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have com e forward to provide re-Hnance (o NCBs, I’rivatc Bank and Non-Banking 

financial Institutions to provide financial services to the Small and Medium enterprises for 

their promotion and development. From the socio-cconomic conditions o f  Bangladesh 

the choicc o f  researching issue was time demanding. The NCBs' financial services were 

examined both in respect o f  promotion and development. The study output is expected to 
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A B S T R A C T

This M.Fhil disscrlalioti empirically cx:iinincs llic N C lis ’ (iii;iiici;il Scrvicc's lor the 

promotion and development o f  Small and Medium enterprises (SMIis) 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 o f  institutions the promotion and 

development o f  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. 1 hey took a programme to Miiancc SMBs o f  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 o f  SMEs revealed 

different pictures at home and abroad. The financial Services o f  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 o f  the 

governments. To this end promotion and development o f  SMBs scheme o f  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 o f  

financial Services o f  the NCBs for the promotion and development o f  SMEs. 

Accordingly, the researching issue is "N utionalizcd C o m m erc ia l  B atik ’s financial 

Services for tlic p rom otion  an d  developm ent o f  sm all and  m edium  en te rp rises .  

Evalua tion  of llie ir ercd lt  pcrlorMiaitcc."

lo  address this evaluation issue, ' I he Balance s h e d '  & ‘The I'inaneial Ratios' o f  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 o f  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 o f  i^haka predominantly engaged in i^^u fac tu r in g ,  trading 

or services activities. Data were collected using structured qudstionnairc by personal
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interviews o f  SMl'.s cnircprcnciirs I'tnnncc by N CIis nncl NCHs (il'flcinl, The rcscnrcli 

reveals that NCBs financicil scrviccs for liie promotion and development o f  SM Es were 

very much needed but the services were found Insufricicnl. While considering all the 

financial variable together, financial services for the proinotion and development o f  

SMEs, the financial services were found very signillcant.

The development o f  SMEs was also examined from the view point o f  existing Guideline 

o f  FUCUS GROUP, BRPD circulars o f  Bangladesh Bank, loan disbursement and 

repayment procedure o f  NCBs and condition o f  International Agencies like ADB, IMF 

and World Bank, 'fhe  financial services o f  NCBs were found weak and slow, 'fhe loan 

disbursement amount was lower than the SMEs need ^ -R irW ea lcn c ss -^ 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 o f  disbursed SMEs loan. It was the exccss 

arrangement ot NCBs and FIs to finance SMEs. Refinance conditions o f  International 

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

Finally, the financial services of the NCBs and FIs for the promotion and development 

o f  SM Es were found necessary but gap was found between the demand o f  the SMEs 

and the supply o f  the financiarservlces o f  NCBs. The supply o f  financial scrviccs was 

less than that o f  the demand o f  the SMEs.

I he SM Es foundation, Bangladesh Bank and International Agencies should consider 

simple procedure and arrangement oi SM hs fund  to reach root level. So that, the 

campaign to finatice SM Es would be succe.ssliil. Tlicrc i.s 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 o f  

SMEs with the patronization of our CjovI, dcparlmcnts like Board of' liivestment, Ministry 

o f  industries. Ministry of f inance, Bangladesh Bank & monitoring Agciicies & Donor 

Agencics like World Bank, IM f,  ADB etc. i'revcntion o f  natural calamity is also 

important for such purpose.
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Chapter-1

INTRODUCTION
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Prelude:

I he na tionalized  com incrcia l  bankM (NC’Us) play crucial rule in llic d ev e lo p m en t  process  ol 

B angladesh. T he  N C B s  hold im portan t share o f  the deposit and inves tm ent o f  the bank ing  

sector. It has the du ty  to im p lem en t eco n o m ic  policy o f  the G o v e rn m en t  such  to s trengthen  

the small and  m ed iu m  enterprises  to im prove  the cond ition  o f  the rural econom y. T h is  study 

dea ls  w ith  an  asse ssm en t oT the con tribu tion  provided by the N C B s ' credit  p ro g ram  to S M E  

prom otion  and  d ev e lo p m en t in B angladesh . T h is  report is the o u tco m e  o f  about c ^ e n s iv e  

research  on  N C B s ’ fmaneial serv ices  lo r  the p rom otion  and  d ev e lo p m en t  o f  SJ^E s. It is 

presented  as the basic  requ irem en t for the fu irillm ent o f  the degree  o f  M as te r  o f  P h ilosophy  

