NATIONAIJZKD COMMPJIICIAUHANK’S FINANCIAL SERVICES
FOR THE PROMOTION ANU DI VELOPMFNT OF SMALL AND

MEDIUM ENt: rtPRISi S. AN EVALUATION OF THEIrt CREDIT
PERFORMANCE,

A THESIS

TO FULFIL THE REQDIRMENt FOR THE DECREE
OF MASTER OF PHILOSOPHY (M.PHIL)

MD. ABDUR RAHIM

REG. NO-172 (1999-2000)
DEPARTMENT OF MANAGEMENT
UNIVERSITY OF DHAKA

DEPAIMTrMENT OF MANAGEMENT
UNIVERSITY OF DIIAKA
AJUuY, 2009



465890

fAr-At=FfTPET?j



Dhaka University Institutional Repository

NATIONALIZED COMMERCIAL BANK’S FINANCIAL SERVICES
FOR THE PROMOTION AND DEVELOPMENT OF SMALL AND
MEDIUM EN | ERPRLSEsJ AN KVALUA IION OF IIIEIR CREDH
PERFORMANCE.

In Partial Fuinilmecnt of the Dc{»rcc of
Master of Philosophy under the faculty
of lJusiiiess Studies, University of Dhaka.

By
Md. Abdur Rahim )
Reg. No. 172 (99-2000) Supervisor
Department of Maiiii*cinciit Professor Dr. Md. Abdul Hannan Mia
Faculty of Business Studies Department of Management
University of Dlinka Information Systems (MIS)
& Faculty of Business Studies
Deputy Director University' of Dhaka
SMECcII hannan@ agni.com

Agricultural Credit and
Special Programmes Deparlment
Haiigladesli Bank

Mead OfHce
Dhaka.
4RE 390
Dhaka Univefsity Library Department of Maiiaf;cincn(
University of Dhaka
Jnly, 20(19

465890


mailto:hannan@agni.com

Dhaka University Institutional Repository

NATIONALIZED COMMERCIAL BANK’S FINANCIAL SERVICES
FOR THE PROMOTION AND DEVELOPMENT OF SMALL AND
MEDIUM ENTERPRISES. AN EVALUATION OF THEIR CREDIT
PERFORMANCE.

By
Md .Abdur Rahim _
Reg. No. 172 (99-2000) Supervisor
Department of Manajiemeut Professor Dr. Md. Abdul Hannan Mia
Faculty of Business Studies Department of Mana}”enicnt
University of Dhaka Information Systems (MIS)
& Faculty of Business Studies
Deputy Director University of Dhaka
SME Cell hannan@ agni.com

Agricultural Credit and

Spceial Programmes Department
Bangladesh Bank

Head Office

Dhaka.
4R5890

Nisscr(:i(io» Sulnnittci! in Partial Fulfillment
of flic Decree of Muster of Philosophy
The Faculty of Business Studies
litiiversity of Dliaka
July, 2009


mailto:hannan@agni.com

Dhaka University Institutional Repository

THE DISSERTATION DEDICATED TO MY BELOVED
FATHER LATE MUSLIM UDDIN AND MOTHER MRS.
DELAHUR BEGUM WHO ALWAYS INSIMRED ME FOR
HIGHER EDUCATION.

4B5890

trpfTTf



Dhaka University Institutional Repository

Table of Contents in Brief

Chapter No Chapter Name Page
Chapter | Prelude 01
Chapter 2 Literature 06

Chapter 3  Step of Bangladesh to Development of SMEs 43

Chapter 4  Research Methodology 55
Chapter 5 Study Result 70
Chapter 6 Summary, Finding and Recommendation 95
References 107
Abbreviations Used H3

Queslioiinaire:
Appendix-A 114
Appendix-B 123



Chapler-1

Chapter-2

Dhaka University Institutional Repository

Table ofcontents in brief

INTRODUCTION page
Freliide Q
Objcclive ol'llic Sliidy 02
Coverage ol llic Study

Rationale of the Study g3
LiteraturcJ”<rv~iew and Conceptual Frame Work of the 06
Srtuijy :

2.\, Literature Review 0y

2.2. CoHGeptual Framework

Nationalized Commercial Bank (NCB) qo
I-inaneiai Services [ ]
Credit il

Small and Medium Hnterprise [3

Sulvan and Lane’s Delniition

Mintbcrg’s Dclmilion

Traditional, Partly Modern, and Modern Small industry 14
Administrative Definition

Statistical DcHnitions -y

Proinotioii and Devclopnienl

2.3. Various Stages of Small and Micro Lnlerprises Devetopincnl 20
2.4. Mia's Growth model off ML and Small Lnterprise 21
2.5. Review of'the Currently i'racticed Models. 23
2.6. i'ramework for Small and Micro Lntcrprisc Uevelopmcent 24
Nceks Lnterprise Developnienl Model 24
Underlying Meaning of llie Prime Factors Underlying Meaning of the 25
Prime Factors

2.7. lIhcochairdes <e lolcniiono's Small Business Creation Development 27
Model

2.8. Gihb's Small Lnlerpri.sc Developmenl Model 28
2.9. Model for the I.xaminaliun ol the F*lIcctiveness ofSmall and micro 3()
Enterprises  Support Services

2.10. Gibband Manus Model for Lvaluation of the Design of Uxistirig 32
Suppoil Services for small scale I-nteiprise Developmenl

2.11 Gold Mark and Kosengards Impact Lvalualion Model 33
2.12. Durham University Business School (DUBS) 3
2.13. Sarder’s Framework for Lvahialion of Small Business Support 39

Services



Chaplcr-3

Chapter-4

Dhaka University Institutional Repository

S(Q)S t»ruavj<ladcsli (Jovt. to llic Dcvclopiiuiit of SMI's Jligc
3.1.1 .Expcricncc of SMHs in South and Southcasl Asian Countries 44
3.1.4. SMH Profile in Bangladesh; (Based on Economic Census) 45
3. 2. Step of Bangladesh Guvl, to tlie 1J)eveloliinciU ol'SME 4(,
3.2.1 .National Taskfoice on SMlv Development 4
3.2.2.SME Advisory Pane! 47
3.2.3. SME Foundation 47
3.2.4. Bangladesh Bank’s Initiative lor SMIli Development 47
3.5. Bangladesh Small Industries and Comtiicrce (BASIC) Bank 49
Ltd 52
3.6. Bangladesh Small and Cottage Industries Corjxiration (BSCIC) 54
3.7. Palli Kanna-Saliayak l'oundation (f’KSI") 54
3.x. Palli Daridra Bimochan 1-oiindation (PDBI")

Research Mcthodologj* 55
4. Introduction

4.1 Sample Design 57
4.2. Selection Method of liranches of'NCiis

4.3. Method of Selection 0i'SMUs 59
4.4, Data Collection and Analysis 60
4.5. Method of Data Collection 61
4.6. Data Collection Procedure 61
4.7. Data Analysis I'rticcduie 62
4.8.Method of Determining Demand ol'SMHs and Supply by NCBs 63
for I’inancial Services.

4.8.1, Method of Determining Supply for Financial Services by 63
NCBs 65
4.8.1 Method of Determining Demand for Financial Services 67

4.9. Method of Determining Credit Performance



Chapter-6

Dhaka University Institutional Repository

Study licsiiK

5. Study Results

5.1.
5.2.
5.3.
5.4.
5.5.
5.6.
5.7.
5.8.
5.9.

5.10.
5.11.
5.12.
5.13.

5.14.

Characterislics ol'SMEs
Location of tlio HiUcrprise
Nature of Operation
Nature of Products
Size of Capital
Ownership I'attern and Management
Source of Capital
Characteristic.s of nntreprencurs of SMEs
Characteristics ol the NCBs' financial Service
Demand of I-'inancial Services
Supply of I'inaneiai Services
Gap Between Demand and Supply of Financial Services
Measure of I’erfurniance of SMI :s
Determination of the Performance oO”iituA ]

" \
/;

Suiniiuiry, Finding and Uctomniciiclation

6.1
6.2.

Summary

An over view oi’lindiiigs and obscrviTtToir

Rcl'crecncces

Abbreviations

Questionnaire

70
71
71
71
72
72
73
73
74
74
78
80
83
85
86

94

95

96
98
102
107
|12
113

114



Figure No-01

Figure No-02

Figure No-03

Figure No-04

Figure No-05
Figure No-06a

Figure No-06b

Figure No-07

Figure No-08

Dhaka University Institutional Repository

1Jsf of Fiuitres

A Inimc work for review of small enterprise

development

A model of growth ihrouj®h product market development

in small enterprise

General model for impact evaluation of small scalc

enterprises promotion projects

General evaluation strategy hierarchy of the strategies for

evaluating SSlis

I>ata collection method
Performance evaluation model of DUBS

DUBS's Hnterprisc Performance Model in Detail

Sardar’s model of elTeclivcness measurement

The research process

page
29

31

33

34

35

37

38

40

56



Dhaka University Institutional Repository

Declanitioii

I hereby declare thal Ihc disserlalion ctiliticd "Nationali/A’d Commercial Bank’s
Financial Scrviccs for (lie i)n>mution and JLVcloi)incnl ol Small and ML-dium
Enterprises. An Kvalnation of Ihcir Credit Performani'c.” is prepared by me. This
dissertation is tlie outconic of an empirical research wori<. This is coinpletely a new area
and an additional contribution in the Held ol knowledge. I humbly submit this thesis to the
Department of Management, Faculty ol' Business Studies, University of Dhaka,
Bangladesh for the award of the degree of Master of Philosophy. The contents of this

thesis have neither in part or in lull hccn submitted to any other institutions for any

academic degree.

Md .Abdur Rahim
Reg. no. 172
July,2009



Dhaka University Institutional Repository

PREFACE

proiitution jitid Dcvclupniciit of Small and Medium Enterprises. An Gvaiuation of
their Credit I’erforinance.” has been prepared lbr the fulllHmciu of the degree of Master
of philosophy. Now-a-days, Small and Medium enterprises arc the powerful economic
weapons  for poverty aiicviation, cmpioymcnl generation and output augmentation
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ABSTRACT

This M.Fhil disscrlalioti empirically cx:iinincs Ilic NClis” (iii;iiici;il Scrvicc's lor the
promotion and development of Small and Medium enterprises (SMIlis) in Bangladesh.
Before 2004, NCBs disbiiresd loan to small enterprises. There were not special
programme to llnance for SMBs. Bangladesh Bank published “ Guide Lines for Small
Enterprise Financing- 2004” and distribulcd to Banks and financial Inslitutions. At first.
Bangladesli Bank issue circular at 02/05/2004 about SMBs. The increased practical
importance of the small and medium cntcr])rises for socio- economic development oftfie
economy unleashed the dialogue for the development of institutions the promotion and
development of SMBs all over the world in general and in the developing countries like
Bangladesh in particular. Now-a-days NCBs finance SMEs through varieties
programmes. lhey took a programme to Miiancc SMBs of women entrepreneurs at a
simple conditions. Private Bank and financial Institutions more fmance SMBs than NCBs.
Research on the financial services for the promotion and development of SMEs revealed
different pictures at home and abroad. The financial Services of the NCBs, Private
Banks and Financial Institutions e”en within a country differs significantly. The NCBs in
Bangladesh have-wDrkcd to share the socio-economic development work of the
governments. To this end promotion and development of SMBs scheme of the NCBs is
assumed to have high value addition to the society. This assumption together with the
different results on the financial services have given rise to tlie need for evaluation of
financial Services of the NCBs for the promotion and development of SMEs.
Accordingly, the researching issue is "Nutionalizcd Commercial Batik’s financial

Services for tlic promotion and development of small and medium enterprises.

Evaluation of llieir ercdlt pcrlorMiaitcc.”

lo address this evaluation issue, ' Ihe Balance shed' & ‘The I'inaneial Ratios' of a (Irm
have been analyzed in forming opiiiiiJti whether the business firms were progressing,
deteriorating or sletic after examining the currently practiced Guideline, Circulars and
disbursement procedure of NCBs and Bangladesh Bank, 'fhc ratios were applied on the
predetermined NCB.s' sample SMBs which were distributed loans by NCBs mostly

collccted from Dhaka or side of i“haka predominantly engaged in i**ufacturing, trading

or services activities. Data were collected using structured qudstionnairc by personal
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interviews of SMI'.s cnircprcnciirs I'tnnncc by NClis nncl NCHs (il'flcinl, The rcscnrcli
reveals that NCBs financicil scrviccs for liie promotion and development of SMEs were
very much needed but the services were found Insufricicnl. While considering all the
financial variable together, financial services for the proinotion and development of

SMEs, the financial services were found very signillcant.

The development of SMEs was also examined from the view point of existing Guideline
of FUCUS GROUP, BRPD circulars of Bangladesh Bank, loan disbursement and
repayment procedure of NCBs and condition of International Agencies like ADB, IMF
and World Bank, ‘fhe financial services of NCBs were found weak and slow, 'fhe loan
disbursement amount was lower than the SMEs need ~-RirWealcncss-~f BRPD circular
were found also. As BRPD circular no-01 dated 08-02-2006 NCBs and FIs must be
maintained 2% ol general provision of disbursed SMEs loan. It was the exccss

arrangement ot NCBs and Fls to finance SMEs. Refinance conditions of International

Agencics like ADB, IMF & World Bank were not so viable.

Finally, the financial services of the NCBs and Fls for the promotion and development
of SMEs were found necessary but gap was found between the demand of the SMEs

and the supply of the financiarservices of NCBs. The supply of financial scrviccs was

less than that of the demand of the SMEs.

Ilhe SMEs foundation, Bangladesh Bank and International Agencies should consider
simple procedure and arrangement oi SMhs fund to reach root level. So that, the
campaign to finatice SMEs would be succe.ssliil. Tlicrc is a bright proijptTi for the
development of SMEs in our Bangladesh. Once the entrepreneurs arc motivated,
investment climate develops marketing facilities arc insured there would be expansion of
SMEs with the patronization of our Govl, dcparlmcnts like Board of' liivestment, Ministry
of industries. Ministry of finance, Bangladesh Bank & monitoring Agciicies & Donor

Agencics like World Bank, IMf, ADB etc. i'revention of natural calamity is also

important for such purpose.
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INTRODUCTION
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Prelude:

Ihe nationalized comincrcial bankM (NC’Us) play crucial rule in llic development process ol
Bangladesh. The NCBs hold important share of the deposit and investment of the banking
sector. It has the duty to implement economic policy of the Government such to strengthen
the small and medium enterprises to improve the condition of the rural economy. This study
deals with an assessment oT the contribution provided by the NCBs' credit program to SME
promotion and development in Bangladesh. This report is the outcome of about c”ensive
research on NCBs’ fmaneial services lor the promotion and development of SJMEs. It is
presented as the basic requirement for the fuirillment of the degree of Master of Philosophy
(M. Phil.). Financial services of the NCBs extended to the SMEs for the promotion and
development were examined and analyzed to measure the performance of such services. I'he
necessity and the impact of fmaiicial services have vividly been studied based on the demand
of SMEs and Policies of the Government, Circulars of Central Bank and Guide line for
Small Enterprise Financing. Finally, in chapter 5 the impact of NCBs financial services
were evaluated based on the performance of the SMEs. A comparative analysis between the
pcrfomiances of NCBs' financial scrviccs and the performances of the entrepreneurs of
SMEs were attempted to assess. !he study is expected to provide guidelines for promotion

and development of SMBs by the financial scrviccs of NCBs specially in a developing

country like Bangladesh.

Objectives of The Shitly:

The mam objective of the research program is to evaluate performance of financial services
of NCBs provided to SMI.;;s in terms ol tlicir regulatory operational, administrative and
institutional policies and strategies. lJroadly, it evaUiates the types of financial services of
NCBs for promotion and development of SMEs and the extent of success of the financial

services as well as ol impact on the performance of the SMEs.
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The Specific Objectives were lo:

1. Assess the various types of NCHs’ Credit Proemms to SMHs for promotion and
development (i.e. the supply of various types of financial services).

2. Assess the various types ol financial services required or expectcd by the SMlis (i.e.
Demand for financial services),

3. Assess the gap between the supply of credit by NCBs and the demand for credit of
SMEs.

4. Measure the credit performance ol NCBs and constraints there on.

5. Provide suggestions for appropriate policy, guideline for crcdit programs that might

promote & develop the SMEs.

Coverage of the Study:

The study concentrated on the llnancial services of NCHs to small and medium enterprises
and covered a period of 04 calendar years from 2001-2002 to 2004-2005. In some cases,
however, relevant development in other years was also discussed. Particularly attention was
given to bring out the lending position ol NCBs to SMEs. The study compares strength and

weakness of the policies and guidelines, circulars and regulations of Bangladesh Bank about

credit to SMEs by NCBs.

Rationale of the Study :

The choice of the aforesaid area of tiie research interest concerned with the performance of
the NCBs’ financial services for the promotion and development of SMEs in Bangladesh has

been put forward for a number of practical reasons;

Public and private Bpnks and fmancial institutions generally feel better lo disburse its crcdit
lo large and famous industries for timely repayment. In a 1979 report entitled
“Science Indicators”, the National Scicncc I'oundation of US revealed that for every research

and development money invested in small firms, they produced four times more innovation
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Ihal llic incdiuni-sizcd firms and 24 Uincs more innuvalioti tliaii llic larger firms (Sulivaii and
Lane, 1983, Murshed and Bhuiyan, 1990), The crcation and development of SMEs is seen as
an important element of overall economic policy, especially for promoting employment,
reducing poverty and enhancing overall grovvtli, cspccialiy oi' a developing economy
(Mazumder and Chowdhury, 2001), "fhis was evident from a reccnl international study that
out of 6530 listed small industrial units only 22% were developed with institutional
assistances (Klian,1980). Therefore, the study of evaluating the performances of the NCBs'

financial services lor the promotion and development of SMBs in country is of utmost

importance.

There is a growing recognition of the social and economic value of Small Entcri)risc (SME)
throughout the world in general, in developing countries in particular (Sarder and Asma,
1996; Harper, 1987; Timbcrg,] 992; ILO, 1992; ). It is the economic units accountcd for the
lion’s share of all enterprises throughout the world {Mia,2000, Sarder,! 990). It generate
employment (Mazumder and Choudhury, 2001; Kilby,1979; Mannan,1993; Khan, 1980;
Sarder, 1990, 1996) and poverty alleviation (Mazumder and Choudhury, 2001; Mia, 2000;

Sarder, 1990) as a way to economic dcvelopnient.

Importance of the studies in Bangladesh can belter be allribulcd to the knowledge of
improved and efficient lending policy and technique and recovery policy which ultimately
call for a sound th';oretical knowledge compiled with empirical investigation and ajialylical
bent of mind for its proper application this has been viewed by eminent scholars, bankers,

economists, prolcssionals and policy recommending personalities of the country

(Ahmed, 1989).

The present study is a pioneering altciiipl in Uic field of NCBs linancial services to SMBs for
the promotion and development particularly in the field of comparative situation of NCBs in
Bangladesh. A lot ot research has been done on the various aspects of bank financing as

noted in the report of the National Commission on money, banking and credits 1986 but no

specific study has been done on it in Bangladesh.
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Development ul SML lias been viewed as a slralcgy lui' tlic develupiiienl ol'llic eeutioiny by
the government of most of the developing countries (Khan, 1980), As such most of these

governments have been taking or already have taken policies for the development of SMEs

on a priority basis (Mia, 2000).

Several developed as well as developing countries arc providing ii:stitutional financial
services for the promotion and development ol SMEs. i’hc impact or the performance of such

financial services need to be evaluated for efncicnl delivery of financial scrviccs and

efficient feedback system of such delivery (Mia, 2000). ]

Against the background of the clauses from the above as well as from the review of related
literature and the significance and iclevance of the study to the NCBs, this study has been
planned. Ihis study will be hclplul for our policy makers, strategic planners, decision
makers, responsible for the development of SMI-s in Bangladesh. Once the major strength,

weakness, threat and opportunity of the vital sector like SMUs arc uncovered strategic

opportunity would be easier to adopt.
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2.1. Literature Review:

lhc study ol [llic 'Naliotiiili/cil Comiiu-icinl Itaiik\s iMuiincial Services for the
Promotion and Development of Small and Medium enterprises. An Evaluation of their

Credit Performance' demands a close study of related literature for useful analysis in this
Held. Although in our country very little research has been done on SME, a significantly
large number of researches have been carricd out and many more arc under way in other
countries, both developed and developing. An attemjit has been made to survey a brief

review ofsome important and relevant works so far undertaken in the field of SMEs.

