the hanking business ,a number of private sector banks were established in
and after 1983. With the emergence of Private banks in Bangladesh a competitive situation in
the sector has been created. There are twenty seven private banks, in Bangladesh. They are. the
Cily bank (1983), National Bank (1983), Islami Bank Bangladesh Ltd. (1983). United
Commercial Bank (1983), International Finance Investment and Commerce Bank (1983),
Arab Bangladesh Bank (1986). A |- Baraka Bank Bangladesh (1987), Eastern bank (1992).
National Credit and Commerce Bank (1995), Prime bank (1995). South-East Bank (1995).
Dhaka bank (1996), Dutch- Bangla bank (1996), Al-Arafa Islami Bank (1996), Social
Investment bank (1996), mercantile Bank , Standard bank. One Bank,’ EXIM Bank, Bank
Asia, The Trust Bank. Bangladesh Commerce Bank. Mutual Trust Bank Ltd. . First Seciirits
Bank Ltd, and The Premier Bank Ltd . The emergence of private banks has added a new

dimension to the banking system in Bangladesh (Islam and Mussain. 2001).

(vi) Foreign Ikuiks:
The State Bank of India opened one branch during July-September 1975. In 1975 the tour
foreign banks operating in Bangladesh were a) American Express International hanking

Corporation b) Grin lays Bank c) The Chartered Bank and d) State Bank of India. Now there
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;ux  tliirleen  foreign banks-Amcrican Express Bank. ANZ Grind lays Bank. Slandard

Chartered Bank. State Bank of India, Habib Bank, Citibank N.A., The Bank of Nova Scotia.

14ani! Bank, [-long Kong and Shanghai Banking Corporation. Faysal Islamic Bank 01

Bahrain EX’.

(vii) Co-Operative Banl”:
Co-Operative Banks are indigenous banks in model and fiinctions. They arc organize in three

tiers and their form of functioning is unit banking. The British government promulgated Co-

operative riles in 1904 and 1912 to shape the organization, in 1947 the East Pakistan had

twenty-six thousand Co-operatives in Bengal were mostly organized by savings and credit

societies. In 1948, Union Multipurpose Co-operative Societies (UMPCSs) were lormed with

government patronage but were mostly dissolved due to malfLinctioning . The Co-operative
Societies in the original three tier form arc linked with the Samabay Bank to provide Co-
operative functioning (Maloney and Ahmed, 1988). !hey supplied long-term and medium-teim

loans to tlieir meiTibers on the mortgage of land (or agriculture purpose. 1hey also

performed banking functions of deposit mobilization, supply of credit, and provision ot

remittance facilities.

Since inception. Co-operatives inherited problems and many of these continue to prevail stili

today. The Samabay bank has not been able to mobilize much rural saving through C-

operative system. Consequently, it has to regularly receive capital for credit from Bangladesh

bank on which it has defaulted (Maloney and Ahmed (19S8). In the three either system, the

Banuladesh Samabay bank Limited (BSBL) is at the ape\ , the Central Cooperative banks at

the middle and primary societies at the base. The BSBL provides Imance to the central

Co-operative Banks, which in turn, provide finance to the Primary Societies. 1 he Socielicb

finance thief members mostly engaged in agriculture, frosty, fisheries and cottage industries.

Land- mortgage banks and urban city Co-operative banks also come under tiie category ol

primary Societies. The Co-operative Societies ordinance 1984 has been ravished in order to

gear-up activities and bring discipline through the department of Cooperative but no

improvement had taken place till date (Islam and Hussain, 2001),

3.3 Controlling Organ.s in Banks:
Banks arc organized along the same lines as other corporations with stockholders, directors.

otTicers and employees and management in the hands of ofticcrs and directors. Banks aie
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permillcd 10 issue both common and Preferred slock but they made little use of iheir power to
issue I'referred slock. A banks stock may be owned only by natural persons but laler. stock
may be acquired by Corporalions, A national bank is required by law to have a board of
directors of not less than 5 or more than 25