(M . Phil.). F inancial serv ices  o f  the N C B s  ex tended  to the S M E s  for the p rom otion  and 

dev e lo p m en t w ere  exam ined  and  ana lyzed  to m easure  the perfo rm ance  o f  such  services. I 'h e  

necessity  and the im pact o f  fmaiicial serv ices  have v ividly  been  s tud ied  based  on the dem an d  

o f  S M E s  an d  Polic ies o f  the G o v ern m en t,  C ircu lars  o f  C entral B ank  and G u id e  line for 

Sm all E nterprise  F inancing . F inally , in chap te r  5 the im pact o f  N C B s  financial serv ices  

were eva lua ted  based  on the p er fo rm an ce  o f  the SM E s. A co m p ara t iv e  ana lysis  be tw een  the 

p cr fo m ian ces  o f  N C B s ' financial scrv iccs  and  the perfo rm ances  o f  the  en trep reneurs  o f  

S M E s w ere  a t tem pted  to assess. !h e  s tudy  is expected  to provide  gu ide lines  for p rom otion  

and  d ev e lo p m en t o f  SM B s by the financial scrv iccs  o f  N C B s spec ia lly  in a deve lop ing  

country  like Bangladesh .

Objectives o f  The Shitly:

T he  m am  objective  o f  the research p rog ram  is to eva lua te  p erfo rm ance  o f  financial serv ices  

o f  N C B s prov ided  to SMI.:,s in term s ol tlicir regulatory  operational,  adm in is tra tive  and 

institutional po lic ies  and strategies. IJroadly, it evaUiates the types o f  financial serv ices  o f  

N C B s  for p rom otion  and  deve lopm en t o f  S M E s and the extent o f  success  o f  the financial 

services as well as ol im pact on  the perfo rm ance  o f  the SM Es.
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The Specific Objectives were lo:

1. A ssess  the various  types o f  N C H s ’ Credit P ro e m m s  to SM H s for p rom otion  and 

d ev e lo p m en t ( i.e. the supp ly  o f  var ious  types o f  financial services).

2. A ssess  the various types ol financial services required  or expectcd  by  the S M lis  ( i.e. 

D em and  for financial services),

3. A ssess  the gap betw een  the supply  o f  credit by  N C B s  and the d em an d  for credit o f  

SM Es.

4. M easu re  the cred it  perfo rm ance  ol N C B s  and constra in ts  there  on.

5. P rov ide  suggestions  for appropria te  policy, gu ideline  for crcdit p rogram s that m ight 

p rom ote  &  deve lop  the SM Es.

Coverage o f  the Study:

T h e  study concen tra ted  on the llnancial services o f  N C H s to sm all and  m ed ium  enterprises  

and  cove red  a  period  o f  04 ca lendar  years  from 2 0 01-2002  to 2 0 0 4-2005 . In so m e  cases, 

how ever,  re levan t dev e lo p m en t in o ther years  w as  also  d iscussed. Particu lar ly  atten tion  w as 

g iven  to b r ing  out the lend ing  posit ion  ol N C B s  to SM E s. T he  s tudy co m p ares  streng th  and 

w eakness  o f  the po lic ies  and guidelines,  c ircu lars  and  regula tions o f  B an g lad esh  B ank  about 

credit to S M E s  by N C B s.