Iromotion and Development ol small and mediuni enterprises have been recognised as an
important and elfective strategy lor the overall industrial progress in any developing and
developed country of the global (Ratan,1980). Government of Bangladesh as well as other
countries in the world has been working for the promotion and development of small and
medium enterprises (Mia, 2000, GOV. 2003-2004). SMEs need financial services.
Government of Bangladesh also has been trying to develop congenial policy support for the
cottage industries (Mia,2000), Alam (1995) conducted a survey on tiiirteen rural credit
programs together with social services can help develop rural enterprises (Mia, 2000).
Similar conclusive remarks were also made by world Bank (1995), Bennett et al (1996) and
Wong cl al (1997). Micro-enterprise an economic units like small, medium and large
enterprise (Mia,2001). M. A Mannan has stated in his studies (1993) that small enterprises
employ people more than the large industiy sector in Bangladesh. Md. Abul Kalam Azad
(December, 2000, volume xxI) showed in his study that Development of small scale industry
is considered important in Bangladesh specially in the context of the vast population and
capital scarcity. The lending operations seemed to suffer from a number of flaws, which need
to be addressed in proper perspective. The appraisal process of the proposed project for

which loan is sought is lengthy, cumbersome and complex. This should be simplified as far

as possible.
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The sLudy by Al/i/iir kiiliinLiii Kliaii ( June, 19K0) shows ihul clTeclivc cnlrcpixticurial
training covering all lhc aspcct of product development, market development, financing
techniques, use ol’ funds, procurement and maintenance of equipments, development of
skills, motivation ctc. should be given before a man is allowed to start an enterprise. This
training should be given in a planned way throughout the country at a regular interval by

mobile teams consisting of reasonably qualified, experienced and trained personnel.

Yudhvir Uppal (1996, p-81) shows his studies that small sized manufacturing units pay a
higher wage per unit of capital and generate a higher surplus per unit of wage bill than

comparatively larger sized units, small industry is an important and efficient form of

investment.

We have United Nations Publications on the small enterprises covering policies, plans,
progress, marketing and selling of products, training, management, problem or dilTicult and
causes of sickness of small industries in different countries, 'flicy deal with policies and
principles bearing on the establishment of small and medium enterprises, the physical
planning and technical and organization problems involved. Some reports made
observations on the SMEs program in Bangladesh and the reports of various committees
appointed by the Government of Bangladesh on the subjects, hi addition, there arc reports of

various committees and working groups appointed by Government of Bangladesh at different

stage of tlie programme.

In the light of vastness of the country, the wide variation in the level of industrial
development of different regions and rapidly changing industrial environment it is important
to undertake more niicro/rcgional studies from time to time in order to determine the

effectiveness of the programme as a tool for small-scale industrial development.
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2.2. Concentual Framework:

This scction is designed (o accominodulc a luiinbcr of conccpls ha.scd iin wiiicli tiic
dissertation ‘nationalized commcrcial bank’s financial sei-vicc for the promotion and
deveJopnicnt of small and medium enterprises. An evaluation of their credit
performance’ is produced at coiiccpts such as NCBs, Financial services, SMEs, Promotion
and development ctc have been put lbrvvard in this chaplcr. A clear concept on these terms

will direct and control the research touch it objective.

Nationalized Commercial Banks

Immediately after the Government of Bangladesh consolidate its authority, in order to
remove the prevailing control of the capitalists over the banks, it decided to adopt a socialist
pattern of society as its goal. This is means a society with wealth distributed as equitably as
possible was adopted as the state policy of the Government for the newly created state of
Bangladesh. Needless to say that the banking institutions are the custodians of private
savings and a powerful instrument to provide crcdit. They mobilize the resources of the
country by acccpting deposit and channelise them for industrial and national development by
granting advances. Hence, in order to implement the state policy, the Government of
Bangladesh decided to nationalize all the banks of the country. Accordingly, on the 26th
March, 1972, the Bangladesh Banks (Nationalisation) Order, 1972 (President Order No. 26
of 1972) (APPHNDIX-I1X) was promulgated. All the existing 12 banks viz. the National
Bank of Bahavvalpur Ltd, the Premier Bank I.td, the llabib Bank Ltd, Commerce Bank Ltd,
the United Bank Ltd, the Union Bank Ltd, Muslim Commcrcial Bank Ltd, the Standard
Bank Ltd, the Australasia Bank i.td, the i;astcrn Mercantile Bank Ltd, and the eastern
Banking Corporation Ltd, (all together called "existing Bank ") were nationalised and taken
over under that President's order 26 of 1972 (which for the sake of convenience hereinafter

referred to as "Nahunalizing law"). A shoM discussion of llie provisions oi'thc Nationalizing

law is made in the following paragraphs:-
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Main provisions ol nationalizing law: " Wiicicas it is expedient to provide for tlie taking

over of the undertaking of certain batiks in Bangladesh and for matters conncctcd therewith

and incidental thereto."

The Nationalizing law has no long title, 1lhe jireanible, as quoted above, doses not give any
reason for nationalization of the banks. So, the Nationalizing law speaks nothing about
justification for the nationalization ot banks. However, its substantial provisions mainly deal

with the following topics, namely

a) the mode and mechanics ol transfer ol the undertaking of tiic existing banks i. e. the

banks named above;

b) the constitution of 6 new banks, namely, the Sonali bank, Agrani bank, Janata bank,
Rupali bank, Pubali and Uttara bank:

¢) the management of the new banks:

d) the payment of compensation to the shareholders for such shares which have not
already been vested in the government.

Besides the above, the Nationalizing law contents provisions on authorized capital,

functions, accounts and audit of new banks and terms and conditions of service to the

employees of existing banks in the new banks, power to make rules and regulations, etc.

According to ‘The Bangladesh Banks (Nationalized) order, 26lh march 1972 (President
order no-26 of 1972)’ 1) Sonali Bank, 2) Arani Bank, 3) Janata Bank, 4) Rupali Bank

5) Pubali Bank and 6) Uttara Bank arc llic iiationali/.ctl conimcrcial lianks.

The Nationalized banks could not play the due role in the implementation of Government
programme and policy. llencc a trend of denationalization of banks started from mid-eighty.
In order to enable the government to transfer any new bank i. e. nationalized bank to private
scctor, a new Arlic)e was inserted in the Nationalizing law by the Bangladesh Banks
(nationalization) (amendment) Ordinance, 1977(Ord. XXVIII of 1977). After the amendment

in the nationalizing law, the Pubali Bank, Uttara Bank and Rupali bank (partial) have been

transferred to the private sector.

10
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Financial Services:

Despite the fact that financial deregulation and globalization of financial market have
created additional source of loanable fund for many large lirm, small and micro enterprises
arc still relegated to small and micro business crcdit and bank loan as lhcir primary sourcesy
of operating fund(Curran,198(i, Gitman,1988). National Federation of Independen/
business of USA found that in 1988 to 1990, 76% of all operating small businesses includirtg

MEs utilized bank loan at some point during their existence ( Sinpolics,1990/&

Van Aukcn & carter, 1989).

From the above discussion, it reveals that Ilnancial services includc bank loan, and crcdit
from financial institutions or other government and non-government agencies. Financial
services arc used to meet the requirements for working and fixed capital. To a.“quirc land
and building, to buy machinery, equipment and other assets, there is a requirement for fixed
capital. Sometimes, fmancial assistance is required to support the exte”ed operation.
Besides, financial services are also provided for working capital items st” as purchase of

raw materials, payment of operating expenses like salary ctc.

Credit:

The word credit'comes from a Latin word ‘credcre’ meaning belief or trust (Iftekhar, Ph.D.
thesis, 1989). In business a person IS said to reccivc crcdit when he receives goods or money
on the understanding that he will pay for the gt)ods or repay the money in due course. I'hc
simplest foim of crcdit is personal crcdit' which many ol us reccivc from time to time wlien
we buy goods in a shop and suddenly discover that we have left our money at home. If the
shopkeeper knows and trusts us sufficiently, he will allow to take the goods at oncc and make
payment later. When a shop allows a customer to have a regular monthly account, it is still
personal credit, although ol a more dclinilc kind. Of ihc various types of credit, the
simplest form of bank crcdit is the overdraft. When the banker gives pennission for a
customer to draw out money in cxccss of tlie balance he has at the bank. Overdrafts arc
occasionally granted against purely personal security, that is, against \hC customers promise

to repay by sonie pre-arranged date. More ollcti some sort ol collateral security is insisted on,

1
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such as govcniinciiL bonds, stocks and sliarcs itr giiaruiilccs ciUcrcd into by the customer's
partners or by other responsible people. The advantage of an overdraft is that the borrower

has to pay interest only on the amount actually overdrawn.

The other way of borrowing money from a bank is by a 'loan account'. This is open for the
customer at an agreed rate of interest. The full amount of the loan is charged against the
customer's account, and placed to his currcnt account for him to draw against. He pays
interest on the total amount of the loan, however much or litlle of it he spends (Salt, Laura
E. and Sinclair, Robert, 1976). Credit is a reputation for solvency; the time given for
payment ol goods sold on trust; trust reposed with regard to property handed over the
promise of payment at future time; anything due to any person; the side of an account in
which payment is entered, opposed to debit; an entry on this side of a paytnent received. For
the purposes of the Customer Credit Act, 1974 "credit" includes a cash loan, and any other
form of financial accommodation (I*crr>-, 1997). Credit is basically a "power"™ which, when
excrcised gives the ender a "right". 1lhe word "Credit" is used to apply to credit transactions,
credit standing and credit insfriimcnts. Although credit is not wealthrTnTarTindispcnsablc
agent in the production of wealth. It serves as a medium of exchange, adds flexibility to
supply and demand, makes capital more productive, speeds up production and distribution,
increases the volume of business, and performs many other valuable functions for the
businessman. Credit plays an important part in the business cycle. The Government can
control credit, and in that way inllucnce tlie business cycle through Bangladesh Bank. Able
credit men can also help maintain by extending or withholding credit, thereby making a
profession of their work. Credit may be classified in many dilTercnt ways but our approach to
the study of credit remain within the periphery of credit in commercial banks. Bank credit

stands for credit extended by banks to borrowers (f*hilli|)s, 1920 ).

12
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Small and Medium Eiitcrnrisc:

The vast majority of business IImis in any country are small ( Stanworth,J, Westrip,A,
Watliins, U and Lewis, J.1987). Altliough the cleliniiion ol "siuail" varies Ironi country to
country, time to time and study to study, tlicre is no doubt that a very significant proportion
of the economy is based on smali firms. Moreover, it is the undisputed fad that small
business has demonstrated incomparable innovative fertility ( iVlurshcd & Bhuyan, 1990).
In a 1979 report entitle "Scicnce indicators” the national science foundation of U.S revealed
that for every research and development money invested in small firms, they prodnccd four
limes more innovation that the medium sized firms and 24 times more innovation than the
large firms ( Sullivan and Lane, 1983), finally, most of us today arc interested in being
active participants in the game ol living rather than merely passive observers. Doing our own
thing and searching for a sense of meaning identity, crcatcd and achievement are important to

a great many people (Murshcd & Bliuan,1990).

One of the best ways of accomplishing these things is to become the owner manager of aji
independent "small" business. Thus small firm deserve a good deal of attention. Many
countries set up program to stimulate the establishment of small enterprises
( Ritchie, T,1985). It would be easy to apply a quantitative measure, such as number of
employees or annual sales. But the problem is that a given number of employees in one
industry will constitute a small firm and in another, a large firm. The definition of small will
have a bearing on the research questions to address. Different definitions make it harder to
draw conclusions on common ground in the research of small firms. In fact, simple

quantitative measures do not highlight the features of the firms in question.

13
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ihere is need for more elaborate quantitative dcllnitions wliich of some scholars are given

bclow:-

Sulvaii and Lances Definition:

a) Independent management (usually the®owner),
b) owner supplied capital,

¢) Mainly local area of operation,

d) Relatively small size within the industry.

Mintbcrg’s Definition: Mintbcrg describes the key dements as the owner in an
organization with little specialization, formalization and very centralized with no techno-
structurc. lhe owner-manager is responsible for many or all function in the firm and has
generally very little interest in administrative work, 1he manager is therefore expected to

have little interest in the financial management ol his finn which our research showed to be

true.

Traditional., Partly Modern., and Modern Small Inclustrv:

Staley and Morse told their study that within the broad iield of small industry, wc shall need
a number of sub classincations. One important distinction will be between traditional and
modem small industry. A major thesis ol this study is that development leaders in newly
industrializing countries will be wise to direct small industry policy toward the up building of
modem small industry by encouraging (1) gradual transformation of the traditional small
mdustry sector, and (2) establishment and growth of new, modem types of small industry.

This twoin process we shall refer to as modernization of small industry.
Wc mean by traditional small industry those forms which prevail in and cater to the needs of

the traditional economy. Traditional small industry is characterized by products, techniques,

and organization not very different from those of previous generations.

14
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Modem small industry, by contras, in our concept means small industry which caters to the
needs of the emerging modern economy, is progressive in outlook and adaptable to changing
conditions, uses the results ol modern science and invention in its production processes, and
applies reasonable up-to-date ideas of orgatiizalion and management in its business

operations. Modem small industry thus differs from traditional in four major rcspects:

Modern small industry thus differs from traditional in four major rcspects;

1. Outlook:- There is a continual search for improved ways, ready adaptability.

2. Products and product design;- Products arc suited to modern needs or to the emerging
needs ol'an economy in transition from traditional to modern.

3. Physical technology of production;- Appropriate use is made of efficient machines,
goods plant layout, precise control of chemical processes, etc.

4. Social technology of organization and management;- appropriate use is made of

business planning and budgeting, market analysis, cost accounting, enlightened ideas

of personnel management, etc.

Administrative definition:

Staley and Morse told in their study that when governments set up organizations top aid
small industry or segments of it, especially wlien these offer services or privileges not
available to all industi®, there is need for administrative definitions to detcmiinc who is
eligible. This need arises, for example, in conncction with loan funds, free technical advice,
and possible space in industrial estates, raw materials allocations, or government purchase
orders set aside for small industry. As might he expected, in view of the wide range of
environments in countries at dilferent stages of industrial development, administrative

definitions of small industry cover a wide range for example:
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India: llic: govcrninenl's lirogiani (or small-scatc industry assists uiiils having no more lhaii
Ks. 500,000 (about U.S. S100,000) of llxcd capital, in ccrlain ca.scs no more llian Rs
1,000,000 ( about $ 200,000). Formerly there was also ihc limitation: no more than 50
employees power or 100 with povver. But this employment limit was removed in 1960 for a
number of reasons, among them the thought that there siiould be no disincentive to growth,
especially growth in employment. There are separate programs in India for handloom

weavers, " khadi and village industries silk, coir, and artistic handicrafts. The small-scale

industry program therefore locuses almost entirely on small factories.

Cylon; Small-scale manulacturing is officially divided into (I) cottage industries, carried
on wholly or primarily with the help ol members of the family ciKier as a whole or part-time
operation; (2) handcraft industries, products artistic in character requiring traditional skills or

craltsmaiiship in their manufacture; (3) small industries, using povver, but capital investment

in machinery and equipment not over Rs.2,00,000 ($40,000).

Japan:—Various laws for assisting smaller enterprises recognize an upper limit in

manufacturing of HOO employees, sometimes with a capital limitation of 10 million yen

(about $ 28,000).

United States (USA): A manufacturing linn is officially a small business in connection
with government procurement orders if it is not dominant in its field of operation and has
fewer than 500 employees, or if it is certified as small by the Small Business Administration.
I'or eligibility to benefit from small business loans and technical and other assistance, it is
classified as small ii it has less than 250 employees, as large if it luis more than 1,000, and
within the 250 to 1,000 range as cither small or large, depending on si/.e standards set by the

Small Business Adniinistration for particular industries.

Ita!” The law for promoting development of South Italy provides that to be eligible for aid
to small and medium industry an enterprise must have certain structural and size
characteristics. It must operate a truly technically organi/.cd plant which carries out one or

more cycles of transformation ol raw materials or (abricatioTi of products. U must have an
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cflcctive inciuslrial cluiiaclcr, ilUrcrciU Iroin arlisuii ciitci priscs us defined in aiiulhcr law and
for which tiicre are separate aids. On the other hand, it must not fall outside the concept of
medium industry, for which the upper hmits are: capital investment not more than 1,500
million lire ( about S 2,400,000), and maximum employment of 500, including managers

employees, and operatives.

Statistical Definitions:

DefiiTitions ol small industry used in gathering or interpreting statistics have also ranged

widely (Staley and Morse, Modern Small Industry for Developing Countries, p-12). For

example:

ECAFE,1952: A working party on cottage and Small-scale Industries of the United Nations
Economic Commission for Asia and tiic l-ar liast suggested, in an effort to standardize
terminology, that cottage industry should be defined as "carried on wholly or partly with the
help of the members of the family, either as a whole or a pert-time occupation,” and small-
scale industry as ‘'operated mainly with hired labor, usually not exceeding 50 workers in any
establishment or unit not using any motive power in any operation, or 20 workers in an

establishment or unit using such power."

Indonesia, 1955: As reported by a United Nations technical assistance expert “small
industries arc considered to includc all productive units employing less than 10 full-time
workers and not u.iing mechanically driven tools or machinery. llonic and cottage industry
conics within this size classification, it is unlikely, even though possible, that any industry
showmg the characteristics of a factory would lie in this si/.c range.” “Medium Industry is
the best term to describe those productive units wiiosc size lies between the small-scale or
home industry and real factory industry. Arbitrarily for statistical purpose they have been
defined as factories having 10 or more workers and/or one installed horsepower having no
more than 50 workers and/or 5 installed horsepower.” “Large or factory industry covcrs

establishment with 50 or more workers and/or having live installed horsepower.”
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lyikltlie 1958: United Niilioiis icpi)rl cm I)cvcUi|)tni:nl nl MiinuliicUiriiit; liiduslry in
Egypt, Israel, and Turkey refers to manufacturing establishments employing 10 or more

persons as medium-scale and large-scale, limiting the term small-scalc to establishments with

less than 10 persons.

Sargant Florcncc. 1948,1962: Using British and American census data, Plorcnce analyzed
prevalent sizes of plant by industry and related tlic findings to certain other characteristics.
His rules for assigning an industry to a particular size classification included; small plant, 50
pcrcent of total persons employed in cstablishment.s employing le.ss than 50, or 60 percent in
establishments with less than 100; smallish plant, 50 pcrcent employed in establishments
employing 50 to 199 or 60 percent in establishments with 25 to 199; medium plant, 50

percent employed in establishments employing 100 to 499, etc.

ECLA, 1957”A survey of industrial trends in Latin America called manufacturing units with
five persons or fewer undersized industry and discussed its most important components
under the headings; home crafts, found to be shrinking rapidly; handicrafts, growing slowly,
handicapped by a shortage of genuine artisans; and dwarf industry, devoted usually to
production of the simplest types of goods, in competition with factory industry, and growing

rapidly, in some cases outstripping the growth o[ factory employment.

Others:

As circular letter no-02 dated 19-07-2005 of ACSI’D (Industrial sub division), Bangladesh

Bank, an industrial unit to be 'Small enterprises' having lIxcd investment not exceeding TKk.

10 million.

hidustrial policy, 2005, defines small scale industry as an industrial undertaking engaged
either in manufacturing process or in service activity with a total investment less tlian

fk.one and half crore or 15 inillion iti fixed capital with initial capital.
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On ihc basis of ciTiploymctU criterion, liuliislriai policy, 2005, itlctilincs an industrial unit to
be small which employs less than 25 persons. An industrial unit employing between 25 to

100 workers is categorized as medium while units employing more than 100 workers are

called large-scale enterprises.

Promotion and Dcvclonmecnt:

Promotion and Development which arc closed word each other, can be described from
varieties side. Many scholar describe this word from llieir angles. Description given by

Abdui Hannan Mia about the term in his Ph, D thesis is given below;

The term promotion and development can be viewed Irom various angles, sometimes these
two term arc used interchangeably to denote tlie same meaning. !lowever, distinction is made
between the two for practical reasons. riu)ugh the term promotion means initiation of
something, it is used to denote different things in different situations. Here in this dissertation
the word promotion is used to denote mitiation of enterprises. It includes all activities
required to initiate a micro and small enterprise. This includes motivation to create
Environmental awareness, to Imd out or to promote an effective idea, to validate that idea
and to creatc mental drive and determination to start a micro and small enterprise, ‘lI’hese arc
the activities required to give a push for the initiation of a micro enterprise. When
entrepreneur takes an idea it is also said that an idea has been promoted. When the idea is
implemented or executed it is said that the enterprise has been promoted. This promotion of
micro enterprises is the process of initiation of various financial and non-financial activities

that eventually gives birth to an enterprise.

The term development is also subjcct to various interpretations. Usually development refers
to the positive change in the object under consideration. An object may be a process, tangible
or intangible assets. Human being, thinking, concept, institutions or the activities of an
institution. Johannisson (1991) stated that a growth or development concept must encompass
both quantitative and qualitative change. Qualitative growth refers to the increase in the
ability of the firm to diagnose arid deal with structural cluuigc in the environment of the ftrni

as well as with changes in the value .system of entrepreneurs. Quantitative growth or
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sales, production, investment, proilt, reserve, and other variables. While quantitative growth

is attainable by way of singl®loop learning, qualitative growth is always a double-loop

learning (Argyris and Schon, 1878).