Rationale o f  the Study :

T h e  cho ice  o f  the a fo resaid  area  o f  tiie research  interest concerned  with  the p erfo rm ance  o f  

the N C B s ’ financial serv ices  for the p rom otion  and deve lopm en t o f  S M E s  in B ang ladesh  has 

b een  put forward for a n u m b er  o f  practical reasons;

Public  and private Bpnks and fmancial institutions generally  feel better lo d isburse  its crcdit 

lo large and  fam ous industries for tim ely  repaym ent.  In a 1979 report entitled 

“ Science Ind ica to rs” , the National Scicncc I’oundation  o f  US revealed  that for every  research  

and d ev e lo p m en t m oney  invested in sm all firms, they p roduced  four times m ore  innovation
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lhal llic incd iun i-s izcd  firms and 24 Uincs m ore  innuvalioti tliaii llic larger firms (Sulivaii and 

Lane, 1983, M urshed  and B hu iyan ,  1990), T h e  crcation  and dev e lo p m en t o f  S M E s  is seen as 

an  im portan t e lem en t  o f  overall  econom ic  policy, especia lly  for p ro m o tin g  em p lo y m en t ,  

reducing  poverty  an d  en h an c in g  overall  grovvtli, cspccialiy  oi' a  d ev e lo p in g  econom y 

(M azu m d er  and C h ow dhury ,  2001), "fhis w as ev ident from a reccnl international study that 

ou t o f  6530 listed small industrial units only 22 %  w ere  dev e lo p ed  with institutional 

assis tances  (K lian , l9 8 0 ) .  T herefore ,  the study o f  eva lua t ing  the p e rfo rm ances  o f  the N C B s ' 

financial serv ices  lo r  the p rom otion  and  dev e lo p m en t o f  SM B s in co u n try  is o f  u tm ost  

im portance.

T h ere  is a g row ing  recogn ition  o f  the social and  econom ic  value o f  Small Entcri)risc (S M E ) 

th roughou t the world  in general,  in deve lop ing  countries  in particu lar (Sarder and  A sm a, 

1996; H arper,  1987; T im bcrg ,]  992; ILO, 1992; ). It is the eco n o m ic  units accoun tcd  for the 

l ion’s share o f  all en terprises  th roughout the w orld  {Mia,2000, Sarder,!  990). It generate  

em p lo y m en t  (M azu m d er  and  C houdhury ,  2001 ; K i lb y ,1979; M an n an ,1 9 9 3 ;  Khan, 1980; 

Sarder, 1990, 1996) and poverty  alleviation  (M a zu m d er  and  C houdhury ,  2001 ; M ia, 2000; 

Sarder, 1990) as a w ay  to eco n o m ic  dcvelopnien t.

Im portance  o f  the s tud ies in B ang ladesh  can belter be allribulcd to the know ledge  o f  

im proved  and  effic ien t lend ing  policy  and techn ique  and recovery  po licy  w h ich  ult im ate ly  

call for a sound  th ';oretical k n ow ledge  com piled  w ith  em pirica l  inves tiga tion  and  ajialylical 

ben t o f  m in d  for its p ro p e r  applica tion  this has been v iew ed  by em inen t  scholars , bankers, 

econom is ts ,  p ro lcss ionals  and  policy re co m m en d in g  personalit ies  o f  the  country  

(A hm ed , 1989).

T he  present study is a  p ioneering  altciiipl in Uic field o f  N C B s linancial serv ices  to S M B s for 

the p rom otion  and dev e lo p m en t particularly  in the field o f  com para t ive  si tuation  o f  N C B s  in 

B angladesh .  A lot o t  research  has been done on  the various aspec ts  o f  bank  financing  as 

noted in the report o f  the National C om m iss ion  on m oney , bank ing  and cred its  1986 but no 

specific s tudy  has been d one  on it in Bangladesh.
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D evelopm en t ul S M L  lias been viewed as a s lralcgy lui' tlic develupii ien l o l 'l l ic  eeutioiny by 

the governm en t o f  m ost o f  the deve lop ing  coun tries  (K han, 1980), A s  such  m ost o f  these 

go v ern m en ts  have  been tak ing  or a lready  have taken  policies for the d ev e lo p m en t  o f  S M E s  

on  a  priority  basis  (M ia, 2000).

Several deve loped  as well as deve lop ing  coun tries  arc p ro v id in g  ii:stitutional financial 

services for the p rom otion  and dev e lo p m en t o l  SM E s. i’hc im pact o r  the pe rfo rm ance  o f  such  

financial serv ices  need to be eva lua ted  for e fn c icn l  delivery  o f  financial scrviccs and 

efficient feedback  system  o f  such delivery  (M ia, 2000 ). ■

A gains t  the  b ackground  o f  the c lauses  from  the above  as well as from  the rev iew  o f  re la ted  

literature and  the s ign ificance and ic lev an ce  o f  the s tudy to the N C B s,  this s tudy  has  been  

planned . I his s tudy  will be  hclp lu l  for our policy m akers ,  s tra teg ic  p lanners,  dec is ion  

m akers,  responsib le  for the deve lopm en t o f  SM I-s  in B angladesh. O n c e  the  m ajo r  strength, 

w eakness ,  th reat and  opportun ity  o f  the vital sec tor like SM Us arc uncovered  s trategic 

opportunity  w ou ld  be  easier to adopt.

- o -
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C h a o t e r - 2

Literature Review and Conceptual Frame
Work of the Study
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2.1. Literature Review:

Ih c  study  ol llic 'N a lio t i i i l i /c i l  C o m iiu - ic in l  l t a i ik \s  iMuiincial S e rv ice s  fo r  th e  

P r o m o t io n  a n d  D e v e lo p m e n t  o f  S m a l l  a n d  M e d iu m  e n te r p r i s e s .  A n E v a lu a t io n  o f  t h e i r  

C r e d i t  P e r f o r m a n c e '  d em an d s  a c lose study  o f  re la ted  literature for useful ana lysis  in this 

Held. A lthough  in ou r  coun try  very  little research  has been done  on  S M E , a s ign ifican tly  

large n u m b e r  o f  researches  have been carricd  out and m any m ore  arc u n d er  w ay  in o ther 

coun tries ,  bo th  deve loped  and  deve lop ing . A n attemjit has been  m ade  to su rvey  a b r ie f  

rev iew  o f  so m e  im portan t and  re levant w orks so far under taken  in the field o f  SM E s.

I rom otion  and  D ev e lo p m en t ol sm all and  m ediun i en terp rises  have been recogn ised  as an 

im portan t and  e lfec t ive  strategy lor the overall industrial p rogress  in any d ev e lop ing  and 

deve loped  coun try  o f  the global ( R a t a n , 1 9 8 0 ) .  G o v e rn m en t o f  B ang ladesh  as w ell as o ther 

coun tr ies  in the w orld  has been w ork ing  for the p rom otion  and d ev e lo p m en t  o f  small and 

m ed iu m  en terprises (M ia, 2 000 , G O V . 2003-2004).  S M E s need  financial services. 

G o v e rn m en t  o f  B ang ladesh  a lso  has been  try ing  to deve lop  congen ia l  policy support  for the 

co ttage  industries (M ia ,2000), A lam  (1995) conduc ted  a survey  on  tiiirteen rural credit 

p ro g ram s  together with social serv ices  can help deve lop  rural en terp rises  (M ia, 2000). 

S im ilar  conc lusive  rem arks  w ere  also m ad e  by world B ank (1995), B ennett  e t al (1996) and 

W o n g  cl al (1997). M icro-en terp rise  an eco n o m ic  units  like sm all,  m ed iu m  and  large 

en terprise  (M ia ,2001). M. A M an n an  has stated in his s tud ies  (1993) that sm all en terprises  

em p lo y  peop le  m ore  than the large industiy  sec to r in B ang ladesh .  Md. A bul K a lam  A zad  

(D ecem ber,  2000, vo lum e xxl) show ed  in his study that D eve lopm en t o f  sm all scale industry  

is considered  im portan t in B ang ladesh  specia lly  in the con tex t o f  the vast popu la tion  and 

capita l scarcity . T he  lending opera t ions  seem ed  to su ffe r  from a n u m b er  o f  flaws, w hich  need 

to be add ressed  in proper perspective. T he  appraisal p rocess  o f  the proposed  project for 

w h ich  loan is sought is lengthy, cu m b erso m e  and com plex . This should  be s im plif ied  as far 

as possible .
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T h e  sLudy by A / i / i i r  kiiliinLiii Kliaii ( June, 19K0) show s ihul clTeclivc cnlrcpixticurial 

tra in ing  co ve ring  all Ihc aspcc t o f  p roduct d ev e lopm en t,  m arket deve lopm en t,  f inancing 

techn iques ,  use ol’ funds, p rocu rem en t and m ain tenance  o f  equ ipm en ts ,  d ev e lo p m en t  o f  

skills, m o tiva tion  ctc. should  be given before a m an is a l low ed  to start an enterprise. This  

train ing should  be g iven in a  planned w ay  th roughout the coun try  at a regular interval by 

m ob ile  team s consis t ing  o f  reasonab ly  qualified , experienced  and  trained  personnel.