2.3. Various Stages of Smali and Micro Enterprises Development

Tlie stages of small and micro enterprise development have been described by various
researchers from various angles. Scott and Bruce (1993) for example, have identified five
stages of enterprise development. I'ney ar&Inceptldn: thc~~od covering starting up to entry
to survival; survival: the period that cover the phase of turning to survive up to entry to
growth of the business; growth: the period covering starling up to entry to survival;
expansion: the period that requires additional support to expand; and maturity; the period
covering the full expansion of the enterprise. Steinimetz (1989) focused on the evolution of
small and micro enterprises and developed a model where he looked into three stages. He
termed these stages as (i) direct supervision, (ii) supervised supervision, and (iii) indirect
control, Cooper (1979) proposed a schenic consisted ol tliree stages of the small enterprise
devciopment. These arc start-up, early growth and later growth stage. Wines (1986) also
identified almost similar stages of development of the MEs and small enterprises. Mount et

al.(1993) described another model ol small and micro business growth containing five
phases. These are the owner operated organization, transition to a owner manager
organization, the owner-managed orgnni/.alion, anti transition to emergent functional
Management. Durham University Business School (I)UBS) developed a model after
evaluating 20 years (1970-1990) small and micro enterprises supporting activities and
programs to help the supporting agcncics to develop need based supporting programs. I'hese

arc pre-start-up, start up, survival, first growth stage, second growth stage, and

internationalization.
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Iliis model is well Iliougiit-out and well iiecepled. Bui Iliis model did not consider the
transition period and did not provide any giiidciine ahont how to handle crisis rather totally
neglected the transition periods. Moreover, this model was developed based on only UK

experience. Thus, none of the staled model can be considered as a complelc model.

2.4. Mia’s Growth model of ME and Small Enterprise :

This model has got similarity with that of DUBS.

Stage-1: Pre-Start Up

The phase of MI- and small enlerprise development that aims at raising awareness and or
building knowledge, competence and capabilities of the people who are still exploring the
option of going in to the business is known as pre-start up. In this stage the potential
entrepreneurs may be looking lor new ideas, may be suffering from indecision about
choosing the option. This stage can be characterized by the state of stimulus and
commitment of the potential entrepreneurs towards a valid idea. Apart from these,
developing a series of planned activities and negotiating with the various parties to get in to
business is the major ihcnTe of this slage. Acquiring motivation, developing an idea,

validating the idea, identifying resources etc. arc the activities to be completed in this stage.

St;igc-2 : Start-Up
This stage aims at building knowledge and of the people who have made a firm decision and

commitmenl to go into a business. lhis stage includes activities like enterprise planning and

negotiating, implementing idea or execution oflhc well ihouglil out plan.

Stage-3: Survival

Survival stage of eiUerpiisc development focuses on the development of basic business
knowledge and competence. |his stage aims al assisting people who have began trading but
need to acquire the basic business ability to run ihe enterprise. Developing survival skill,
monitoring and control technique, environmental awareness, family empathy and

consolidation of various system are main aclivilies to be perform in this stage.
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Stage 4 : (growth Stage

Growth stage aims at developing micro enterprises lliroiigh (he tievelopmcnl of the
entrepreneurs and their managerial abilities. This stage focuses on the development of
funelional skill of the owner managers. They should know how to device plan, how to
structure the resource to implement the plan, how (o inlluence the employees towards the
achievement of that plan, and how to develop their supervision and controlling skill to help
enterprises developed. Strategic awareness, environmental awareness, analytical and
problem solving skill of the entrepreneurs, and developing financial resources to support all
development aspccts are the key to this stage. Nevertheless in this stage SMEs entrepreneurs
might require some ability that help to develop team sprit and strategic planning. This stage

ends with spreading operational activities across national boundaries.

Stage S: Interiiatioiialisation:
This phase aims at developing the inlcrnalional aspect of the business beyond the incidental

import and export business into active participation. The owner manager should develop

knowledge about export, import and international environment.

Transition Periods :

Transition phase is common to all the stages except internationalization. The characteristics
of each stage of development arc dilferenl from both preceding and suececding stages.
Distinctive technical, managerial, financial and other operational abilities arc to be acquired

by the enterprises to face the initial and new challenges ofnexl stage.

From the above discussion it is clear that the Small enterprises require different fmancial
services at different stages, fhe requirement of SMEs in one stage is not necessary to be the
equal requirements of another stage (Maville, 1992). For example the information on
business development all issues su(HriisT~glslalTon'is not the requirement of several stages
of the enterprises but supporting additional working capital is a requirement of the stages of
growth ( Maville, 1992). Thus, understanding of the development stages of small enterprise
will help the supporting agencies to provide required support services and also will help to
make an necessary evaluation of the delivery of financial services by NCBs as to whether

they are providing financial services based on the rcquiremenl of each stage of development.

22



Dhaka University Institutional Repository

2.5 Review of flic Currently I*racticcd Models:

For an effective framework has given rise to tlic fonmilation of frnmcworks those can be
divided into the following classes as Sardcr (1995) and Mia (2000) pointed out:
 the framework related to the promotion and development of small and MEs called

general model and

 the Iramcwork related to ttie evaluation ol support s*vices for the promotion and

development of MEs, callcd evaluation model. \V

Though there arc differences between the two terms- model and framework but they arc
often used interchangeably. Ihe tcmi Irainework is a structure composed of parts and
relationship. Nachmias and Nachmius (1991) stated, "ihc third level of theories is
conceptual framework. Her descriptive categories arc systematically placed within the broad

structure of explicit as WcH as a map or a set of map whose structure and layout is guided by

theory™ (p-14).

From this statement it is dear tliat the iramcwork provides a guideline or direction as to how
problems are to be solved. It also reveals the systematic layout of explicitly assumed
proposition within a broad structure. This structure simply prove ideas the process of solving
problems to derive propositions systematically. lhus framew’ork is a graphical or descriptive
way ol presenting or organizing a rational thinking that can be used in simplifying the
problems to be solved. A model on the othci’ hand cun be delincd as the cause clfect
relationship among variables having interacting and inlertiepcndenl innucnccs. Bufla tt Dyer
(1977) slated that a rnodel is a simplilied presentation ol a complex system or phenomenon.
Models arc sometimes built purposively to habit properties and features of related objectives.
Models are of various types. Wiliams (1990:3) & Nachmias (1991:50) described models
from tlic viewpoints ol physical and mallieniatical shape respcclively called concrete and
abstract. Concrete model has physical shape like model of a Iclevision or aircraft. Ab.'itract
models are mathematical equations, algebraic symbols or descriptive structure like the

economic system of Japan. Models usually shovv and signily tlic relationship among

variables under observation. Ihcy help in tlic formulation and derivation of causc and cfl'cct
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relationship of tiic variables of observation tliosc arc empirically tested. These models arc the
mathematical equations expressed by algebraic symbol abstract) or the physical shape of an
object (concrete) or a descriptive way of expressing relalionship among interdependent and
interacting variables or elements those help to formulate empirically testable proposition
regarding the nature of cause- effect relationship of the variables. Thus models profoundly

establish explanatory and predictive power and features to predict and explain the variables

and their cause and effect relationship (Sarder, 1995).

2.6 Framework for Small iiiul iVlicro Knterprisc Development

lhe review of the existing literature idcntilled some model of enterprise promotion and
development. The models those arc relevant to the current study has been reproduced

and briefly discussed in this section with due focus on the promotion and development

process of SMEs.

Neck’s Enterprise Development Model:

Neck (1977) considering the informant factors that gives rise to the development of
enterprise, developed a model lor small eiUcrjirisc devclopnieiU. Ilis model is conceptual
and based on three lactors like host, agcnl and environment vvhal he calls prime factors.
These factors arc diagnosetl to a remedial measures based on the result of the analysis. Thus
this model is divided into two phases.

l.niagnoslic phase and

2. Remedial phase

Because of these two steps, this mode! is popularly known as two step model. Neck's two

step model can be visualized as below.
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Slcp-oiic

Diagnostic Phase
Analysis of:

Sicp-'fwo

Remedial Action
Development of:

LHost Training need ol' managers and programs to provide appropriate
workers tcnowlcdgc and attitudes skills

2. Agent Activities and relationship of syitable institution to  provide

structure providing assistance assistance  in matters (Inance

technological, managerial and

development

3. Environment  Appropriateness of  existing Appropriate policy and support
elements sncli as inirastriicturc,
legislation, access to raw
materials, information, market,

labor and sources ofrinance

Source: Neck(1977).

Underlying Meaning of flic Prime Factors:

Neck identified three factors as pointed earlier; These are brielly discussed below:

Host. By host Neck meant the ‘recipient human clement" i.e. the enterprises and the

involved people who can rcccive trainmg, knowledge, cfc. 'Hic enterprises those arc being
developed, were enveloped, and will be developed require training to impart knowledge to

the owner managers according to the rctiuiremeiUs. Based on the phases of enterprise
development the need for appropriate training and knowledge differs, 'i'hat is why enterprise
development model focuses on the human olemenls i.e., who are tiie existing and potential

cntreprcncuis or ol licials running lheii' biisincss or ihinking to *,ieveloji their business.

Agent . The persons or institutions that act as an intermediary rcsjionsible for developing the
causal elements givjng impetus lor the develojimenl of enterprises are known as agents.

Various government and non-government organi/ations are providing support services for

the promotion of MEs and smai! ciucrprise. Tor example, BSCTC and BASIC arc the

agencics for the development of MHs and stnall enterprise.
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Envirutiiiiciit: ihe surroiindingii that conlribulc llic coiutiliuns within which the hosl and
the agent try to develop enterprises. It includes Icynl, socio-cconomtcal, political and ciilturnl
Tactors. Government liberal policy conductivc to the promotion and development of MEs and
small enterprise can be staled as a constituent part of the environment, for example. In the
context ol MLis and small enterprise development. Mi: and small enterprise themselves arc
the host, the government or the noii-governmcntal supporting institutions arc the agent that
provide support to the host and the legal, economical, cultural, conditions, etc. are the

environment that has bearing on the development of Ml:s and small enterprise.

Neck’s small enterprise tievelopnicnl model's two slcps iirc briefly discusscd below:

Diagnostic Phase: In this phase the need for prime factors- host, agent, and environment- is
analyzed, liic skill & knowledge that the cnterpri.ses have, the level of experiences that tlic
enterprises capitalized, the requirement of the skill, knovvledge, ability and experience, etc, to
be analyzed to accurately assess the need of the enterprises. The types of support services
tliat the agents arc providing, appropriateness of the support services, need for additional
support services, etc. arc analyzed. Besides, how supportive the environment is, what arc the

various constituents of the environment having positive and negative influcnccs etc. are

diagnosed and analyzed.

Remedial Phase; In this phase, actions arc taken based on the result of the analysis and
diagnosis in the llrst stage. The program that will provide skills and clTicicncy of the
enterprises and the people working there, the suitable and demand-based assistance those are

required and the policy supports tiial shape the cnvironmciu towards the development of

enterprises arc executed.

Neck s model tiuis prt)vides a framework lor dcvelojiing enterprises by jiroviding skill,
Knowledge and attitude of the host- enterprises supjiorted by the government or non-
government agent who provide nnancial or non-Cmancial or any type of required support

sei'vices, operating under supportive environment for the development of small and micro

enterprises.
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2.7. 1llieocliairdcs & "1olciiliono’s Small Business Creation Dovclopmcnt Model:

Thcochairdcs and lolcntiono (1992) have developed an inlegraleJ model I'or the proniolion
and development ol small and MEs. This model provides an outline as to how new enterprise
will be created as well as how the existing enterprises will be developed. I'heochairdes &
lolcntiono in ihcir model identil'ied some constraints those are tlie policy regulatory
environments, consisted ol business climate, fiscal measures, small enterprise development
institutions, and enterprise culture. Apart from the policy environment the economic business
potentialities having influence on the process ol' enterprise development were identified.
These constraints and economic business potentials induencc in the process of institutional
building related cost and time frame of new business creation as well as in the process of
providing service and institutional building for the development of small and micro
enterprises. 'lI'neochairdcs and Tolentiono in iheir model idenlillcd some constraints these are
the policy regulatory environments, consisted ol'business climate, fiscal measures, enterprise
development institutions and enterprise culture. Apart from the policy regulatory
environment the economic business potentialities having inilucnce on the process of small
business development were identified. These constraints and economic business potentials
influence the process of institutional building, related cost and lime frame of new business

creation as well as in the process ol providing servicc and institutional building for the

development of small and micro enterprises.

The model states tliat all types of entrepreneurs range from formal to informal, male to
female, youth to adult, can be brought in to the integrated business potential procedure that
is necessary for the creation and deveiopmciit of small and micro enterprises. This model
emphasized on the supporting institutions and their activities for the creation and promotion
of small and micro enterprises. lhcse include training programs like entrepreneurship
development, business management programs, technical guidelines, business plan and
financial assistance programs etc. Once the enterprise is created that the external services arc
required. The integrated process of creating small and micro enterprises having inilucnce on
the development of existing enterprises through identification of their needs, iniprovcmecni of
productivity, diversification and providing financial supports also were considered. Ihis

model attempts to like necessary supporting activities in an integrated way for the creation

and development of small and micro enterpri.ses.
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2.8. Gibb's Small Enterprise Development Model

In the conlcxt of Central and [*.astern I*uropc, Gibb (1993) has cicvclopcd a model for the
development of small and medium enteipriscs (Figure -1). where he identified four important
factors inllucncing the development of small enterprises. Tlicsc are xullure, small enterprise

firm initiation and sm'vival, small enterprise growth, and supportive inlVaslructurc,

The tollowing framework of policy; assistance activities; institutions and the needs of small
enterprise supports ser\qces, and the need of small enterprise supports services, and the need
of the society for small enterprises development embrace the four factors staled earlier
(Figure-1). According to the framework of Gibb, policy can be viewed from both ihc macro
and micro perspectives i.e. from the national and specific enterprise view point. Gibb (1981)
stated that policy frame can be measured by (lovcrnments (national, regional or local)
explicit statements or other organization those are conccrncd about the vvays in which
small firm development should be approached; inlercnces that can be drawn iVom more
broadly based statements of the governments or other organizations that arc concerned about
the philosophies for economic development at national regional AND local level; and
inferences from the specific measures taken by the government which are designed to effect
the small enterprise sector. While describing institutional capability, he classified it as
ownership, standardization, integration, target, age, and importance. 'I'he range of assistance
for the promotion and development of small and micro enterprises, according to Gibb’s
model, arc classified as hardware that includes fmaiicc, premises, materials, and other help
incask or kind and software arc the assistance except cash or kind and includes training,
counseling, advice, clc, Gibb in his model used the word needs to denote two types of
demand. First the small businesses need the assistance of the institutional supports. Second
the needs of the society for the dcvelopmenl oi' small and micro enterprises i.e. from the
societal point ol view the governnicnt, rcpresentalivc bodies and other interested groups arc

interested for the promotion and dcvelopmcnl of small and micro enterprises.
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Figure-1: A Framework for Review oT Small linlcrprise Dcvclopnicnl.

Thus, with tlie framework of poHcics, instiliilional capabilities, ranges of
assistance and the needs, small enterprises development is a function of ciilturc,

their initiation and survival, fjrowili and supportive infrastructure.
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2.9. Model for the Examination of tlic Effectiveness of Small and Micro
Enterprises Support Services. —

A

This scction is organized to critically examine some ol the existing models that measure the

effectiveness of the support services fo“he promotion and development of small and micro

enterprises.

Gibo and Scott’s Model of Growth throuffh Product Market Development

Although the model is developed based on a longitudinal study to support the growth of
product and market in the small firm, it has been characterised by experimental action, input
designed to allow observation ol the im]iacl of dilTcrcnt types of software support services
for the development of small and micro enterprises as depicted in Clibo and Scott’s model
what they call flow'cr pot (Figure-2).1his model starts with the assessment of the existing
performance of the enterprises shown in the ligLirc numhercd-l. fhe existing situation
provides a base for the development as numbered-2. The examination of the existing
performance at the balloon base together vvith the potential lor development will help to
determine the target at the top, where the enterprise could go with the passage of time and
with the size and depth of changc. 1 hus from the bottom end, it reviews a proccss of changc
that encompasses a number ol internal andexternal influences, have bearing on the
development process ol product or market development. [I'hc authors in their model
identified that at any particular point of time there arc performance base relating to a market,
production, and financial and management control situation. They also identified some
specific parameters to measure cach of the idcnlillcd bases. 'I'ne areas such as of
manageinent team building and commitment, environmetital awareness of entrepreneurs, and
other strategic awareness are highly being influenced by inlernal factors. On the other hand,
the size and depth of changc while overall demand uncertainty in the market place,
competitive situation and the inlluencc of assistance etc. are the areas where the external
factors arc influeiicing in the proccss of development, 'faking into consideration all the
intenial and external lactors according to tliis model, in the process of small enlerprises

development, the possible inHuenccs of the support services can be observed and examined

over a period of time.
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Figurc-2: A Model of Growth throuf;li Product Market Development in Small
Enterprise

Key Internal
Intlucnces on the
Development
process

The base potential for development
2

Wiiere is (lie business cunenlly
Operating

Source: Clihb & Scott (1985: 607)
/
This model is important and useful to understand ihc process of growth of enterprises over a
period of time as well as to examine the inlluences of the support services extended for the
development ol enterprises. Ilowever, application olThis tnodel in most of the developing
countries is not possible because of a longer period of lime u>observe the change process and

specially the change of Small I'.nlerprise in the developing countries.
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2.10. Gibb and Manu’s model for Evaluatiun of the Design of Existing
Support Services for Small Scale Enterprise Development.

Gibb and Manu (1990) developed a model that designs the extension services and support
innuenees in the developing countries for the development of small scale enterprises (SSEs).
Gibb and Manu while developing this model used the view of Beers (1990) contingency
theory that the views that the organizations are dynamic and the structure and the process
they are currently being used arc appropriate to the particular situation and people. The
main essence of this model is that the cll'ectiveness of supporting institutions depends on the
situation and tiie degree of agreenicnt between the SSF.s and suppoHing agencies in terms of
people, structure, and the process employed i.e. more closer the support services in terms of
these factors more effective the support services arc. This has been tested in a developing
economy like Ghana. Though this is an well designed and easily understood model for the
design of extension support to the SSKs, yet the cultural inducnces and the transformational
process are ambiguous and not possible to replicate, in its exact form, even in a developing
country. The main contribution ol tiiis model is the parameters those can be used in the
qualitative evaluation of the effectiveness ol'the design of the supporting institutions or
agencies. Among others liiis model has been supported by some scholars (Miller et

al.1993;Sarder 1995) specially to be uselul in the developing countries for the development
ofSSEs.
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2.11 Gold Mark and Hoscngard’s linpacl Evaluation Model,

Gold mark and Roscngard (1985) proposed a model lor ihc cvalualion oi' impact of the
assistance mainly made by tiic donor nj*cncy for ihe promotion of SSl'.s. This model is

consisted of four levels (Figurc-3)

Figure-3; General Model for Impact Evaluation ol Small scalc Enlerprises Promolion
Projects.

Source; Goldmark & Rsciij-ard (1985:172) N

This model starts with assessing the effectiveness and the efficiency of the donor agency in
supporting the enterprises with rcfereiicc to the instituiional building in the first level. The
impact of donor on the implementing institutes i.e. on tlie supporting agencics is then
evaluated in the second level. In the third level, the performance of the enterprises is
analyzed. This performance is thought to be the impact of the implementing supporting
institutions, thus in other word, il is said that the impact of the implemenling organization on
the enterprises evaluated, finally the performance of the community as an ultimate Qffpet*of
the process is evaluated. lhis means the impact of assisted enterprises on income,

employment, quality of life standard ofliving etc. arc evaluated.

An analysis of the above model reveals that each level is very much interlinked. Every level
has strong impact on the subsequcnl levels finally on the community, which is the main

objective of tiie cnlerprise development.

This model is also helpful to determine lhe stage level of evaluation of the institutional
support services. Once the stage level ol cvalualion is decided cvalualitin strategy arc than
provided under general evaluation stralogies (l'igurc-3). I'he authors used a hierarchical

strategy to be used in the cvalualion work.
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Evaluating SSEs.

Evaluation
Strategy

Low

Medium

High

Methodology for Data Collcclion and analysis

Ciassificalion oj enterprises according to general trend bv
examination records found at implanting agcncy and
conversation with staff

i*lus
Description in-depth profile of a few case studies based
on long interviews with SSI-s’ owner staff and family
members

Plus
Quantitalive analysis of linancial performance of SSBs

general trends through data analysis by sample survey

Source: Gold Mark & Roscngard (1985:172)

Evaluation Strategy Hierarchy of of Strategics for

Level of effcct

21-28

person days

29-28

person days

112-124

person days

The scction of low medium or liigh slralcgy largely depends on iho availabiiily of required

rcsourccs . Acct)!ding It) ihc level ol strategy, involvcineiit ol cost, lime and effort vary. lhc

choice of methodology of data collcclion and analysis also depends on the selection of

strategy (l-igurc-S )
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Figure-5: Data Collection Mcdiod.