Y udhv ir  U ppal (1996, p-81) show s his s tud ies  that small s ized m anufac tu ring  units pay a 

h igher w a g e  per unit o f  capital and  generate  a h igher surp lus  p e r  unit o f  w age  bill than
I

com para t ive ly  larger sized units, small industry is an  im portan t and  effic ien t form  o f  

investm ent.

W e hav e  U nited  N a tions  Pub lications on  the small en terprises  co ve ring  policies, plans, 

p rogress,  m arke ting  and  se lling  o f  p roducts ,  training, m an ag em en t,  p ro b lem  or dilTicult and 

causes  o f  s ickness  o f  sm all industries  in d iffe ren t countries,  'f licy  deal w ith  po lic ies  and 

p rincip les  bearing  on  the es tab lishm ent o f  small and  m ed iu m  enterprises ,  the physical 

p lanning  and  technical and  organ iza tion  p rob lem s involved. S o m e  reports  m ad e  

observa tions  on the S M E s  program  in B ang ladesh  and the reports  o f  var ious com m ittees  

appo in ted  by the G o v e rn m en t  o f  B ang ladesh  on the subjects, hi addit ion , there arc reports  o f  

var ious com m ittees  and  w o rk in g  groups appo in ted  by G o v e rn m en t o f  B an g lad esh  a t d iffe ren t 

s tage o f  tlie p rogram m e.

In the light o f  vastness  o f  the country , the w ide varia tion  in the level o f  industrial 

d ev e lo p m en t o f  d ifferent reg ions and rapidly  ch an g in g  industrial en v iro n m en t it is im portan t 

to under take  m ore  n iicro/rcgional s tud ies  from time to tim e in order to de term ine  the 

effec tiveness  o f  the p ro g ram m e as a tool for sm all-sca le  industrial deve lopm en t.
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2.2. Concentual  Framework:

This scction  is designed  (o accom inodu lc  a luiinbcr o f  conccp ls  ha.scd iin wiiicli tiic 

d isserta tion  ‘n a t io n a l iz e d  c o m m c r c ia l  b a n k ’s f in a n c ia l  sei-vicc fo r  th e  p r o m o t io n  a n d  

d ev e Jo p n ic n t  o f  sm a l l  a n d  m e d iu m  e n te r p r i s e s .  A n  e v a lu a t io n  o f  t h e i r  c r e d i t  

p e r f o r m a n c e ’ is p ro d u ced  at coiiccpts  such  as N C B s ,  F inancial services, S M E s, P rom otion  

and  d ev e lo p m en t ctc have b een  put Ibrvvard in this chaplcr.  A clear concep t  on  these term s 

w ill d irec t  and control the research touch it objective.

Nationalized Commercia l  Banks

Im m ed ia te ly  after the G o v e rn m en t o f  B ang ladesh  conso lida te  its au thority ,  in o rde r  to 

rem o v e  the prevailing  control o f  the capita lis ts  over the banks, it dec ided  to adop t a socialis t  

pattern  o f  society  as its goal. T h is  is m ean s  a society w ith  w ealth  d istributed as equ itab ly  as 

possib le  w as  adopted  as  the state policy of the G o v e rn m en t  for the new ly  c rea ted  state o f  

B ang ladesh .  N eed less  to say that the bank ing  institu tions are the cus tod ians  o f  private 

sav ings and  a pow erfu l ins trum en t to provide crcdit. T hey  m obilize  the resources  o f  the 

coun try  by acccp ting  deposi t  and  channelise  them  for industrial and  national d ev e lo p m en t by 

g ran ting  advances. H ence, in o rd e r  to im p lem en t the state policy, the G o v e rn m en t  o f  