General Evaluation Strategy
Do evalualion users require detailed financial data on eiiciits to decision-makinj”

responsibility ?

YES NO

(Collect tjL*ilitative data or trends)

Is it possible to desegregate changes residing from the SSE program from other external

factors affceting the SSB with a reasonable degree ofconlldenec ?

YRS NO

(Collect giSalitative data)
Are assisted SSEs independent activities? Does the entrepreneur separate the assisted
business activities from revenues and experiences of other houseiiold activities? Is the SSH

not part of a multilbnii prop (hal sets jiolicics td muxinuim group benefils?

YJiS NO

(Collect qualitative data)

This general model together with the evaluation strategy shown in I"igurc-4 and figurc-5
provide useful and ed'cclive guideline to examine and evaluate tiie impact of support
serv'ices. Rut this model did nnt give any dear direction ;is to how the positive and negative

impact will be generalized .
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2.12. Durlmin University Business School fl)LIItS)IVIoclel :

Durham University Ikisincss School (DUBS) developed a model »0 examine the
performance of small business growth, Ihis model outlined a wide range of factors
influencing the growth capability of any small business. This can be divided into three
groups. Fhese arc tiiree Ps offrowlh stands lor iierformanee, potcnlial , and projection.
Perfonnattce is measutcd based on past and present activities of the" enterprises. There
should have some standard for the individual operational aspect as shown in the
Figure-6 B-A. Pofentiai is the ability of the business to grow. Wliat ability and skill tiie
enterjiriscs have gained or developed in respcct to resources, expericncc, control mechanism,
leadership and idea generation etc. as siiown in figure-6.B-H, Project means the specific
growth plan that the enterprises chalk-out lormally or informally for future operation as
shown in I'igurc- 6.B-C.

The key assessment machines are the answers to the three questions. How good is the
company's performance V Ilow strong is the company's base potcnlial for growth ? and how

sound is the specific growth project ?

e This model is developed for the evaluation of performance of small business that
cannot be applied to MBs for the same purpose in its exact form.

« 1his model requires more numerical information to measure the performance based
pievious and present iictivitics but most ol tiie MI*s do notmaintain books of
accounts and do not prepare financial statCEncnts.

e This model is developed in a developed country (UK) considering the overall
enterprise environment of that country. The enterprise environment of Bangladesh
including its socio-economic condition is different that of the developed country.
Thus this model cannot be applied in its exact form.

. 'lhis mode! is developed to guide tiie business advisers as to how the growth
cnnipaiiy canbe bettei assisted. Iltuis it is less coiiccrne<.l with (he evaluation () tlie
effectiveness of support services. This model (figure 6a & 6b) needs to be

reorganized to incorporate in the proposed model.
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Figure-6a: Performance Evaluation Model of DUBS

A T1'F. PERFORM ACR
How good is the company's perlbrmance ?
In the market hi production 7 In  overall financial

profit tcrftis

B Till' I'O'I'l-N1 AL
Mow strong is the company's base potential Tor growth ?

Resources base Experience Leadership base Control base Idea base

base

c TUl- I'KOJICT

How should is the specific j'rowlli projrfckE ?

and

The objectives The market ? The Scale & The ability & The financial

(Target)? 1<.csource Commitment ? projection ?

recluircment ?
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Figure-6 b:DU BIS? Enterprise
Detail (A, B & C).
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C. Evaluating the Piojccl-tlic key areas

The The Markecl The Hi'soinces I'hc Ahilily iitui The liiiiitu'iiil
objcctives C'otniliitinciit I'rojcction
Whm? . The proposed «  The stale of «  The specific The additional
When v procluel/scrvicx operiilions plaimeil jiiul  new abihlies reijuired il cost involved
Wlicre ?  « The ricecd Evidence the reasons for this. any The balance
llic ol'; e The additional «  liinv well existing sheet & i' & L
Volume  -cuslomers' acccplahility  physical resources abilities in Projection-
TargeU)  at the pricc requirements. laiid. management and Mic
-ability to manufacture jabor. premises, workforce, niateli contingency
under opcrnling condition machinery ete. new requirements. provisions.
-enough customers . The (uidition .« Who will
available reiiiiirenieiils and li<nv  |evel ol managerial
-ability to cmcr market Il will be acquired. resources and
-ability (o face commitment
eotnpelitioii . How well has
*  low it will rcach to il already been planned
customers,

. The awareness
ofrisk involved

Source: I>BUSfI990/

Sardei”s Fraiiicvvork for Evaluation of Stiiall Business Support Services

Sardcr()995) developed a IVanicvvoik (Mguic-7) for evaluation of small business support
services and related agencies in light of the models/ framework developed by Scot/(1985),
Gibb & Manu (1990) ,Gibb (1993). In his evaluation frame work, Sardcr incorporated the
supporting institutions together with the need of the small firms for support services to
make an evaluation ol tlie booth. According to the mode, in a given environment of the
effectiveness of support services can be examined by input output analysis and interaction
of other factors as suggested by scott (1991). lie opined that the policies related to the
promotion and development ol small business is a part of greater environment witii in
which the enterprise has to function. According to him, given the policy environment various
supporting institulions as shown in the box f-I, provide a number of support services to the

small firms as per their requirements as shown in the box 1-2 .-
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ihc aclivUics ol llic box I'-1 lo meet ihc icquircinciU in box V-2 have to be evaluated thal
is why lhc (ask of cvahiatinn is ihc ccnlcr of (lie model. 'lI'o assess tiie cffcctivencss of
support services Sardcr used the criteria as suggested by Gibb & Manu (1990) as shown
is the box !'-3 that pervades Irom h'3a lo I"3d. I'liis model also accommodated a ieedback
system based on the result of the evaiualion where corrective action might be necessary
to evaluate the impact of the support services Sardcr introduced Scott's (1991) framework
as shown in the box 1--4 where a logical relationship between the support scrviccs called
input and the result of such support scr\'ices including the iidlucncc of other factors (f-5)

called output has bccti eslablished as suggested by Scotl (1991) as shown below.

Where Y= Outputs

X= Inputs of nth ilcms and

M= other influencing factor ofjlh ilcms.
Sarder stated that these output may have several dimensions and can be measured at both the
macro and micro level. He suggested to make an attempt to assess the effect of inputs on the
performance of small firms quantitatively and form the response of businessman qualitatively
at micro level and the number of employment created, contribution of SME sector to GDP
number of enterprise developed etc, can be u.scd at macro level. He also suggested a

feedback system based on the result ol evaluation in order lo take correctivc measures, if

necessary, as shown in box F-4e.

Sarder stated his model as a unique one perhaps a better model in the context of developing

country. But this model suffers Irom several weakness as given below.

I.Ilirough Sardcr argued that he incorporate*,! all possible lactors lo assess the eflectivcness
of support services bolh quanliialively and qualilalively. bul in facts lols of factors arc nol
well designed and depicted in the tnodcl. I'or example he talked about policy environment

that interacts with other lactors but fails to outline what are the other factors.

2. He Stated that the use and quantiilcatioji of measures of sujjport services as shown in the

box F-4 is a new ideas but Manu (1990) incorporated inputs in his model while designing

support services for SSHs.
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S.liifcciivencss also can be nicasuietl in terms of pasl vcisus present performance,
polentialily gained to grow and solved problem, projcelion ability gained lor future

preparation those Sarder did not highlight in his model.

4. lie did not outlined in which areas the performance of tlic assisted enterprises to be
evaluated to identify or asses the impact of support services.

5.Sarder in his model incorporated the relationship between input and outptlt as suggested by
Scott (1991) as stated above. According to the dellnition of input only the support services
but also the function of owners equity including owners own capital, balancc of profit re-
invested, reserve and surplus, and finally his or her entrepreneurial ability.

6.This model did not highlight the stages of small business development. The evaluation
system of support services should consider whether the delivered suMort services were

required by the enterprise at that particular stage of development.

y.Finally this model is developed for the evaluation of support services to tiie SSEs. Support
services are being provided by various government agencies. This model did not clearly
identified who are the providers of support services. As because the current study is more
specific to the source (the NCBs) of support services and more specific to the recipient
(SMlis) of the support services, fins model thus incapacitates the accommodation of NCBs-

support services. Thus this model cannot be readily used in the current study.

_()_
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Chapter-3

Steps of Bangladesh Government to the
Development of SMEs
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Steps of Bangladesh Covcrnmcent to the
Devclopinciil of SMEs

Introduction:

Bangladesh is a south Asian country. |Ihcrc arc no sufllcicnt lacililics for SMEs in

Bangladesh. The SMEs of south and southeast countries rcccive more facilities than

Bangladesh, | iicse are described in this cliaptcr.

Experience of SMEs in South and Southeast Asian Countries:

3.1.1. India:

e Technology development and modernization Fund Schcme launched by Small Enterprise
development Bank ofIndia (SAIDBI) to facilitate the quality up gradation of Small Scale
Industries ( SSI) units. A

* National Program on Innovation and incubation for SSIs launched by SIDBI in
association with reputed technical institutes.

» Discounting scheme launched by SIDBI under which exposure limits arc sanctioned to

large mother units for purciiase ol parts, components, accessories from small scale units

to enable the latter to realize their sale proceeds immediately.
e lacilitating scrviccs to assist SMEs in managing their receivables.
e State level venture capital funds for SMlis for sol'twarc/l Tindustry.

¢ Credit grantee FUND Schcmc for first generation entrepreneurs of SME, The schemc

facilitates collateral Irec lending u]) to Rs 2.5 million. ]
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3.1.2. Pakistan:

Small and Medium ciUcrpiisc Dc-vclopmciit Aulhority (SMIiDA) established to play ihc

critical role in the business development support, advisory scrviccs and managerial

training of SML-s.

Establishment of SME Bank to provide fmances to SMI~Sector.

Simple accounting software packages developed for™all business enterprises.
Separate regulations for SME financing foimulatc”ty State Bank of Pakistan (SBP).
A separate SME department has been set up in S]*.

SBP has undertaken a programme to provide capacity building support to a selcct group

of banks for SME lending.
SBP has expanded the coverage of its online Credit Information Bureau.

SBP contemplating to set up Credit Information Bureau in the private sector for

collection of data on SMEs.

3.1.3. Indonesia:

e Govt, policy to encourage banks to have at least 20% of its poilfolio in SMEs.
e The Bank Rakayat Indonesia (BRI), the prime institution for SME financing has

developed uniquely tailored lending program with simplified procedures and collateral

system.

e BRI has established SME ccntcrs throughout the country to provide technical assistance

and access to market information system.
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3.1.4. SME Profile in Bangladesh {Based on Economic Census):

m['he total number of SMHs in Bangladesh is estimated at about 80,000 of wliich 94% are
small and 6% are medium.

SMLs account for about 40% oi gross manufacturing output, about 80% of industrial
employment and about 25% of the total labor force in Bangladesh.

Most SMEs are concentrated in two industrial sub sectors such as garments and food
processing which accounts lor almost 60% of all registered SMEs in Bangladesh.

In recent years, other industries, which have grown in importance in the SME sector, arc
leather, ccramie, light engineering, paper printing and publishing, batteries, electrical and
electronics, artificial jewelry and steel furniture.

SMEs in the service sector gelling importance include construction transportation,

pathological laboratories, cold storage, computer software, fast food and frozen food, clc.

3. 2. Step of Bangladesh Government for the Development of SMEs

The Government of Bangladesh constituted a National 'faskforce on Development of Small

and Medium Enterprises (SMI'.s) on November 05, 2003 to recommend SME policy

guidelines and implementation strategies.

3,2.1.National Taskforce on SME Dcvclonmcnt:

The Government constituted a National Ta.skforce on SME, Development to draw up a
rcahslic strategy for promoting rapid growth and vigorous competitiveness among SMEs in
Bangladesh in the interest ol accelerating the growth of the economy and reduction of
poverty in the country, flic iaskiorce submitted its report including a comprehensive slale of
tecommendalions tliat, il implemenlcd, will mount a coherent strategy to promote the
development of SMEs in Bangladesh in three phases: short, medium and long-term. The
government acceptcd mosl of the recommendations with some modifications. The

1 askforce will continue to monitor the implenienlalion of the SMf: policy.

46



Dhaka University Institutional Repository

3.2.2.SME Advisory Panel:

The Government constituted expcricnccd & commiUed specialists and entrepreneurs of
relevancc to work together witii the SME Ceil of the Ministry of hiduslry (MOI). In the

medium term the Advisory Panel and the SMIi Cell will eventually morph into SME

Foundation.

3.2.3. SME Foundation:

Over the medium tcnn and beyond, the Government shall form an SME Foundation as a
pivotal platform for the delivery of all planning, developmental, financing, awareness raising,
evaluation and advocacy services in the name of all SMB development as a crucially-
important element of poverty alleviation. Ihe Foundational and administrative facilities,

including some resources arc needed lor capacity building in appropriate industry

associations for SMEs in the country.

3.2.4. Bangladesh Bank’s Initiatives for SME Development

Bangladesh Bank introduced a refinance schcme of Tk. 1000 (ACSPD Circular no-01 of BB,
date. 02-05-2004 ) million out ol its Industrial Credit Fund for the development of small
enterprises in the country effective from May 2, 2004. Banks and financial institutions (PFIs)
will be provided with refinance facilities against their lending to small entrepreneurs for
establishing new enterprises as well as for rehabilitation and expansion of existing enterprises
under this scheme. Another fund of US$ 10.00 million was provided to the Bangladesh Bank
under the 'Enterprise Growth and Bank Modernization Project” funded by International
Development A.ssocialion (IDA). Apart IvTmTttS; trPiTninif US$ 30.00 million (ACSPD

Circular no-02 of BB, dale; 19-07-2005) is received from the Asian Development Bank
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under ils 'Siimli and Medium HiUcrprtso Sccloi DcvclopmciU I'royraminc'. All these funds
will be pulled together to support the financing program under the above schcmc. The salient
features and terms conditions of the schemc are as follows;

I.An enterprise having fixed assets not exceeding Taka 10 (ten) million (ACSPD Circular

no-02 ol BB, date; 19-07-2005) will be considered as a small enterprise for the purpose of

the schcmec.

2. Banks and financial institutions will be given 100% refinance against disbursement of both
working capital and term loans to the small enterprise scctor; the amount for an individual

borrower shall range from Taka 2.00 lac to Taka 50.00 lac {ACSPD Circular no-02 of BB,
date: 19-07-2005).

3.Interest on Bangladesh Bank refinance will be charged at prevailing Bank Rate(ACSPD
Circular no-02 ol BB, date: 19-07-2005). The lending Banks or financial institutions will

ripply their own interest rate on the loans made to the ultimate borrowers.

4, Refinance will be available for short term working capital loans as well as for medium
and long term loans. Working capital loans will have a maximum maturity period of one year
while medium and long term loans will have maximum maturities of three years and five
years respectively.

5.Refinance loan shall be repaid by Pl'ls in accordance with fixed repayment schedule
prepared by Bangladesh Bank. In case any Pl ! fails to repay any installment of the refinance
loan, Bangladesh Bank shall realize the installment amount with interest as and when falls
due by debiting the current account of the PI'ls concerned maintained with BB.

y

6.Banks and financial institutions interested to avail of refinance facilities under the schcmc

will have to enter into a participation agreement with FiB.
7.Banks and financial institutions having more than 10% classified loan on their small loans

portfolio covering loan accounts uj;)to 5 million will not be eligible for refinance under the

scheme (ACSPD Circular no-02 of BB, date: 19-07-2005).
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S.Rcfiiiancc under the schcine will be iipplictible lor loans and advances sanctioned and
disbursed after the date of introduction of the schcnic.

9.Refinance facility under the scheme will not be applicable for personal or consumer loans.
The financing program under the schcme has received a very positive response from the
banks and financial institutions of the country and the progress made in carrying out the
program appears to be encouraging.

10.Guide Lines for Small Enterprise Firiancin™-2004 arc approved and distributed to all

NCBs and Financial Institutions to implement for financc to SMBs.

3.5. Bangladesh Small [ndustrics anti Commerce (BASIC) Bank Ltd;

In order to achieve the aspiring objective ot accclerating industrial growth in a country and
to attain a greater share of industry in the country's gross domestic product(GDP), the only
way is to develop the small-scale industries (SSIs). Keeping this long-term goal in mind
BASIC Bank LAd was established in 1988 as a banking company under the Companies Act
1913 and launched its operation in 19S9, It is a wholly state-owned bank that devotes, in
accordance with its Memorandum and Articles ot Association, at least half of its lending
portfolio to SSI lending, and the rest to commercial and other lending. While attaching to
technical and advisory support to SSls in order to enable them running their enterprises
successfully, it provides clients with a lull range ol services to help tliem grow their assets

and net-worth.

With the change in the definition of SMI-: in newly adopted Industrial Policy, 2005, BASIC

amended its Articles of Association as under:
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" I'ifty pcixcnl of the loanable fund shall be tiivcsled in small and medium industries till such
time it is otherwise dccided."

The management of the Bank believes that it is unwise to expect a sudden upsurge in the
growth ol SMH development in our country setting instead, a medium and sustainable growth
in the very sector is always desirable. It can be readily seen from table below, the Bank's
lending portlolio to SME lending maintains such consistency over years. In order to uphold
continuity and consistency in translating its objective of SME development, the Bank is

string from inception to serve people for progress through institutionalization of the

following features:

"I'iiblc : L.endinti poitrolio of ItAS1C to SMKs

SME 2001 20002 2003 2004 2005(Up to June)
Amount in crore taka 438 621 696 960 1140

Growth % of total loans & - 42%. 12% 38% 19%

advances 70% 78% 75% 80% 84%

Total No. of Projects 368 705 924 1116 1367
Employment Generation 11,650 22320 29230 36235 42500

Acccss to Pinancc : Several researches envisaged that SMEs encounter great difficulties
while raising fixed and working capital because of the reluctance of banks to provide loans to
SMEs. Banks arc shy to lend to SMEs because of high processing and monitoring costs of
loans to SMEs. As stated earlier that BASIC is entrusted with the responsibility for the
promotion of SSIs by providing at least 50% of its loan-able fund to the entrepreneurs belong
to this sector. lbus the liank always welcomes SSI entrepreneurs. Repeat borrowers are also

entitled to increasingly larger loans. As stated in table above the Banks contribution to SME

sector testifies to this fact.

Emphasizing thrust scctors: Ihe Bank makes list ot preference scclors of investments every

year aiid allocates its loan-able fund accordingly with the help of information system (MIS)

and information technology {l f).
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Priorih' Attention : In conformity with lhc aspiring objcQivc of jiccclernliiig small-scalc
mduslnai growtli and to attain a greater share of such industry in the country's GDP, the
Bank sincc 2003 has placed particular emphasis on linancing projects under sniail scale and
micro industry ol cost up to 1k.1.00 crore. The Bank will continue to pursuc'this strategy so
as to make a tmc difference in this respcct and to keep on its image as one of country's most

successful and most profitable ilnancial sci-vices companies.

Quick disposal of loan proposals ; As reported, the procedures for investment financing
from different banks are long, tedious, and redundant. BASIC Bank pays special attention to
quickly dispose all loan proposals to avoid any unnecessary delay that may cause the
entrepreneurs to suffer and to pay heavily. The analysis is highly standardized, and loan-
processing times arc minimal. Unlike otlier coninicrcial banks, it allows branch managers to

communicate directly with the highest authority ibr expeditious decisions.

Moderate interest rate : 'l hc Bank offers moderate interest rates on SMH lending compared

to other private commercial banks and foreign banks to help entrepreneurs grow their assets

and net-worth.

Securities: Loan analysts focuses on the prospective client's ability to pay (cash flow). Less

emphasis is placed on collateral if found otherwise suitable and secured.

Competent mrtnagcmcnt: Appropriate decision-making and control mechanisms arc in
place and supported by a strong management. Some approaches have been aimed at
improving the performance of SMIlis generally, while the bank has also targeted SMEs
owned by members ol disadvantages groups. One of the mo”~t'”*ommon program emphases

has been on increasing access to small loans (often referred to as micro credit), at subsidized

rates.

51



Dhaka University Institutional Repository

3.6. Buiigladcsli Small and CoUatje Inclustries Cornoratioii (BSCIC)
Bangladcsli Small and Cottage Induslrics Corporation (BSCIC) is liic prime organizaliod
entrusted with the responsibility of promotion and extension of small, cottage and rural
industries in the country. It is the successor organi/.ation ol' tl)c former Hast Pakistan Small
Industries Corporation (CPSIC) established by an act of the Parliament in 1957. Being the
prime mover organization in the small and cottage Industries sector, BSCIC at the initial
stage, was engaged mainly with commercial activities like import of plant & machinery, raw
materials and distribution of the same to private sector entrepreneurs. During that period, the
corporation also advanced small loans in local currency to small enterprises. Subsequently,
the corporation felt that the private entrepreneurs needed continuous guidance and advice in
selection of viable projects, preparations of machinery specifications, drawing of layout
plans, supervising the construction ol factory building, machinery installation, in plant
counseling and extension services for operation of the profitable ventures. There after the
focus was shifted from commercial to promotional and development activities. Accordingly,
development projects like industrial estates, services facility ccnters, small industry advisory
services, designs centre, light engineering services, and model production units were
undertaken. Apart from tiiat, BSCIC also in co-operation with the financing
institutions/commercial banks formed consortium for llnancial of SCI in local as well as

foreign currency credit. Gradually, changes in BSCICs organizational structure occurrcd.

Keeping in view the massive socio-cconomic problems of the country such as poverty,
hunger, unemployment, illiteracy and continuous pressure of population and with the
changing Govt.'s policies, BSCICs activities was reorganized to help the private sector

entrepreneurs in establishing new enterprise and also in capacity utilization of existing

enterprise at optimum level.
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Activities:

At prcscenl BSCIC is basically/gencrally conducling Iwo kinds of activities :iitiiiiig for
extension of small and cottage industries.

a) Extension, promotion & Regulatory functions under revenue budget.

b) Long term development orientated activities under annual development programme.

Extension & Promotional Activities:

1. Entrepreneurship development.

2. Allotment of developed plot with medalled road, water supply, electricity, gas supply
etc.

3. To provide credit facilities through BSCICs ow'n programme and other financial
institutions.

4. Preparation of project proposal and projects appraisal.

5. To provide technical and other assistance for setting up at industrial units production
of goods, quality improvement etc.

6. Creation and supply of improved design.

7. Collection and distribution of appropriate technology.

8. To conduct study and survey regarding industrial extension. To provide necessary pre

and post investment coun.scling for setting up c.stablishmcnt of industry.

Regulatory Activities:

1. Registration of small and cottage industries.
2. Recommendation for exemption of (ax and fees.

3. Recommendation of priority assessment for importing of industrial raw materials and

packaging materials.
4. Rccommcndation lor work permit for foreign citizens,
5. In order to provide the above services BSCIC Head officc in Dhaka and four regional

offices located in Dhaka, Chittagong, Khulna and rajshahi and 64 ISC's localcd in 64-
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Districts arc in operation. 1lhcsc olfices arc managed by Manager, Subject matter
specialists, extension officer, promotion ofnccr, Financial Analysts, Marketing
Analysts and Survey and Evaluation officcr etc. In some areas BSCIC activities have
been expanded up-to Upazila level and in many remote areas lliroiigh various

development projects aimed at over all socio-economic development of the country.

3.7. Palli Karma-Sahavak Foundation TPKSF)

The Govermnent established PKSI' in May 1990 to work as an apex organization for the
development of small and micro-finance sector in Bangladesh. It is getting financial
support from the government and development partners. It docs not directly lend money
to the landless/assctless people, it reaches its target group through its partner
Organizations (POs). PKSI- has emerged as world's largest and most successful
autonomous apex landing and performance standard setting agency for micro credit and
this model is now being replicated in different countries of the world. As Bangladesh
economic Review,2004, Up-to June, 2004 PKSF has disbursed a credit of TK. 1839.05
lac to about 4,83,680 borrowers through its 216 partner organizations, which include
small organizations as well as well big organi/.atlon like BI*"K, ASA Proshika and

Ansar VDP Bank. Ninety pcrccnt of PKSF beneficiaries arc female. PKSF has been able

to maintain a loan recovery rate of above 98%.

3.8. Palli daridra Bimoclian FouiulationfPDnF»

As Bangladesh economic Rcvicw,2004, Currently the foundation is carrying out its
operating in 160 upazila of 26 districts where 393,652 assetless women and men have
been organized into 78,730 groups. About 92% of the bcnellciaries are women. PDBF
disbuiscd successfully a total amount ol IK. 186.8 crorc among the member of the
societies during I-Y 2003-2004 under micro-crcdil program. Besides, the total amount of

the savings of the bencficiaries is 'l K, 558.8 crorc and the rccovcry rate is 98%.
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Chapter-4

Research Methodology
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Figure-8: The Research Proccss

Sourcc: Min (20007
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4. Introduction:

The detailed methodology used in the study is described in this chapter. Kinds of data,
sample design, methods, procedures and method of data analysis etc. arc the main locus of
this section. Both descriptive and analytical methodology arc iollowcd in the research study.
As the study is involved in analysis of data over a period of time and a set of simple

quantitative estimate is used. 'I'ne emphasis is done on the collecting of data available to

discuss the trends and implications.

4.1 Sample Design:

The sample needed to be drawn from economically important industries in which small firms
play a substantial part. It seemed essential that the chosen sectors should be relatively
homogeneous, localized, reasonably amenable to research and also representative of small
firm weaknesses and strengths ( Boswell, .1). Obviously, to combine such different and often
competing criteria was exceedingly dilTicult. A some number of branches of NCBs were
involved in the promotion and development of SMEs. This study did not attempt to cover all
brandies of NCBs; only the representative branches of NCBs working for the same purpose
were covered. The sample SMEs were identified through the representative sample branches
of NCBs. All the branches of NCBs might have promoted and developed the SMBs or not.
But it was not possible to cover all the braches of NCBs and SMEs, because of practical
reasons, time constrains, for example the study did not demand to cover all NCB's branches

SMEs to draw genuine conclusion. 1lliat is wliy this study covered some representative

SMEs financed by the sample branches of NCBs .

Name of the sample Banks  No of Selected branchs

Sonali Bank 4
Janata Bank 4
Agrani Bank 4
Rupali Bank 4
Total 16
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4.2. Selection Method of Brandies of NCBs:

Over :“4.1"branches of all the NCBs are working in Bangladesh (Annual report of Sonali
Bank, Janata Bank, Agrani Bank and Rupali- BankjSIn order to ynalyze liic credit
performance of NCBs to the SMEs a total number 16 (Sixtdcn) leadliig brandies of NCBs

were selected from this population using the following procedure:’

1. The NCB's branches that financial services fo~the promotion and development of SMEs

were identified using the following procedure.

a) Researcher’s own understanding on the activities of some NCB's branches as a tacit

knowledge was used in short listing the branches that provide financial services to the

SMEs.
b) Experts’ advices was solicited in short listing the branches of NCBs. The experts were
the university professors working with NCBs and higher level concerned official

working in NCBs. The experiences of the researcher as a Central Banker was farther

confirmed by sharing the kjiowledge with the experts.

e) Annual reports of the NCBs were thoroughly reviewed to identify the NCBs financial
services for the promotion and development of SMEs. Annual report also provided

valuable information where program and area wise disbursement, outstanding, overdue

and classified loan,

2. Annual reports of some NCBs were also studied lo be more sure that these NCBs branches

were not or involved for the promotion and deveiopmcnl of SMEs.

3. An overview of the annual reports of the NCBs identify the types of the NCB's financial
scrviccs lo SMEs. As the study locus on ihe proniolion and developnient SMEs the NCB's
branches having less than 5 years experience in SMEs arc excluded from the sample.

Applying these procedure the number o( NCBs’ branbhes were significantly reduced.

4. The operation ofsomc branches of the NCBs were rural based, and some are urban based.
The NCBs’ branches more were concemed for urban and sul>urban SMEs development .

The branches of urban that were conccrncd with financial scrviccs for lhe promotion and

development of SMEs were selected by random sampling,
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4.3 . Method of Selection of SMEs:

riierc were steps lIlial were Ibllowed in Ilic selcclion procedure ol' SMlis lor the

promotion and development by the sample branches of NCBs.

Number of Sample of SMEs:

It was necessary to determine tlie number of SMEs before selecting the sample SMHs to
be included the sample. The sample 16 (Sixteen) branches of NCUs sanctioned and
disbursed loan for the promotion and development of SMEs at Dhaka and by the side of

Dhaka, 300 SMEs that were taken as sample enterprises by the random sampling method

to di;aw genuine conclusion.
\Y/

Sclcction of Study Area:

The braches of NCBs had their activities throughout the country. Because of lime and
resource constraints, the study did not attempt to cover all areas, rather the representative
areas were covered. We selected the branches of NCBs at Dhaka described before.
So, for the convenience of the study we selected enterprises at Dhaka that were received

financial services for promotion and development from sampled branches of NCBs.

hiformal discussion with the director, officer of NCBs either over telephone or face to
face communication also helped to coticiudc similar findings about the location of NCBs
operation, fhe sclectcd NCBs regarding SMEs development were found mostly urban
based. A review of NCBs annual reports revealed that on an average approximately 80%
of the operation regarding SMEs were in the urban areas and sub-urban areas and others
were operating in the rural areas. Bccause the NCBs were mostly urban oriented, 100%

of their sample enterprises were selected from urban and sub-urban areas, specially at

Dhaka.
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4.4, Data Collection iind Analysis:

Data collectcd from the sample SMLs and NCBs atui other sourccs using Questionnaires.

Sources of data, collection methods and procedures and analysis method etc. arc detailed

below;

Sources of Data:

For the purjiosc of the study data were collected from both primary and secondary
sources. Infonnation regarding the NCBs were collectcd from primary and secondary
data and mformation about NCB’ financial services for the promotion and development

of SMEs were collected from primary and secondary sourccs.

Primary Sourcc.s:

Most of the primary data were collcctcd from the branches of NCBs that linanced
sampled SMEs and some relevant primary data were collccted from the head offices of
NCBs. The owners and managers of tiie SMEs were considered as the main sources of

data. Some primary data were collected from the NCBs’ experienced officials about the
SMEs and the NCBs.

Secondary Sources:

Secondary data were collectcd from various published & unpublished documents. 'ITiese
were the books, journals arliclc.s, newspapers, aniuiai reports. A genius nunibcr of
articles on SMEs’ financial .services in the particular were reviewed. Annual reports, of
most of the NCBs having enterprise development program were consulted. The library of
Bangladesh Bank, World bank, IMI-', Sonali Bank, Agrani bank, Janata bank, Rupali
bank, SSCIC, PKSI-, BIBM, BMDC, Dliaka university ctc, were used to collcct
secondary data . Unpublished Ph. D. dissertation, research reports, research monograph,
Seminars and International Conferences of SEDF at China-Maitri conference center,

2005 proceedings also were used as secondary data sources.

60



-

e

Dhaka University Institutional Repository

4.5. Method of Data Coliectioii:

As staled earlier, data were collcctcd Irom primary and secondary sourccs. Secondary data
were colleclcd by desk icscarcli. [lie literature materials for tlesk researcli were collectcd
from the various libraries as stated earlier . Secondary data were mostly collccted in person

by the rescareher. Primary data were collcted from two sources; NCBs and SMEs financed

by NCBs.

Primary Data CoHection liistriiinciits:

Primary data were colleclcd through formal queslionnaircs. Two sets of questionnaires were
developed with a mixture of multiple choice, rank order, dichotomous and open ended
questions. Both sets of questionnaires were draft and designed with such questions that
satisfy the objectives. A pilot study was conducted to test the questionnaires. The
questionnaires were fmaiized in consuhalion with the supervrsor in view of the experience
gathered during the pilot test. The questionnaires of the NCBs were prepared in English and
the questionnaires for the SMEs financed by NCiis also have been prepared in English.
However, during interview, vernacular was used while asking questions. The questionnaires
were filled in by the researcher himself. The questionnaires was developed using computer-

coding system to expedite data tabulation and data processing.

4.6. Data Collection Procedure:

Data were colleclcd from primary sourccs using a range of techniques such as face to face

interview in a friendly environment, telephonic inlcrviews and informational discussion etc.

these are arranged below:

a) Face to Facc Intcrv'icw:

Ail the NCBs assisted and non-assistcd SMI: cntrcprcncLirs were interviewed face to face.
Most oi the questions were memorized lo expedite the data collection work. The SME
entrepreneurs and lhcir representative (Managers/employees) were asked questions in
Bengali, the native language, and the questionnaires were filled in and coding system was

devised for computer only. The personnel of the NCBs were interviewed personally on a
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prior scheduled time. Some of the olficials ol the NCBs were too busy to give interview and
made a request to visit another day, though interview time was scheduled and eonlirnied by

telephone. They were asked questions in both English and Bengali based on their skill in

language.

b) Friendly Conversations:

Wiiile collecting data through face to face interview, a friendly environment was more
demanding. Some of the interviewees felt shy to speak as they were not educated or only
primary passed or well educated. Attempts were made to make the environment more free
and friendly so that they did not hesitate to talk and reply the questions. It was found that in
most of the case where the environment was friendly enough, tlie SMEs entrepreneurs did

not hide any information about their enterprises and NCBs. [I'hc officials of NCBs were also

interviewed in a friendly environment.

c) Tclcphonic Interview:

The key officials ol all the sampled NCBs were communicated over telephone although they
were interviewed face to face. Iclcphone calls were made to make an appointment to fill in
the question through face to face interview. Iclcphone calls were also made to kjiow some
infonnation that was not collected during the interview time or to gather other information
for the research. Only the officials ol the NCBs were telephoned to collect some information.

None of the NCBs-assisted SMI'..s entrepreneur were talked to over telephone.

4.7. Data Analysis Procedure:

After collection, data were tabulated and analyzed with the help of computer, The Microsoft
Excel program was used in analyzing the collccted primary data. To measure performance of
SMEs, collected Data can be analyzed through Statistical software. Statistical Package for
Social Science (SPSS), Microsoft Exccl Program [1I'SS (financial Spreed Sliced ) and

financial ratios analysis. In the thesis to measure performance of SMEs. only financial ratios

analysis was used.
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4.8. Method of Determining Demand ofSMEs
and Supply by NCBs for Financial Scrviccs.

4.8.1.Method of Determining Supply for Financial Seryices by NCBs

The following procedures were maintained to determine tlic supply of financial services by
NCBs. To study the research, the representative 16 (sixteen) branches of NCBs working for
the same purpose were selected as sample and 300 SMEs were selected through the

representative sample branches of NCBsr

a. Questionnaires Developed for NCHs Officials:

To determine financial scrviccs supplied by NCIlis, the sample loan application and loan
proposal of branches were examined. To collect these data, two sets of questionnaires were
developed for directors and ofiicial of the NCBs with mixture of multiple choices, rank
order, and dichotomous and open-ended questions. Both sets of questionnaires were drafted
and designed with such questions that justify the objectives. All the sample NCBs’ directors
and officials were interviewed face to face to their official desk while collecting data

through face to face interview a friendly environment was more demanding.

b. Questionnaire Developed for SMKs:

Two sets of questionnaires were also developed lor owner manager and officials of NCBs
supported SMI'S for collecting rcscarch oriciilcd data. All the sample NCBs assisted SMEs'

entrepreneurs and officials were interviewed face to facc.

¢. Check InvvarU and Outward Kcj»ister;
Number of loan applications were inwardcd at branches of NCBs and number of loan
disbursement sanctioned letter outwardcd were checked by these register. Loan application

of entrepreneurs were given entry at inward register .Actual numbers of SMEs loan

application could be chccked here.
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d. Check tlie File of Loan and Advancc.

1he nature of loan applications, sanction ol loan, disburse of loan, causcs of canccling loan
application, sanctioning procedure, causcs of delay loan sanction, performance of applicants
were collccted from this file. By this file | observed that 25% of SMEs loan applications
were sanctioned or disbursed for starting SMEs business while about 75% of SMEs were not
depend on debt capital at all for their starting business. 300 sample applications of SMEs
were checked. It was identified that the NCBs supplied financial .Services to a small
proportion (25%) of the SMEs for their promotion the NCBs also supplied financial

services majority proportion (75%) to the SMEs entrepreneurs for their development.

promotion sector 20% ol demand ol SMEs entrepreneurs were entertained where B0%
of loan application were not sanclioned. The 50% of demand of SMEs were entertained in

the development sector where 50% were not sanctioned.

e. Cheek Loan and Advantc Subsidiao® Ledger Book.

It is the final register to entr}' sanctioned and disbursed loan to SMEs, repayments of loan

were also described in the ledger. Amount ol working capital and long term capital was

described in this ledger separately.
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4.8.2. Method of Determining Demand for Financial Services:

To determine demand lor fmancial services ofSM Es the representative 16 (sixteen) branches
of NCBs providing support to the SMEs were selected. An amount of 300 SMI'S

selected from the representative sample branches of NCBs.

Name of the sample Banks No of Selected branchs No of SMEs
Sonali Bank 4 125
Janata Bank 4 75
Agrani Bank 4 50
Rupali Bank 4 50
Total 16 300

a. Questionnaires Developed for NCBs and Omcial;

To estimate demand of fmancial services of SMHs, the loan application and loan proposal
of branches were verified. To collect those data, two set of questionnaires were developed
for directors and oificials of the NCBs with mixture of multiple choices, mark order
dichotomous and open ended questions. Both set of questionnaires wore draft and designed
with such questions that justify tiie objective. M1 the sample NCBs’ Directors and officials
were interviewed lace to face at their oflicial desks while collecting data through interview
a friendly environment was more demanding. By this questionnaires it was possible to

detemiinc the demand for financial services of SMlis required.

b. Questionnaires Developed for SMEs:

fwo set of questionnaires were developed for owner manager and officials of NCBs assisted
SMEs for collccting research oriented data. All the sample NCBs assisted SMEs
entrepreneurs and officials were interviewed face to face a friendly environment was more
demand. By this questionnaires demand of financial services of SMEs, were determined
more easily. They felt need more working capital and long term capital of SMEs which

were estimated by questionnaires.
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c. Verification tlic File of Loan and Advance of SMEs.

Aiiiouiil of loan sanclioncti, nature of loiin. ajTiilica(ii)n piDcctlurc vvcrc juslificd by the files
of SMEs. The SMRs applied for three kinds of cash crcdit as, a) long term loan, b) Mid term
loan, e) working capital. Application procedures were not so simple. The SMHs generally
were interested lo apply for working capital that were known from the SMEs file. The 20%
SMEs applied for long term capital while the 50% of SMEs applied for Mid term loan of

their demand to import lhc raw material and accessories of their products.

d. Loan Files ofNCllIs

fo study the loan files of NCBs the amount of disbursement of loan the nature of loan
applied by SMEs were justified. Among the loan application of 300 SMEs, 15 SMEs applied
to start their business, 225 SMEs applied to support growth their business and 60 SME
applied the NCBs to repay credit that was received from other fmancial institution or friends.

minimum 1600 loan a])plications at sample 16 (sixteen) brandies of NCBs of

verified only 300 loan applications. I-,ach and every subjected matter of 300
SMEs application were cotxeclcd. But all the SMEs loan were not disbursed due to lack of
fund of NCBs. All the entrepreneurs of SMEs needed working capital to continue their
business. 33% oi SMEs’ needed mid term loan to import raw materials of their products.
The export oriented garments and hosiery, needed mid term loan lo open import L/C for
their raw materials and accessories. The 75%of SMEs were identified that they needed long
term loan to expand their business, the 20% of SMEs entrepreneurs were directly depend on
the financial services ofNCiJs to promote their business. Majority ( 80%) of SMEs were
applied for second time loan while about 20% of a[iplication were for third time to repay the
loan to other sources, the 60% SMI-s received crcdit from NCBs. The 20% of SME who
applied lor credit to promote process of their enterprise and used the invi**nent size of the
business. It was also observed llial 20% ol SMEs applied for additional loan lo add new
product or services lo their original product and oilier for additional crcdit from NCBs to

repay their personal crcdit received from relatives and friends lo finance the growth

process.
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4.9. Method of Determining Credit Performance

The main objective of tiiis dissertation was lo evaluate the credit perlbrmance of the NCBs,
determined iii promotional and development aspect. The credit performance depends on the
performance of the SMlis' management, 'lI'he credit pcriormanees of the NCBs was measured

on the basis of the performance of the SMEs in promotion and development that was

measured after receiving the credit from the NCBs.

Perlormancc includes both the past and present operational performance of the enterprises

and is measured in the market, production and in overall financial and profit terms

(Mia, 2000).

Samuel Eilon (1992) slated financial key measures of corporate performances of a firm.
Typical measures®include; profit, profit margins, return on investment, return on assets or
equity, and earnings per share, which are refiected in their IVE (Profit-to-earnings) ratio
Return on equity (ROE), Return on capital employed (ROCE), Net profit margin and asset
turn.

Harold Kerzner (1984) states that acknowledging the realities organization are measuring
performance of their project managers, in at least two areas;-

1. Business result as measured by profits, contribution margin, return on investment,
new business, and income; also on time delivery, meeting contractual requirements,
and within-budgct performance. '

2. Managerial performance as measured by overall project management effectiveness,
organization, direction and leadership, and team performance.

y

On the other side ol tlie project organization, resource managers or project personnel are

being assessed primarily on their ability to direct the implementation of a specific projcct

subsystem;

1. Technical implementation as measured against requirements, quality, schedules and

cost targets.