B an g lad esh  dec ided  to na tionalize  all the banks  o f  the country . A ccord ing ly ,  on  the 26th 

M arch ,  1972, the B ang ladesh  Banks (N ationalisa tion) O rder, 1972 (President O rder  No. 26 

o f  1972) (A P P H N D IX -IX ) w as  p rom ulgated .  All the ex is ting  12 banks viz. the N ational 

B ank  o f  Bahavvalpur Ltd, the P rem ier  Bank I.td, the l la b ib  B ank  Ltd, C o m m e rce  B ank  Ltd, 

the United B ank Ltd, the U nion  Bank Ltd, M uslim  C om m crc ia l  Bank Ltd, the S tandard  

B ank  Ltd, the A ustra las ia  Bank i.td, the i;astcrn M ercantile  Bank Ltd, and the eastern  

B ank ing  C orpora tion  Ltd, ( all together ca lled  "existing  B ank ") w ere  n a t iona lised  and  taken 

over under that President's order 26 of 1972 (w hich  for the sake of convenience hereinafter 

referred  to as  "N ahuna liz ing  law"). A shoM discussion  o f  llie provis ions o i ' th c  N ationaliz ing  

law  is m ad e  in the fo llow ing  paragraphs:-
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M ain  p rov is ions  ol nationaliz ing  law: " W iicicas it is exped ien t to provide for tlie tak ing  

over  o f  the under tak ing  o f  ce rta in  batiks in B angladesh  and  for m atters  conncctcd  therewith  

and  incidental thereto."

T he  N a tio n a liz in g  law has no long  title, 1 he jireanible, as quo ted  above , d o ses  not give any 

reason  for nationalization  o f  the banks. So, the N ationaliz ing  law speaks noth ing  abou t 

ju s t if ica t ion  for the nationalization  o t  banks. H ow ever ,  its substantial p rov is ions  m ain ly  deal 

w ith  the fo llow ing  topics, nam ely

a) the m o d e  and  m echan ics  ol transfer ol the under tak ing  o f  tiic ex is t ing  banks i. e. the 

ban k s  n am ed  above;

b) the consti tu tion  o f  6 n ew  banks, nam ely , the Sonali bank, A grani bank , Jana ta  bank , 

R upali  bank, Pubali and  U ttara  bank:

c) the m an ag em en t  o f  the n ew  banks:

d) the p ay m en t o f  co m p en sa tio n  to the shareho lders  for such shares  w h ich  have  not 

a lready  b een  vested  in the governm ent.

Besides  the above, the N ationaliz ing  law  conten ts  p rov is ions  on  au thorized  capital,  

functions, accoun ts  and audit o f  new  banks  and  term s and  cond itions  o f  serv ice  to the 

em p lo y ees  o f  ex is ting  banks in the new  banks, po w er  to m ake  rules and  regu la tions, etc.

A ccord ing  to ‘The  B ang ladesh  B anks (N ationa lized) order, 26lh  m arch  1972 (President 

order no-26  o f  1972)’ I) Sonali B ank, 2) Arani Bank, 3) Jana ta  B ank, 4) R upali Bank 

5) Pubali B ank and 6 ) U ttara Bank arc llic iiationali/.ctl conim crcia l l ianks.

T he  N a tionalized  banks cou ld  no t play the due role in the im plem en ta t ion  o f  G o v e rn m en t  

p ro g ram m e and policy. I lencc  a trend o f  dena tiona liza tion  o f  banks started from  m id-eighty . 

In order to enable  the g o v ern m en t to transfer any new  bank i. e. nationalized  bank  to private 

scctor, a n ew  Arlic)e w as inserted in the N ationaliz ing  law by the B ang ladesh  B anks 

(na tionaliza tion) (am en d m en t)  O rd inance, 1977(Ord. X X V III o f  1977). A fte r  the am en d m en t 

in the nat ionaliz ing  law, the Pubali Bank, U ttara Bank and Rupali bank  (partia l)  have been 

transferred  to the p rivate  sector.