2. Team performance as measured by ability to staff, build an effective task group,

interface with other groups, and integrate among various functions.
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Hamplon (1998) said that the financial analysis is to determine the efficiency and
performance of the firm’ nianagcmenl rcllcctcd in llie linanciai rccord and reports. He

used financial ratios to measure the performance of SMEs’ management. The ratios arc as

follows;

1. Liquidity Ratios. These examine the adequacy of funds, the solvency of the finn,
and the fimi's ability to pay its obligations when due. Current Ratio, Quick Ratio or
Acid 1est Ratio, li.eceivable Ratio and Inventory furn over arc the Liquidity Ratios.

2. Profitability Ratios. These measure the efficiency of the firm's activities and its
ability to generate profits. Profit Margin, Gross Profit Margin, Asset Turnover,

Return on Equity, Earning Power, and Time Interest Earned are the Profitability

Ratios and

3. Ownership Ratios. [lhcse are generally linked dircctly or indirectly to profits and
liquidity. lhey assist the stockholder in evaluating the firm's activities and policies
that affect the market pricc of the common stock Earning Per Share (EPS), Price
Earning Ratio, Capital Structure Ratio a) Dcbt-Equity Ratio, b) Debt-Asset Ratio

and Dividend Ratio arc the Ownership Ratios.

L. R. Chuwdhury said (2002) that no one ratio will give a clear picture of the inherent

soundness or weakness of a business unit. Several ratios should, therefore, be considered to

get a complete picture.

A banker and the analysts arc primarily concerned with the liquidity position of the
borrowing concern. The purpose of liquidity ratios is to ascertain the solvency of the
company and its ability to remain solvent even in difficult times. These are intended to
ascertain the company’s ability to pay o(fshort*cnii obligalions. In order tliat ratios serve as

a tool for financial analysis. L. R. Chowdhury classified financial ratios that are as follows:

(i) FINANCIAL RATIO
(i) rTURNOVER RAHO
(iii)  PROFITABILITY RAHO.
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To measure performance of SMEs collccted Data can be analyzed ihrough Statistical
software. Statistical Pacl<age for Social Scicncc (SPSS), Microsoft Excel Program ¥SS
(I'inancial Spread Sheet) and Financial ratios analysis, in the thesis to measure the

perfonnance of SMEs, only financial ratio analysis was considered.

In this thesis the development performance of the SMEs was measured by
FINANCIAL RATIO, IURNOVER RAI'IO and PROFITABILITY RATIO which were

Quantitative variables and used to measure the promotional performance ofthe SMEs.

If the Liquidity Ratios and Profitability Ratios arc high after receiving credit from the NCBs,

the performance ol SMEs is said to be higii and vicc versa.

But ifthe Dcbt-Equity Ratio and Debt-Asset Ratio of a firm arc lower after receiving credit

from the NCBs, the performance of SMEs is said to be better and vicc versa.

The collected quantitative data were used to determine financial analysis or financial ratios.
The performance of the SMEs was measured by the financial Ratios, Depend up on the

analyzed ratios, the results were found, particular and relevant conclusions were drawn.
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Chapter.s

Study Results
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5. Stiulv Results:

This chaptcr deals with result of the study. The characteristics ol' the sample

enterprises and the entrepreneurs, the salient features of the fniancial services o[ the
NCBs studied, the demand of the SMEs for financial services of NCBs and the supply

of financial services by the NCBs arc presented in this chaptcr.

5.1. Characteristics of SMEs

The sample SMEs were characterized by some common variables. These were

locations of the enterprises, nature of operations, nature of products, size ol capital,

ownership pattern and management, sources of capital, age and sex of the

entrepreneurs, educational background, marital status, experience, motivation behind

starling business, nature of Hnancia! services, loan si/.e, cost ol NCBs financial

services, period of loan received, mode ol' rcilayment of loan and Sources of

repayment of loan as follows:

5.2. Location of the Enterprise:

Most of the SMEs were urban based. All tiie enterprises were located in the urban

and sub urban areas of Savar, Gazipur, Manikgong, Sarulia ol Savar, Mirpur,

Noabgonj, Badda and Shampur Conmicrcial area. One third (33%) of them were

locatcd in Sub urban areas of Gazipur Sadar, Savar, Megiina, Shampur Commercial

Area, Sharulia, and Demra. Two third (66%) SMEs were locatcd in urban areas such

as Manikgonj Sadar, Mirpur, Mohammadpur, Rayarbazar and Badda in Dhaka City.

J— p I— —_
Nature of business No. ul'SM1I's Urban area  Sub-urban area
Manufacturing 75 50 25
'I'rading 150 100 50
Service 75 50 i 25
300 200 100
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5.3. Nature of Operation:

All of SMBs concciilraLctl ihcir operations in Mamilaclut ing, I'liiding or Scrviccs
rendering activities. The 25% of SMIlls were involved in manufacturing activities,
while 50% SMEs were only engaged in trading activities and the rest 25%
enterprises were in services oriented enterprises.

Percentage dis(ributionofSMEs by Iheir miducts.

Nature of business  No. of SMEs percentage
Manufacturing 75 25%
Trading 150 50%
Service 75 25%

300 100%

5.4. Nature of Products:

SMEs, financed by NCBs were engaged in manufacturing, trading and services.
Manufacturing enterprises were mostly in making household lead pot, food item with
milk. Gannents product and their accessories. Hosiery item, brick, iron rod, flat bar,
square bar, cleclric coil, etc and made of mud made of mud, houstf*hold products
included bamboo made kula, strainer, dhool, show picccs, flower Ipse, jar, pot, Tob
ctc. and the food items were sweet, yogurt, matha, ctc made of milk, tiesides some
were engaged in fish cultivation. Irading enterprise nn)stly buying and selling of
foods items, ricc agcncy, flower, groceries, seasonal iruits, I1sh, fherc were cloth
traders, stationery, mobile set and their accessories, computer, hard-ware and their
accessories, aqua culture, building construction, Money exchange, gold shop
ccramics items, bath lop, pan, tiles iiiid bathroom fiitiiigs do, Services rcildprihg
enterprises were the buying hou.sc, Indcntor, Diagno.stic ccnter. Nursing homes.

Traveling and Hajj agencics, the tailor and hair-dresser.
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5.5. Size of Capital:

The Slarl-up capital most ol' SMlis were 2 1lo 5 lac. 'l liey were slarling llicir
business by owned capital. 25% of SMRs depended on Hnancial services of NCRs.

They depend on NCBs for working capital. Mid-term and Long-term capital.

Percentage distrihulion o fSMEs by their Size ofcapital:

Size of capital No. of SMEs Percentage
Tk. 2 to5 lac 180 60%
Tk.6 to 20 lac 45 15%
Tk, 21 lo 50 lac 30 10%
Tk. 51 lac to lcrore 24 8%
Tk. I.1 crorc to 1.5 crorc 12 4%
Tk. 1.6 crorc to above 3%
300 100

5.6. Ownership Patern and Management:

The enterprises were operated by one man management, known as proprietorship
enterprises. Some operated under partnership agreement and some were operated

under company. Almost all of the SMI-"s IInanced by NCBs were proprietorship and

partnership. A few SMEs were companies fmanccd by NCHs.

PercentaRe dislrihtjlion o fSMEs by Ownership and Mana”etnent.

Ownership No. of SMES A Nanagemcnt Percentage
Proprietorship 225 L L Own”~-Management 75%
Partnership . 45 llaired Slaff Management 15%
Company 30 / do 10%
300 y m 100
AN

73



Dhaka University Institutional Repository

5.7. Sourccs of Capital:

The starling capital of SMI'S was not l'ully rcccived from NCBs and other financial
Institution. Ihe 90% ol SMEs were started by. Owrt-fijn<J- ~he 10% of SMEs were

totally dependent on NCB and other financial institution to start their business.

PercenUtge dislrihudon o fSMEs by Sourccs ofCapilal /
N
Nature of business No. of SMEs own sourcc loan
Manufacturing 75 75 0 /
Trading 150 130 20
Service 75 65 10 /
300 270 30 7 A
Conclusion;

The characteristics ol the SMBs lead to the conclusion that financial scrvicc
receiving SMEs were proprietorship, partnership and company owned and managed
by male and female entrepreneurs in rural and urban areas. They were engaged in
producing or trading and scrvicc oriented concern. lhey were able to crcate
employtncnt opportunities for more than large industries. I'hc SMEs received only

financial services from NCBs.
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5.8. Characteristics of Entrepreneurs of SMEs

This scclion deals wilh tlic age, sex, marital status, education, cxpcricncc of

entrepreneurs and causes of motivation to start their business.

1. Age of the Entrcprcnuiers

The age of the NCBs’ assisted entrepreneurs were 20 to 50 years old. But younger

person participated more than old age with SMEs.

Percentage dislrihulion ofthe NCBs assisted SMEs’ Entrepreneurs by their age

Age of Entrepreneur No. of SMES I’creentage

25-30 150
31-35 45 15%"
36-40 45 " 15%.
41-45 36 .U”o
46-50 24 8%

300 100

2. Sex ;

The SME were owned and managed by tlic male and female entrepreneurs. The 80%

of NCBs- assisted entrepreneurs were female and 20% were female.

Percentage distribution ofthe NCBs'assisted SMEs ’ Entrepreneur by their Sex

Sex No. ofSMES Percentage
Male 240 80%
Female 60 20%

300 100%
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3. Educational Background;

'hc 10% of cnlrcprencurs crosscd the primary level, 40% of cnlreprencurs crosscd
SSC, 30% of entrepreneurs crosscd IISC, 20% of entrepreneurs were graduates,

20% of entrepreneurs were post graduates.

Percentage o fNCBs ’assisted SMEs . entrepreneur byyears ofschooling

Years of schooling No. of SMES Percentage

Primary 30 10

SSC 120 40

HSC 90 30

Graduate 60 20

Post-graduate 60 20
300 100

4. Status :

A majority (80.5%) of NC13s’ assisted SMLis’ entrepreneurs were married and a

small portion NCBs” assisted SMHs” entrepreneurs (19.5%) were unmarried.

5. Experience:

50% of the NCBs’ assisted entrepreneurs were inexperienced. But some of them
had some knowledge indirectly gained Irom otlier business cither by observation or
by asking some question about the operation of other business. Only a small portion

was experienced because they were engaged with business by their family status.

Percentage o fNCBs'assisted SM Es' entrepreneurs by their Experience

Experience Direct Indirect Total
experience experience
Bntrepreneur with experience 54130 30(10) 84(28)
Entrepreneur with no experience 210(70) - 210(70)
Missing m 6(2) " : 6(2)
270 30(10) 300(100)

N.B. Figure in bracket represent the percentage.
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6. Motivation Behind Stin ting Business

The main determinants of motivation ofNCB s’ assislctl SMF,s” entrepreneurs were
unemployment. Resides, family influences, husband asked to do some thing as
educated wife, discharge from job, need for supplementary income were the
motivating factors of male and female entrepreneurs. Tlie entrepreneurs were
motivated to start business by push factor. One half of entrepreneur were motivated
by unemployment factor. One-fourth of the NCBs’ assisted entrepreneurs were
motivated by the need for supplementary income. One-forth of the SMEs
entrepreneurs were motivated to start business as a professional business man. A

single proportion ofentrepreneurs was determined to start business.
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5.9. Characteristics of the NCBs' Financiiil Services

The SMEs’ entrepreneurs rcccived financial sci*vices in terms of working capital,
short term capital, mid term capital and long term or fixed capital (ACSPD circular

no-01 of BB datc-02-05-2004 and ACSPD circular no-02 of BB date- 19-07-2005)
from NCBs.

Nature of Financial Services.

The nature and characteristics of the fmancial services are discussed in terms of Size

of loans, cost of the financial services, period of loan rcccived ctc.

1. Loan Size:

a) ACSPD circular no 01 of BB date: 20-12-1993 SMEs could be rcccived up to 20
lac.

b) As per ACSPD circular no 01 and 02 of BB, datc:-02-05-2004 and 19-07-2005
respectively, SMEs could be rcccived Tk2 lac to 50 lac.

c) ACSPD circular no 01 of BB date: 04-11-2001, loan has no limitation but highest
fixed capital of a firm (agro-bascd) is limited by Tk. 3 crore.

d) ACSPD circular no 01 of BB date; 26-11-2002, loan has no limitation but highest

fixed capital of a firm (agro-based) is limited by Tk. 5 crore.

Percentage of NCBs’ assisted SMEs’ entrepreneurs by their loan size

l.oan size 'I'K No. of SMES Percentage

2 lae-20 lac 00 20

2 lac-50 lac 150 50

As it need or no limitation 90 30
300 100
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2. Cost of NCBs’ Financial Services

Cost of Ihc NCBs’ financial scrviccs were calculaled by iiUcrcsl. 1lhe iiUcrcsl rales
ot NCBs were 10-10.5%, 10%,10.5% and 10-10.5% rcspcclivcly for sonali bank,

Janata Bank, Agrani Bank and Rupali Bank for June, 2004 (Sourcc; Bangladesh

Economic review, 2004).

3. Period of Loan Received
As per circular described before SME loans were disbursed as a short term or
working capital, mid term and long term or lixcd capital, short term or working

capitals were disbursed for one year, Mid term loans were disbursed to SMEs for 3

years. Long term or fixed capitals was disbursed to SMEs for 5 years.

4. Mode of Repayment of Loan.

As per circular described before Working capital would be repaid with two
installments in a year. Mid term loan would be repaid in a 5 installments with 6
month gracc period in three years. Long term capital would be repaid ina 9

installments with 6 month gracc period in 5 years.

5. Sources of Repayment of Loan.

The entrepreneurs repaid their loans Irom their profit, capital, or loan from other

persons.
spurce of loan j-epayment No. of SMBs Percentage
Profit, 120 1
Capital , 60 /20
Taking loan from other 111 ( 37
Missing 9 .-
X 300 100

79



Dhaka University Institutional Repository

Concluding Remark.

The characteristics ol'NCBs’ financial services concludc that NCBs’ services were
more financial than non financial in natLiic. i'inancial services of NCBs were
delivered to SMEs at a lime at least twicc. 'I'he entrepreneurs repaid their loan 6

month installment with 6 month grace period from tlieir, capital, profit, or taking

loan from other person.

5.10. Demand of Financial Services

Small and medium enterprises have demand for both financial and non-financia!
services for promotion and development. This chapter describes with an analysis of

the various issues related to the SM!*:s' demand for financial services only.

Demand for Financial Services

All SMEs received financial services in the form of cash loan from NCBs, private
commercial banks (PCBs) and other financial institutions. They received three kind of
cash credit disbursed by NCBs a) Long term loan, b) Mid-term loan c), Short-temi
loan or working capital. I'he NCBs disbursed this credit to SMBs depending on their
former rules and regulation. There were no special rules and regulation of NCBs to

disburse loan to SMEs for promotion and development.

lercen(age distribnHon of NCBs a.ssisled SMhx hy their catiscs of receiving loan
from NCBs.

causes of receiving loan from No. ofSMES Percentage
NCBs.

To start their enterprise 5

To support growth 225" 75

To repay loan 60 20
Total 300 100
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All enterprises started their business with his own capital but some depend on debt
capital. 'I'hc study revealed that small number (10%) ol'llic enterprises were totally
depend on debt capital while about 90% of tiicm were not at al! depend on debt

capital for the start-up of their enterprises.

But one-third of the enterprises (33%) had debt in their beginning capital. All
entrepreneurs of SM13s need working capital to continue their business. The
entrepreneur needs mid-term capital to import raw-materials of their products. Export
oriented garments and hosiery needed mid-term loan to open import L/C for their
raw-material and accessories. All the SMHs needed long term loan to expand their
business or making their factory building for their Balancing, Modernization,
Rehabilitation and Expansion (BMRE) and set up their machinery. However, 75%
SMEs were directly dependent on the financial services of NCBs to promote their
business. About 80% SMEs’ entrepreneurs expressed their difficulties in getting loan
for promoting their business without collateral security from NCBs. The deinand or
need for additional financial services was also identified by the frequency of loan
receiving by the SMEs. However, 80% of SMEs' entrepreneurs were directly
dependent on tlie llnancial services ol NCIlis to promote their business. Majority
(80%) of SMEs received loan more than one time while about 20% of SMEs received
loan twice or thrice. All the entrepreneurs received financial services more than one

time and received loan after starting enterprises. They received credit to support the

growth process of their enterprises.

Loan receiving from NCBs for repaying loan to the parties other than NCBs also
have been viewed as the financial services for the development of the SMEs. Some
SMEs were in need oi financial assistance lo growth but tiiey did not get loan from
NCBs and took advance money from other sources, '['0 repay the loan to other
sourccs, SMEs received credit from NCBs. 'l hese financial services of the NCBs can
be said to have effect on promotion and development of SMEs. Most of the SMEs
(20%) received credit to promote proccss of their enterprise and used the fund lo
increase the investment size of the business. 20% of SMEs received additional loan

to add new product or scrviccs lo (heir original products and other received additional
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loan from the NCBs to repay their personal loans received from relatives and friends

to financc the growth process.

Percentage disiribulion of hICBs' assisted SMEs by Jheir causes of receiving
additonal loanfrom NCBs.

causes of receiving loan from No. of SMES Percentage
NCBs.

To promote product 60 20

To addition new product line 60 20

To payment of loan 180 60
Total 300 100

/

furthermore, evidence also indicates that almost of SMEs' entrepreneurs 95% were
suffering Ironi financial problems. They wanted more capita! but the NCBs did not
provide financial services in time and witli adequate amount as and when required.
The above evidcncc lends financial scrviccs to the contention that SMEs have had

demand for Ilnancial services for their promotion and development.

Concluding Remarks

The finding on the need for financial scrviccs and the analysis thereof reveals that
the SMEs have the much demand for fmancial scrviccs. Their needs for financial
services lor the development of SMEs, were more than those of the promotion of
SMEs. The research also identified that they have needs for consulting and
counseling for both the promotion and development. Thus it can be concludcd that

the SMEs have need for financial services for promotion and development.
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5.11. Supply of Financial Scrviccs

The NCBs supply various lypcs of financial and non-financia! scrviccs lo the SMBs
for their promotion and dcvclopmeat. hifornialion regarding the supply of financial

services by NCBs to the SMEs, the study revealed the followings.

Financial Services

The study revealed that small number (10%) of the SME received debt capital for
tlieir starting business while about 75% of SMEs were not dependent on debt capital
at all for starting their business. We saw that NCBs were found to supply working
capital to SMEs for continuing ihcir business. As an officer of SME Cell of
Bangladesh Bank it is observed Ilhal NCHs disbursed (heir fixed capital to
manufacturing and industrial conccrn more than trading conccrn. 'fhcy also
disbursed their long term credit to poultry i'lrm, dairy finn and gamicnts factory, 'fhe
NCBs chose more industrial and manufacturing firm than trading firm to disburse
their financial services (Credit). As a Central Banker it is identified that the NCBs
supplied financial scrviccs to a small proportion(l 0%) of the SMEs for their

promotion. The NCBs also supplied major proportion financial services (75%) lo

SMEs for their dcvclopmenl.

Financial services supplied by NCHs to SMEs as claimed ihc SMEs

Financial services Sonali bank  Janala bank Agrani bank  Rupali bank
Long term X (60) X(58) X(45) X(57)
Mid-term X(10) X(10) X(13)

Short term X(30) X(32) X (45)

Bracket figures represent percentage of loan

they supplied financial services lo the SMI-"s to expand iheir factory, to diversify
their business, to add more products in their existing business. The study proved that

NCBs supplied their crcdii both for promotion and development of SMEs. The NCBs
supplied
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long-tcmi, Mid-term and shorl-term or working capital. About more than 50% of the
SMEs (58%) staled that they used loan rcccived Irom NCBs as fixed capital and less

than hall of them (45%) rcccived loan for use as both working and fixed capital.

Financial services supplied by NCBs (0o SMEs as claimed the NCBs

Financial services Sonali bank  Janala bank Agrani bank  Rupali bank
Long term X (62) X(5«) X (57)
Mid-term X(12) X(1Q)

Short term X(32) X(30) X(28)

Bracket figure arc represented percentage of loan

Concluding Remarks

The finding on the supply of financial services and analysis thereof reveals that NCBs
were supplying the financial services. 1he supply of financial services for the
development of SMEs were more than that of the promotion of SMEs. The research
also revealed that NCBs chose manufacturing or industrial firms than trading concern.
lhus it is |)roved that the supply of financial services of NCBs for the promotion and
development of SMEs is not enougli and the NCBs chose manufacturing or industrial

firms more than the trading concern for promotion and development.
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5.12. Gap Between Demand and Supply of Financial Services

Based on ihc demand of financial services of SMIiS and supply of llic financial

services by NCBs staled in the foregoing section, the study idciUified a large gap as

described bclow:-

Gap in the Financial Services:

As stated in the foregoing section all of tlie entrepreneurs of SMEs received financial

services either for start up or for promotion and development for their SMEs.

Supply/Demand No, of SMEs wanted loan No. of SMEs wanted loan
for their promotion for their development

Demand by SMEs 150 / 300

Supply by NCBs 30(20%) 150(50%)

Gap 120(80%) 150(50% )~/

_ manci and supply o ffinancial

services.

In the promotion sector 20% of demand of SMI-.s' entrepreneurs was entertained
where 80% loajis were not supplied. The 50% of demand of SMEs were entertained
in the developricnt sector where 50% loans were ni)t supplied, lhere was no any
spceial regulation about SMEs sector in NCBs. NCBs felt better to disburse their
credit to large scale industry than SMEs, 'fhere was no any separate Sub-
division/section about SMEs in NCBs. i’rivatc commercial banks were considering
now for separate SMEs section /Subdivision. In research period there was no so
pubhcation /semhiar ur eonfereiiee in the nalioti aboiil SMI-s. Thus tlicre was a gap

between (lie demand and supply of financial service.
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5.13 Measure of Pcrformaiicc of SMEs:

The Banker, the analyst and the economist analyze balancc sheet and financial ratios
ofa firm in iorniing an opinion whether the business firm is progressing, deteriorating
or static. The existing performance of SMEs after taking loan from NCBs was
compared with previous condition in overall financial temis to measure the
performance of SMEs. L. R. Chowdhury said (20tJ2) that no one ratio would give a
clear picture of the inherent soundness or weakness of a business unit. Several ratios
should, therefore, be considered to get a complete picture. Hampton said (1998) that
to be suecesslul in financial analysis, the analyst must select only tlioSe ratios that

provide significant information about a firm’s situation.

A banker and the analyst are primarily conccrncd with (he liquidity position of llie
borrowing concern. The purpose of liquidity ratios is to ascertain the solvency of the
company and its ability to remain solvent even in difficult times. These are intended
to ascertain the company’s ability to pay off short-term obligations. In order that
ratios serve as a tool for financial analysis, L. R. Chowdhury classified financial
ratios that arc as follows:

a) FINANCIAL RATIO

b) TURNOVER RATIO

c) PROFn ABILITY RATIO

fa) FINANCIAL RATIO

Financial ratios indicate about the financial position of the company. A company is
deemed to be financially sound if it is in a position to carry on its business smoothly
and meet all its obligations-both long-term as well as short-term without strain. Thus,
its financial position has to be judged from two angles long-term as well as short-
term. It is a sound principle o( linaiice that long-lcrni lunds and siiort-term
requirements should be met out of shorl-tcrm funds. Some of the important ratios,

which arc calculated in order tojudge the financia! position of the company, arc given

below:
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() Fixed Assets Ratio: The ratio is expressed as follows :

i'ixcd assets

Long-tcmi funds
The ratio should not be more than 1. if it is less than 1, it shows that a part of working
capital lias been linanccd through long-term funds. This is desirable to some extent
because a part ol working capital termed as “ corc working capital” is more or less of'
a fixed nature.
Fixed assets include “net fixed assets” (i.e., original cost-deprccialion to date) and

trade investments including shares in subsidiaries. Long-term funds include share

capital, reserves and long-term loans.

(i) Current Ratio: Ihis ratio is computed by dividing the current assets by the

current liabilities. It is expressed as follows:

Current assets

Current liabilities

If the Current assets are excessively higher than the current liabilities, it would imply

the company has more nnance than it needs and cannot, or docs not, employ it

profitably.

The mere lact that current ratio is quite high docs not mean that the company will be
in a position to meet adequately its short-term liabilities. In fact, the current ratio
should be seen in relation to the component of the current assets and their liquidity. If
a large portion ol the current assets comprise obsolete stocks t>r debtors outstanding
for a long time, the company may fail even if the current ratio is higher than 2.

lhe Current ratio can also be manipulated very easily. This may be done either by

postponing certain pressing payments or making payment ol'certain current liabilities.

In both the case, the position requires seruitiny. An ideal ratio is between 1.5 and 2. If
the ratio is 2, the position of tiie concern is highly liquid; if it falls below 1, it may

indicate shortage of working capital.
The Current Ratio is an index ol the concern’s financial stability since it shows the

extent of the working capital, which is the amount by which the Current assets exceed
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the current liabilities. As stated earlier, a higher currcnt ratio would indicate
inadequate employment of funds while a poor current ratio is a danger signal to the

management. It shows that business is trading beyond its resources.

(iii) Quick Ratio/Acid Test Ratio: This ratio is also callcd liquidity ratio. This
ratio is determined by dividing quick assets by currcnt liabilities. The ratio
may be expressed as:

Quick Assets (Currcnt Assets-Inventory)
Current Liabilities

By quick assets it means those current assets, which arc quickly and readily

convertible into cash. Cash in hand and at bank are, of course quick assets.

Marketable securities and receivables/book debts arc also quick assets. Raw materials

and finished products, so also stock-in-proccss, are not included in quick assets.

Current ratio and quick ratio arc both very helpful in measuring the liquidity of a

concern. If any of the ratios is below one, the currcnt liabilities cxcced the currcnt

assets and the company may not be able to meet its obligations if the occasion
demands. Quick ratio, it must be remembered, is a better indication of the conccrn’s
ability to meet its currcnt liabilities at short notice. The currcnt ratio and the quick

ratio arc also useful for comparing the liquidity of the concern on different dates.

(iv) Dcht-Equity Ratio: 'i'his is very important ratio for the creditors including
the bankers. The dcbt-cquity ratio is dclcmiincd to ascertain the soundness of the
long-term financial policy of the company. It is also known as “lZxtcrnal-Internar’
equity ratio. It may be calculated as follows:

lixlcrnal cquilic.s
Debt-F.qujly Ratio =

Internal equities

The term external equities refer to total outside liabilities and the term intemal

equities refer to shareholder’s fund or ihc tangible ncl worth.
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In case debt-equity is to be calculated as a long-term finaiiciai ratio, it may be

calculatcd as follows:

Total long-tcrai debt
Debt-Equity Ratio =
Shareholder’s fund
This ratio brings out the proportion of debt (long-term borrowed fund) to equity

(Shareholder’s fund) by dividing the former by the latter. This ratio shows the extent
to which the term liabilities arc covcred by the owned funds or the tangible net worth

of the business. The ratio indicates the extent to which the firms/company depends

upon outsiders for its existence.

A ratio of 1:1 is generally considered satisfactory as it indicates then safety of the
funds lent to the business. If the debt exceeds the equity, or the borrowed funds
exceed the company’s own funds, the debt equity ratio will cxcecd unity, which is
considered as an unhealtliy feature. However, in a w'ctl-managed concern dealing in

or manufacturing readily marketable products, a higher ralio may be acccptablc.

(v) Proprietary™ Ratio: It is a variant of debt-equity ratio. It establishes
relationship between the proprietor or shareholder’s funds and the total tangible

assets. It may be expressed as:

Shareholder’s funds
Proprietary ratio = --

Total tangible assets
lhis ratio focuses the attention on the general (Inancial strcnglh of the business

enterprise. lhc ratio is of particular importance to the creditors who can find out the
proportion of shareholder’s funds in the total assets employed in the business. A higli
proprietary ratio will indicate a relatively little danger to the creditors ctc., in the
event oi forced reorganization or winding up ol the company. A low' proprietary ratio
indicates greater risk to the crctlilors since in the event of losses a part of their money

may be lost besides loss to the proprietor of the business. The higher (he ratui®, the

better it is.
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(b) TURNOVER RATIO

The turnover ratios indicate the efTiciency with which the capital employed is rotated.
The arc also, therefore, known as Activity or BITiciency Ratios. The overall
profitability of the business depends on two factors: (i) the rale of return on capital
employed; and (li) the turnover i.e. the speed at which the capital employed in the
business rotates. Higher the rate or rotation, greater will be the profitability,

hi order to find out whieh part not, different turnover ratios are calculated. These
ratios are as follows:

(i) Fixed Assets Turnover Ratio: The ratios indicate the extent to which the
mvestments in fixed assets contribute towards sales. If compared with a previous

period, it indicates whether the investment in iixed assets has been judicious or not.

The ratio is calculated as follows:

Net sales
Fixed assets (net)

(ii)Working Capital Turnover Ratio: The ratios indicate whether or not working

capital has been eifectively utilized in making sales. The ratio is calculated as
follows:
Net sales

Net working capital

Working capital turnover ratio may take different forms for different

purposes. Some ol them are being explained below:

(a) Debtor’s Turnover Ratio (Debtor’s Velocity); Debtors constitute an important
constituent of current assets and, therefore, the quality of debtors to a great extent
determines a firm’s liquidity. 'Lhis ratio is used by linancial analysis to judge the
liquidity of a firm.

The Debtor’s turnover ratio is calculated as under:

-------- Credit salg®
Average accounts receivable

The terms ‘Account Receivable’ includes ‘ frade Debtors” and ‘13i[ls Receivable.’
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(b) Creditor’s l'urnovcr Ratio (Creditor’s Velocity): It is similar to Debtor’s
Turnover Ratio. It indicalcs the speed wiilt which tiie payments Ibr credit purchases
are made to the creditors. Tlie ratio can be computed as follows:
Credit purchases
Average accounts payable

The term ‘Accounts Payable’ includes ‘Trade Creditors’ and ‘Bills Payable.” Both the
creditors turnover ratio and the debt Payment period enjoyed ratio indicate about
promptness or otherwise in making payment of credit purchases. A higher creditors
turnover ratio or a lower crcdit period enjoyed ratio signifies that the creditors arc
being paid promptly, thus enhancing the creditw'orthiness of the company. However,
a very favorable ratio to this effect also shows that the business is not taking full

advantage of credit facilities, which can be allowed by the creditor.

(c) Stock (Inventory) Turnover Ratio: The ratio indicates whether investment in
inventory is efficiently used or not, used or not. It, therefore, explains whether
investment in inventories is within proper limits or not. The ratio is calculated by
dividing the cost of goods sold by average stock held during the year. The ratio is

calculated as follows:

Cost of izoods sold during the year
Average inventory (Stock)
Average inventory calculated by taking stock levels of raw materials, work-in-
process, finished goods at the end of each month, adding them up and dividing by
twelve. A high inventory turnover ratio indicates brisk sales. The ratio is, therefore, a
measure to discover the possible trouble in the form of overstocking or overvaluation.
The stock position is known as the graveyard ol' the balancc sheet. If the sales are
quick, such a position would not invenlury turnover ratio results in blocking of funds
in inventory which may ultimately result in heavy losses due to inventory becoming

obsolete or deteriorating in quality, lhen it would be necessary lo further analyze this

problem.

It is difficult to establish a standard ratio of inventory because it will differ from

industry to industry.
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(c) PROFITABILITY RATIOS

Profilabiiity is an indication of the cfllcicncy with which ihc operations of the
business arc carricd on. Poor operational performance may indicate poor sales and
hence poor profits. A lower profitability may arise due to the lack oi"control over the
expenses. Bankers, financial institutions and other creditors look at the profitability
ratio as an indicator whether or not the firm / company earns substantially more than
it pays interest for the use of borrowed funds and whether the ultimate repayment of
their debt appears reasonably ccrtain. Owners are interested to know the profitability

as it indicates the return, which they can get on their investments. The following arc

the important profitability ratios.

(i) Overall Profitability Ratio: It is also callcd as “Return on Investment” (ROI). It
indicates the pcrccntagc of return on the total capital employed in the business. It is

calculatcd on the basis of the following formula:

Operating Profit
X 100

Capital Employed
The term 'Operating Profit” means ‘Profit before Interest and Tax’. The term ‘Interest
on long-term borrowings." |Interest on short-term borrowing will be deducted for
computing operating profit. Non-trading income such as interest on government

securities or non'trading losses or expenses such as loss on account of fire etc., will

also be excluded.

(ii) Gross Profit Ratio: i his ratio is calculated by dividing profit before
depreciation, taxation and other allocations, by the sales during the period. The ratio

is usually expressed as a'percciiiagc. lhis ratio expresses relationship between gross

profit and net sales. Its formula is:

Gross Profit

Net Sales

A comparison of this ratio for the last few years will show the trend in the

profitability of the business operations, i.e., whether the profitability is increasing.
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decreasing or remaining constant. This ratio ol' the borrowing concern should be
compared with that of other units in tlic same trade or industry to have a comparative
view of the trade or industry to have a comparative view of the performance of the
borrowing concern viz-a-viz similar other units.

There is no norm forjudging the Gross Profit Ratio: tiicrefore, the evakiation of the
business on its basis is a matter of judgment. However, the gross profit should be

adequate to cover operating expenses and to provide for fixed chargcs, dividends and

building up of reserves.

(iii) Net Profit Ratio; dividing the net profit after depreciation but before taxation by
the net worth of the company derives this ratio. The ratio so obtained will show the
profitability of the total own funds of tlie company employed in the business. It is
particularly useful from the point of view of investors who wish to invest their funds

in the corporate securities. It may be calculated in the following way;

Net Operating Profit
] x100

465890
Net operating profit is arrived at by deducting operating expenses from Gross Profit.
The net profit can also be divided by the paid-up capital to calculate the profit earning
capacity of the share capital employed in the business. A third way of judging the
profitability of the concern is to divide the net profit by the total capital employed,

i.e., share capital, reserve, and long-term borrowings.

The ratio helps in determining the efficiency with which affairs of the business arc
being managed. An increase in llic lalit) over the previous period indicates
improvemctU in operational ellicicncy ol'liie business, prt)vidcd the gross profit ratio

is constant. The ratio is thus an effective measure to check the profitability of a

business.

An investor has to judge adequacy or otherwise of this ratio by taking into account
the cost of capital, tlie return in the industry as a whole and market conditions such as

boom or depresi;ion period. No norms can be laid down. Mowevcr, constant increase
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in the above ratio year alter year is a definite indication of improving conditions of

the business.

(iv) Fixed Charges Cover: The ratio is very important from the lender’s point of

view. It indicates whether the business would earn sufficient profits

to pay
periodically the interest charges. The liigher the number, the more scoured the lender

is in rcspect of his periodical interest income. U is calculated as follows;

Income before interest and lax

x 100
Interest charges

This ratio is also called as “Debt Scrvice Ratio”.

The standard for this ratio for an industrial company is that interest charges should be

covered six to seven times.

Determination of the Pcrformiincc of SMKs

Name of Pcrforninncc of .sample Performance of sample Trend
SL Ratios SMI’s before rcccivinj; SMILs after receiving
any loan any loan
01 Current 25%SME hold an ideal ratio 1.5 75% SME hold an ideal ratio Positive
latiu to 2 and 75% hold below 1, 1.5 to 2 and 25% hold below 1.
02 Quick Ratio  25%SME hold an ideal ratio 1& 75%SME hold an ideal ratio positive
/Acid Ralia
above and 75% hold below 1. 1& above and 25% hold
below 1.
03 Debt-cquily  25%SMIi hold an ideal ratio 1:l 750 SME holds an ideal ratio Positive
Ratio
atid 75% hold below ideal. 1:1 and 25% hold below ideal.
04 Gross I'rollt  25%SMlis increa.-scd  the ratio 9Q%SME increased the ratio Positive
Ratio
at the end of the Tnancial year at the end of the financial year
and 75% of SMF.s were losing and 10% SME.s were lo.sing
conccni. concern.
05 Net I'rolil  25%SMHs iiicrca.sc llic ijitio at 750 SME increased the ratio Positive
Ratio

tlic end of the firiancial year and

75% of SMEs were lo.sing

concern.

_()_

at the end of the financial year

and 25% .SMEs were losing

concern.

04



Dhaka University Institutional Repository

Chapter-6

Summary, Findings and
Recommendation”®

95



Dhaka University Institutional Repository

6.1. Sum Llarv.

This chaptcr is designed to summarize, recommendation and conclude the overall study
results. A brief statement of the objective of the research and the rcscarch process have
summarized the concluding remarks of the rcscarch and the infcrenccs thereof together
with the study output and recommendations to the concern sides the NCBs and SMEs
have been accommodated. The summary section includes literatures reviews on credit,

NCBs, SMEs and promotion and development of SMEs as summarized below.

Objectives:

The study aimed at assessing tlie llnancial services of NCBs for promotion and
development of SMF.s and to recommend appropriate policy. IdentifyingllnancTat?
services offered by NCBs, the demand of the SMEs Ibr financial scrvi”, the supply of

financial services by NCBs, assessing the performances of the SME”/were the derivative

objectives of the study, N

Methodology:

The study was conductcd on financial services of four NCBs of Bangladesh those have
among others SMEs promotion and development or income generating programs. A
total ol 300 SMEs were studied witli a view to identifying their demand for financial
services, the supply oi imancial services ol NCBs and to examine the performance of
such financial services for promotion and development of SMEs. | he sample enterprises
were selected mostly from urban areas and a small proportion from sub urban areas
predominantly engaged in manufacturing, trading and services rendering activities the
16 (sixteen) rcpresentalivc branches of NClis wore sclectcd at Dhaka and side of Diiaka
city areas that engaged tiicsc lunctions. Ihe NCBs and the SMEs were studied using
structured questionnaires by face to lace interview and direct verification the files and
registers of them. 'Mic perfomiance of the SMEs was examined in the light of the

Financial Ratio, 'furnovcr Katio and I'rofltability Ratio.
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Results iiiid Findings of the Study

The empirical rescarcli identified lIliat the NCBs were providing lliiaticial scrvics. Tlic
financial services received by all sample SMIls were classified ether as fixed, or mid-
tcnn and working capital or both of them. The demand of the SMEs for financial services
also was identified as stated in chapter-5. It was foLind that the SMEs had accuratc
demand for starling business and after starting business financial services. They had the
demand for backward and foi-ward financial services, The research.also identified a gap
between the demand of the SMEs and the supply of the financial services of NCBs. The

supply of financial services was less than that of the demand of thySMEs.

Conclusion:

Based on the overall nndings_of the study, it could_bc concluded that the NCI3s' financial
services were neithdf, totally efficiejit nor tptally inefficient for the promotion and
development of SMEs. The study identified that the SMEs had the demand for financial
services and the NBCs were providing the financial services. The NCBs were not
meeting the demand of the SMEs for the financial services as required. The overall study
helps to conclude that the NCBs’ financial services wore required for the promotion and

development of SMEs in overall financial terms of existing perlbrmance.

Of the various types of financial services, long-term loan has been given maximum
amount. Credit performance of NCBs was not satisfactory at all due to environmental
constraint, shortage of sincere entrepreneurs, lack of marketing opportunities, unfair
competitions, availablity of smuggled products, high cost of production, lack of

infrastructure facilities and I'requcnt natural calamity.
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6.2. An Overview of Findings and Observation;

On the basis of financial services or crcdit programs of the NCBs' for promotion and
development to SMEs and financial services required or expectcd by the SMEs findings
and rccommecndalions arc dcscribcd in this chaptcr. Acliially, there were no separate
credit programs ol NCBs for SMI:s still. lhey paid various credit to large, small and
cotlagc enterprises. On the other liand, private Bank, Foreign Bank and financial

institutions also had no special credit programs for SMEs.

India, Pakistan, Malasia, Srilanka and Indonesia increased national growth by SMEs
credit programs. The Government of Bangladesh constituted a National Taskforce on
Development of Small and Medium Enterprises (SMEs) on November 05, 2003 to

recommend SME policy guidelines and implementation strategies.

Bangladesh Hank introduced a refinance scheme of 1k.IOOO (ACSPD Circular no-01 of
BB, date: 02-05-2004 ) million out of its Industrial Credit Fund for the development of
small enterprises in the country effective from May 2, 2004. Banks and financial
institutions (PFIs) arc provided with refinance facilities against their lending to small
entrepreneurs for establishing new enterprises as well as for rehabilitation and expansion
of existing enterprises under this scheme. Another Ilind of US$ 10.00 million was
provided to the Bangladesh Bank under the "Enterprise Growth and Bank Modernization
Project” funded by International Development Association (IDA). Apart from“thcscret-
fund of US$ 30.00 million (ACSPD Circular no-02 of BD, date; 19-07-2005) is rcccived
from the Asian Development Bank under its 'Small and Medium Enterprise Sector

Development Programme.' All these funds are pulled together to support the financing

program under the above scheme. Existing this other finds arc as follows:-

I. Majority of the entrepreneurs were not conscious. They had not idea to start business
and to maintain business. '"lhey wcfcmDrcrdticatcd person. Majority of them crossed
primary level, and 20% of them were graduates. They did not maintain networking

system among themselves like large industries.
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2. Most owner-managcrs and eiitrcpreiieurs often lack wider managerial skills that hinder
their long-term success. Strategic planning, medium to long-term vision, communicating
in foreign languages, cash-Oow managenient, information technology were a few critical
elements of management required to meet challenges of the market economy, especially

m the international market environment. They had no abilities to exploit opportunities

and book keeping capabilities.