10
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Financial  Services:

D espite  the  fact that financial deregula tion  and  g lobalization  o f  financial m arke t  have 

created  additional source  o f  loanab le  fund for m an y  large lirm , sm all and  m icro  enterprises  

arc  still re legated  to small and  m icro  business  crcdit and bank loan as Ihcir p r im ary  sourcesy 

o f  opera ting  fu n d (C u r ra n ,1 9 8 ( i ,  G i tm a n ,1 9 8 8 ) .  N ational Federation  o f  In d e p e n d e n /  

bus iness  o f  U S A  found that in 1988 to 1990, 76%  o f  all opera ting  sm all bus inesses  includirtg 

M E s utilized  b an k  loan a t so m e  po in t  during  their ex is tence  ( S in p o l ic s ,1 9 9 o /&

Van Aukcn &  c a r t e r ,  1989).

F rom  the above  d iscussion , it reveals that l lnancial services includc b ank  loan, and  crcdit 

from  financial institu tions o r  o ther  governm en t and  n o n -governm en t agencies.  F inancia l 

services arc used  to m eet the requ irem ents  for w ork ing  and fixed capita l.  To a.^quirc land 

and  build ing, to buy m ach inery ,  eq u ip m en t and o ther  assets, there is a requ irem en t for fixed 

c a p i ta l .  S om etim es ,  fm ancial ass is tance  is required  to support  the e x t e ^ e d  operation . 

Besides, financial serv ices  are also  p rov ided  for w ork ing  capital i tem s s t ^  as pu rchase  o f  

raw  m ater ia ls ,  p ay m en t  o f  opera ting  expenses  like salary ctc.

Credit:

' f  T h e  w ord  c r e d i t 'c o m e s  from  a Latin  w ord  'credcre ' m ean ing  b e l ie f  o r  trust (Iftekhar, Ph.D.

thesis, 1989). In bus iness  a  person  is said to reccivc  crcdit w hen  he receives goods  or m oney  

on  the unders tand ing  that he will pay  for the gt)ods or repay the m oney  in due course. I'hc 

s im plest fo im  of crcdit is personal crcdit' which m any ol us reccivc from time to tim e wlien 

w e buy goods  in a shop and sudden ly  d isco v er  that w e have left o u r  m oney  at hom e. I f  the 

sh o p k eep er  k now s and  trusts us suffic iently , he vvill a l low  to take the goods at oncc and m ake  

p ay m en t later. W hen  a  shop  allow s a cu s to m er  to have a regular  m on th ly  account,  it is still 

personal credit,  a lthough ol a m ore  dc lln ilc  kind. O f  ihc various types o f  credit,  the 

sim plest form  o f  bank crcdit is the overdraft.  W hen the banke r  g ives p en n is s io n  for a 

cu s to m er  to d raw  out m oney in cxccss  o f  tlie balance he has at the bank. O verdraf ts  arc 

occas ionally  granted  against  purely  personal security , that is, aga inst  \hc cus tom ers  p rom ise  

to repay  by sonie p re -arranged  date. M ore ollcti som e sort ol collateral security  is insisted on,

11
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such  as govcniinciiL bonds, s tocks  and  sliarcs itr giiaruiilccs ciUcrcd into by the cus tom er 's  

partners or by o ther responsib le  people. T he  advan tage  o f  an overdraft is that the bo rro w er  

has  to pay  interest on ly  on  the am o u n t  actually  overdraw n.

T h e  other w ay  o f  b o rrow ing  m o n ey  from  a bank  is by a 'loan account'.  T h is  is open  for the 

cu s to m er  at an  agreed  rate o f  interest. The full am o u n t  o f  the loan is cha rged  against  the 

custom er 's  account,  and  p laced  to his currcn t accoun t for him  to d raw  against. He pays  

interest on the total am o u n t  o f  the loan, h ow ever  m uch or litlle o f  it he spends  (Salt, Laura 