3. The entrepreneur had no knowledge of quality system, commitment to quality,
marketing knowledge ol'internal resource. They had no knowledge of international trade
policy and economics and capabilities to control over the internal and environment to

achieve a sustainable development.

4. The entrepreneurs had no projection capabilities, in the key areas like future market.
Future objective, interest rate, exchange rate, abilities and commitment towards that
pursuit.

5. They had to sell their products in cheap price in local market. They did not know the

procedure to export their goods. lhey have no knowledge about international market,

6. The entrepreneurs needed financial services for continuing them, working capital and
long-term capital. There was no available tlnancial service from any side for SMEs.
Interest rate was high. There was no simple credit facility. One of the main factors that
had hampered the How ol institutional linance into SMEs, was bank pre-occupation with
collateral. Traditionally banks had wused fixed asset ownership particularly land

ownership, as the basis forjiidging crcdit-worthiness.

7. The entrepreneurs had no capabilities to assess tlie need tjFllnancial services as

required.

K The NCIlJs did not allow more time to the SMI-s before skirting repayments. Curremly
the NCBs were getting rcpayinenl Just after >month or one year for working capital and

long-term loan. It was not so much time to continuing business easily.

9. The NCBs provided not lull package of Hnancial services required for the promotion
and development of SMEs, Currently they were providing to sizeable amount of financial
services. /
10, Cost of fund was high.
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11. Loan inanagcincnl ofNCDs was weak and incfficicnl. Long disbLirscinctU procedures

were followed.

12. Managers and officials of branches of NCBs were not so cfikient.

13. The Policy of loan disbursement and circulars were changeable. It affected the
Business procedure.
14. Bangladesh Bank approved a 'Guideline for Small Enterprise Financing' by BRPD

Circular no. 07 dated 03/1 1/2005 bul iiad no implenK’iitation of it.

15. Banks' rcluctanccs to provide loan lacilities without collateral orguarantee,which

most of the entrepreneurs in the SMB scctor cannotafford to arrange.

16. Many SMBs in Bangladesh lack the knowledge and ability to produccapplication and

communicate with banks.

17. Small'size companies normally had not the knowledge and capabilities to provide the

financial information needed for bank to assess the crcdit worthiness of the borrower as

well as viability of the proJcct proposal.

18. Lack of arrangement from the part of Ihc bank and lending institutions to assist the
prospective candidates in preparing the loan application and necessary documentation.

19. Most of the banks had lacking in suitable manpower with necessary skill and
orientation for SMEs financing particularly in the field ofjJFC”cct appraisal, selection

techniques, and investmcnl and counschng cct.

20. The banks’ funding structure was mainly short-term deposits and inter-banks. This
limits the banks' ability to meet SMfis demand for long term financing.
21. Insufficient supply of loans often led to under financing of a project. The

consequence was often shortage of working capital and sickness of the project.

22. Comparatively higher co.st of loan administration, supervision and monitoring in

respect of SMH financing acts as disincentive for banks and lending institutions.

23. Lack oi reliable statistical information on SMB scctor made it difficult for banks and

other lending irjstitutions to make the assessment necessary for sou”business decisions.
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24. Given the complicalcd legal and judicial system in the country environment against

defaulters was very Uil'lkult.

25. Most of the entrepreneurs did not know that Bangladesh Bank had refinance scheme

for SMEs.

26. There was no arrangement of training facilities for entrepreneurs.

27~/"CBs got refihance only Tk. 2 lac to .SO lac for an individual borrower fro

Bangladesh Bank. It was small amount for SMlis.

In refinance scheme of Bangladesh Bank, an enterprise having fixed assets not

exceeding Tk. 10 million will be considered as a small enterprise for the purpose of the

scheme. A A
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6.3 . RccoiiiniciKhitious:

Nationalized Commercial Banks (NCBs) of Bangladesh were controlled by Ministry of
Mnance, Government Republic ol Batigladcsh. For this reason, basically Promotion and
Development of SMEs depend on policies, rules and regulation of Government, For
increase the GDP growth. Government should take to step for promotion and
Development of SMEs. On the basis ol the overall research process and finding, the
following recommendations were made to NCBs, SMEs, policy makers and Government
authorities.

Recommendations for SMEs,

1. SMEs' entrepreneurs were recommended to join local Chamber of Commerce and
Industry to grow consciousness and build up sound and effective networking system

among themselves and with Bankers ol NCBs and other concern parties.®

2. The entrepreneur should develop their entrepreneurial skills, required for sustainable
development of their enterprises. They were recommended to develop their abilities to
deal with concerned Banker, networking abilities to the concerned parties, Book keeping

capabilities, abilities to exploit opportunities, their risk taking abilities, knowledge of
computer. A

3. [he entrepreneur was rcconiineiided to consider their potentiality to grow in course of
time. To this end the SMEs were recommended to consider the existing resources,
experiences, raw-materials, local labour, and capabilities to control over the internal and
external environment to achievc a sustainable development. They should acquire

knowledge about international economics, international trade policy, marketing, finance

and politics.

4.SMEs entrepreneur were rccominendcd to develop their projection capabilities in the
key areas like luture market, future objectivc.s, resources, interest rate, exchange rate,

ability and commitment toward that pursuit, and fmancial demand.

5. lhe SMEs entrepreneurs were reconimended to make co-opcrativc society to sell tlieir
products in the local competitive market and export their goods centrally. For protect
their right and privilege at first the socicty will buy the products from small producer of
diffeieiit areas. 1lhen they sell the products centrally in the local and international market

and export foreign countries, A
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RcconimLMulafion for NCBs

1. There was a great need fm>”"niproving dilfcrcnl aspccls of financial scrviccs for
SMEs, such as seed money, leasing, venture capital and investment funding. There was a
lack of availability ol long-term loans for SMbs. Interest rates are still high and exchange
rate risks are considerable. All these factors limit the development ofSMlis. NCBs were
recommended to l-inance, both short and long term, should therefore be provided at
market cost.

One of the main factors that have hampered the How of institutional finance inlo SMEs
was banks’ prc occupation with collateral. Tradilionaliy banks have used fixed asset
ownership, particularly land ownership, as the basis for judging credit-woilhiness.
Innovative and Hexible credit instruments can be developed for the SMEs if the
regulatory framework allows such innovation. 'lI'nc Central Bank should seriously hear
the views of the SME in this regard and frame rules in their favor. Banks were shy to
lend to SMEs because ol high processing and monitoring costs of loans to SMEs. The

NCBs were recommended to simplify the loan disbursement procedure to SMEs.

Export oriented SMEs should also be supported with the services of an Export
Credit Agency to mitigate their risk of exporting and help facilitate the provision of

working capital from banks and other financial institutions. *

2. The NCBs were recommended to assess the need of the SMEs to provide financial
services. The entrepreneur ol SMI:,;s decides his/her demand for financial requirements.
Their decision was not correct in most of the time. So, NCBs, Should assess the actual

demand of financial services for SMEs before disburse the crcdit.

3. The NCBs were rccommcnded to allow simple loan disbursement condition to SMEs
entrepreneur. NCBs should allow more time to the SMEs before starting repayments,
Currently the NCBs were getting repayment just after 6 month or 1 year for working
capital and long-lcrm loan. The SMEs sould be allowed 2 or 3 years belbrc starting

repayment of their crcdit. The NCBs .should reschedule (he repayment scjicXiTappliod

to the SMEs entrepreneurs.
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4. The NCBs should provide full package of financial services required for the promotion
L and development ofSMEs. Currenlly llicy were providing to sizeable amount of fmancial

, services. They are not providing full amount to SMI”*s. Without full packugc tlie SMEs

L cannot run business. The NCBs were recommended to provide ful package of loan.

!

— 5. Currently the NCBs disburse working capital loan for one years, Mid-term loan for 3
years and fixed capital for 5 years. Il is not so much time to continuing business. The

n NCBs were recommended to grant loan working capital for 5 years, mid-term loan for 10

years and long-term capital tor 15 years. SMBs’ entrepreneurs should repay these loans
with 1years, 2 year and 3 years grace period. These non-linancial services were provided

the SMBs' entrepreneurs so that they would be able to run the business more smoothly,

efficiently and effectively.

— 6. Ihe NCBs’ loan interest rales were high, fund cost was the barrier of starting business
and running business of SMBs, fhe NCBs were recommended to apply less interest rate

to disburse loan to SMBs for a specific time to starting their business easily,

7. Loss of money through fraud and forgery means decrease in the loanable funds. The
NCBs were recommended for fraud and forgery should be vigorously checked in order to

ensure better and cfllcient crcdit management and availability of funds (iftekhar uddin,

1989).

n 8, Every manager should be trained to develop his technical skill so that he could perform

lhe job given to him intelligently and accurately.

9, NCBs were recommended to apply Credit grantee BUND Scheme for first generaUon

entrepreneurs of SMB. The scheme facilitated collateral free lending up to Rs 2,5 million.

10, NCBs should cstablishe SMB centers throughout the country to provide technical

assistance and access to market information system,

n 11. Most of the entrepreneurs did not know that Bangladesh Bank have refinance scheme

for SMBs, NCBs should circulate about the refinance schcme facilities.
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The Rccomiiiciidatioii for Policy Makers
Like liiiniilatJcsli 13ank/Governnieiit :

1.1he policy maker at both micro and macro level should consider bolh short term and
Long-lerni effects of their frame policy. They should not formulate such pohcy, the
impact of wiiich is very positive in the short run and at the cost of long run impact,
nangladesh Bank approved guideline, namely 'Guidelines f(»r Siimll Enterprise
FinanciiiR' ( BRPD Circular no. 07 dated 03/11/2005 ) but did not Implement it.The
NCBs should monitor and Implemenl the Guideline. Supervision of Bangladesh Bank to

NCBs' branch should be carried t)ut minimum one lime in a year for SMIlis' loan

disbursement.

2, hi the refinance scheme, Bangladesh Bank should consider the deilnition of small

Enterprise of industrial policy 2005 of liangladcsh.

3. Bangladesh Bank should relmanee Commercial Banks and llnancial Institutions

fromTk 2 lac to 100 lac for an individual borrower so that they could easily disburse the

amount to small enterprises.

4. Bangladesh Bank should fix up low interest rate for SMBs loan by circular to Banks

and PI'Is.

5, National Taskforcc could play the crucial role in the business development support,

advisory services and managerial training ofSMIIs.

6. Government should Establish SME Bank to provide finances to SME Sector.

7. Bangladesh Bank should supply simple accounting software packages to devclope

small business enterprises.

8. Bangladesh Bank should set uj) a separate SMI' deiiarlmenl .
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9. BiingUidcsh Bank should undcilakc a progtaiiinic to provide capacity building support

to a select gioup of banks for SME lending.

10. Bangladesh Bank should expand the coverage of its online Credit Information
Bureau. Bangladesh Bank should contemplate to set up Credit Information Bureau in the

private sector for collcction of data on SMBs.

11. Bangladesh Bank should make policy to encouiagc hanks to have at least 20% of its

portfolio in SMEs.

12. The Bangladesh Bank, the prime institution for SMEs’ financing has developed

uniquely tailored lending program with simplified procedures and collateral system.

13. Bangladesh Bank sliould circulate ‘I*actorin”™’ system which is engaged to take risk

of loan that disbursed to SMEs. In this field, SMF.s will receivc loan collateral free.
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Abbreviations Used

ADB = Asian DcvclopmctU Bank.

ACSI’'D =Agricullurc Credit & Spccializcci Programmes deparlmenl

liSCIC —Iliatigladcsli Small and Cottage Industries Corporation
BASIC =Hank ol'Small Industries and Cummcrcc

BOI Fioard of Investment

BRPD = Banking Regulation and Policy Department

BB = Bangladesh Bank.

DUBS = Durham University Business School
IMF- - hiternational Monetary Fund.

MFis = Micro Enterprises.

NCBs = Nationalized Commcreial Banks.
SMLs = Small and Medium Fintcrprises.
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Appcndix-A

1

2.

A. Questionnaire for the Owners of Small and Medium Enterprise;

Name:.een,

Agel,

Scx:/"n

4. Marital Status:

5.

6. Level of education

7. Type of enterprise ManulAMAn ("S™YjKiing Service
8. Starting year e

9. Principal ProductS/SCrviCC ..o

10. OwnershippatternSingle partnership

11. Site: fAural cio

Children;

Dhaka University Institutional Repository

Personal Information

.................................. Yo Ko H =TT TP
Male (2 ) Female
Married (rn2n Unmarried
One © IWo.
Never been to school I*riinaiy Passed
HS C Graduate

General Information of tlic Enterprise:

Masters
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12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

Dhaka University Institutional Repository

Financial Tnforniation

Amounl ofcapilal: ]. Starling

Loan equity Ratio: 1. Starting

Do you get loan according your tieed ?

How many times did you get loan ? ......

Average amount in each time.......

Loan disbursement arrangement

How frequently refund is made?

1, M atime

1.Weekly 2. Fortnightly

4.Quarterly 5 1

lalfycarly

Can you refund the loan regularly ?

l.Yes 2.

where from do you repay the loan ?

When did you start repayment ?

Do you repay the loan 1

No

1 Yearly

1. Regularly

1. Yes

2. I'rcsent.

2. i'rcscenl

2. Installment

3. Monthly

6. Yearly

3.Taking loan from family or other sources.

2.

1, Out of capital

Irregularly.

2. Out of Profit
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Financial Scrviccs for Promotion and Devclonmcnt

23. Did you get any scrviccs from the NCBs
1 Yes 2. No .
24. what type of services did you get ?
1. l'iiKiiicial 2. Noii-nn;mci;il.
25. What type orilnancial .services ?
1. Working capital2. Fixed capital.

26. Why did you receive fmancial services ?

1. Start-up 2. Growth,
27. What types ofiion-nnancial service diti you receive ?
1. record keeping 2. lechnical
3. Advice 4. Others.

28. Have you got any training from the Bank OV any Institutions?

1- Ves 2. No.

29. Ifyes. When ?

i. BelJorc starting 2. After .starting,

30,1f before starting. Why ?

’ 2. llow to get loan.

3. To he laniiliar with the bank 4. Other specify...cccveevnnne.
31. Ifyou got the idea from the bank or luKinciiil Institutions, Ilow ?
I.Gave an idea 2. ilelp (0o motivalc towards an
3. Imposed an idea A Other.........

idea
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32. li', after starting, Why ?

1.How to manage the enterprise 2. keeping financial rccord

3. How to save 4. Other spccify.

33. Did the Banks heip developed motivation and commitment ?

1 Yes 2. No.

34. Did the banks liclp to validate your idea ?

l.Yes 2. No.

35. Do you use any tools or machinery in your business ?

I. Yes 2. No.

36. Ifyes, who gave you the idea of using these ?

1- "~clf 2. Bank3.l'riends

4 l-amily 5. Relatives,

37. Did the banks give any financial or technical services in purchasing this machine ?

1. Yes 2. No.

38. Do you get any counseling from the banks 7

l.Y es 2. No.

39. Ifyes, of what kind ? ..o,

40.How frequently do you get those counschng 7

1. When necessary 2. After a fixed interval .

38, Did you think to increase your product line 7

l.Yes 2, No.

39. Ifyes, from where did you get the ideas of diversification ?

Self 2. Bank 3. I'riends

4. Family 5. Relatives .
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41.

42.

43.

44.

45.

46.

47.

48.

49.

50.

51.

52.

1. Providing additional capital

Dhaka University Institutional Repository

Afyou get the idea from the bank , how did they plan to help you ?

2, Supporting growth

3.Giving information service 4. Otlicr.

Did you move your location of business 7

1. Yes

2. No.

Did you no. of customers increase ?

l.Ycs

2. No.

Did you volume of sales to existing customer increase ?

I Yes

2. No.

Did you employ any distribution technique 7

1. Yes

2. N

0.

How consumer feel about your product/service?

I.Good

2.Satisfactory

3, Unsatisfactory.

Did you get any complain about your product from the consumer 7

l.Yes

2. No.

Do you need reworking the goods belorc they arc sold 7

l.Ycs

2.

No.

The damage and wastage rate......ievnnceeenn.

Arc the physical assets being utilized?

1. Yes

Utilization rate of physical assets. ...

Arc the human icsourccs being ulilized?

1. Yes

2.

No.

Do you think that your product ismeeting the need of the customer?

l.Yes

2,

No.



53

54

55.

56

57

58.

59.

60.

61.

62.

63.

64.

65.

66.
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. Have you been apprised for your product or business?
l.Ycs 2. No.
. If yes, who appraised?
1. Customer 2. Bank 3. I'riends 4. Family 5. Relatives
Year 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005.

Sales Volume .

. Profit % on sales .

.Total average cost.

Net profit % on sales .

1. Yes 2. No.

I. Yes

1. Yes

I. Yes

I-Yes

l.Ycs

2.

2.

No.

No.

2.

2.

2.

No.

Do you have enough time for promotion?

No.

Do you have organized information system ?

No.

Arc you thinking about the growth of the enterprise?

Do you have enough capital to make the growth ?

Do you have enough technological capability for promotion ?

Do you have enough physical assets for promotion?

Do you have enough human resources for promotion?

Do you prepare plan and budget to control operations ?

l.Yes,

2.

No.
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67. Did you delegate your authority to employees ?

l.Yes 2. No

68. Do you have any idea lor future growth/Expansion ?

1. Yes 2. No.

69. Are you actively considering the ideas ?

l.Yes 2. No.

70. Did you test the ideas actively considering for promotion?
1 Yes 2. No.

71. What you are planning for promotion?

72.When will the plan be irnplcnicnted?

73. Where are you planning for to imjilement the plan ?

74.Why are you planning to introduce goods or services ?

75. How would you think that you will have adequate customer for the product?

76. Do you have any plan for required rcsourccs ?

l.Ycs. 2.No.

77. Do you have any plan for required physical re.sources ?

l.Yes 2.No,

yo** |i*ve any plan lor required human re.sources ?

1-Yes. 2.No,
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79.

80.

81.

82.

83.

84.

85.

86.

87.

88.

89.

90.

91.
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Do you have any plan for required financial resources ?

IYes 2.NO.

Did you plan for the required ability and commitment ?

l.Yes 2.NO.

No. of employee employed in your organization

1.Beginning...cccoceevrennn. 2. At present....ienne

Types of employee

1.Full time 2. Part time. ..o,

No. of employees

1.Full time............... 2.Part time

Status of the employees

1. Skilled 2-Un,skillcd 3.No .of employee

Do you think your enterprise is profitable ?

l.Yes 2.NO.

Can you manage your family with the income from the business ?

l.Yes 2,No

Do you have any other income source ?

l.Yes. 2.NO
Ifyes. What is the SOUICe ? .

Ifyes, percentage of income from this enterprise...iiiciiiennns

Docs the family lias other earning member ?

l.Ycs. 2.NO.

Ifyes, HOW many ...
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Socio-cconomic Conditions

92.

Do you think after getting NCB,s servicc the enterprise helped in developing your socio-

Economic condition?

93.

94.

95.

96.

97.

98.

99.

100.

101.

102.

103.

l.Yes. 2.NO.

If yes how did tiie socio-cconomic condition changc?

1. Highly increased 2. Moderately increased 3. Increased
4. Poorly increased 5. Not increased
Did you purchase any movable or immovable properly by the enterprise income ?
l.Yes 2.NO.
What type of movable ]Dropcrly did you?
What types of immovable property did you purcliasc?
Did the enterprise increase the consumption level of the family ?
l.Yes. 2.NO.
Did the enterprise increase the quality of food intake ?
1-Yes 2.NO.
Did the enterprise increase the volume of food intake?
l.Ycs 2.NO.
Did the enterprise increase the disposable incomc of the family ?
l.Yes. 2. No.
Did the enterprise increase the educational expenses of the children ?
l.Yes 2.NO.
Did the enterprise increase the quality ol' food intake ?
l.Yes. 2.NO.
Do you have any savings from this enterprise?

l.Yes 2.NO.



Dhaka University Institutional Repository

Appendix-B

Questionnaire for the NCBs' Officials.

1.Namc of the NCI3
2.The year of NCB’s started SMEs devciopmciU program

3. Name of the person consulted with
4 .Designation of the person
|I. Executive Officer 2. Below Executive Ol'ficcr
5-No. of years working with the NCB
6.What types of financial services docs the NCB provide for SMEs promotion?

1. Financial 2. Non-Hnancial

7.What are the various types of non-fmancial services do you provide?

I.Record keeping 2. Technical
3. Advice 4. Other
8. How much credit do you NCB disburse at a time?

9.What is the rate of interest on the loan disbursed?

10. Does the NCB induce the SME for force saving?
I. Yes 2.No
11.Do the NCBs pay any interest to the SME on tiie force saving?

12,What do you do in case the benellciaries cannot pay instaUmcnt?
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