E .  and S in c la i r ,  R o b e r t ,  1976). C red it  is a reputa tion for so lvency; the tim e g iven  for 

p ay m en t ol goods  so ld  on  trust; trust reposed  w ith  regard  to p roperty  handed  over  the 

p rom ise  o f  paym en t at future time; any th ing  d u e  to any  person; the side o f  an accoun t  in 

w h ich  p ay m en t  is en tered , o pposed  to debit; an entry  on this side o f  a pay tnen t received. For 

the  purposes  o f  the C u s to m er  Credit Act, 1974 "credit ' ' includes a cash loan, and an y  o ther 

form  o f  financial acco m m o d a t io n  (l*crr>-, 1997). C redit  is basically  a  "pow er"  w hich ,  w hen  

excrc ised  g ives the en d e r  a "right". I he w ord  "Credit"  is used to apply  to credit transactions, 

credit  s tand ing  and  credit insfriimcnts. A lthough  cred it  is not w e a l th rT n T a rT in d isp c n sa b lc  

agen t in the p ro duc tion  of wealth . It serves  as a m ed ium  o f  exchange ,  adds flexibility  to 

supply  an d  d em an d ,  m ak es  capital m ore  p roductive , speeds up p roduc tion  and d istribution, 

increases the v o lu m e  o f  business,  and  perform s m any  o ther valuable  functions for the 

bus inessm an . C redit p lays an im portan t part in the bus iness  cycle. T he  G o v e rn m en t can 

control credit,  and  in that w ay  in llucnce  tlie business  cyc le th rough B an g lad esh  Bank. Able 

cred it m en  can also  he lp  m ain ta in  by ex tend ing  or w ithho ld ing  credit,  thereby  m ak in g  a 

p ro fess ion  o f  their  w ork . C redit m ay be c lassified  in m any  dilTercnt w ays  bu t  o u r  app roach  to 

the study  o f  credit rem ain  w ith in  the periphery  o f  credit in com m ercia l  banks. B ank  credit 

s tands for credit ex tended  by banks to borrow ers  (f*hilli|)s, 1920 ).

12
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Small and Medium Eiitcrnrisc:

T h e  vast m ajority  o f  bus iness  l lm is  in any country  are sm all ( Stanworth,J, W e s t r ip ,A ,  

Watliins, U and Lewis, J.I987). A ltliough the cleliniiion ol "siuail" varies Ironi coun try  to 

country , t im e to t im e and study  to study, tlicre is no d o u b t  that a very s ign ifican t p roportion  

o f  the  e c o n o m y  is based  on  smali firms. M oreover ,  it is the und ispu ted  f a d  that small 

business  has  dem onstra ted  incom parab le  innovative  fertility ( iVlurshcd & Bhuyan, 1990). 

In a  1979 report entitle  "Scicnce indicators" the national science founda tion  o f  U .S revealed  

that for every  research  and deve lopm en t m oney  invested in small firms, they  prodnccd  four 

l im es m ore  innovation  that the m ed ium  sized firms and 24 t im es m ore  innovation  than  the 

large f irm s ( Sullivan and Lane, 1983), f in a l ly ,  m ost  o f  us today  arc interested  in be ing  

active par tic ipan ts  in the g am e ol l iving ra ther than m ere ly  passive observers .  D oing  our o w n  

thing and  sea rch ing  for a sense  o f  m ean ing  identity, crcatcd  and ach ievem en t are im portan t to 

a  great m an y  peop le  (Murshcd & Bliuan,1990).

O n e  o f  the best w ays  o f  accom plish ing  these th ings is to b eco m e  the o w n e r  m an ag e r  o f  aji 

independen t "small" business. T hus  small firm deserve  a good  deal o f  attention. M an y  

coun tries  set up p rogram  to stim ulate  the es tab lishm en t o f  sm all enterprises  

( Ritchie,T,1985). It w ould  be easy  to apply  a quantita t ive  m easure , such  as n u m b er  o f  

em ployees  o r  annual sales. B ut the p rob lem  is that a g iven  n u m b er  o f  em p lo y ees  in one 

industry  will consti tu te  a  sm all firm and in another, a large firm. T he  defin it ion  o f  small will 

h av e  a  bea ring  on  the research  ques t ions  to address. D ifferen t def in it ions  m ak e  it h a rder  to 

d ra w  conc lus ions  on c o m m o n  g round  in the research o f  small firms. In fact, s im ple  

quantita t ive  m easu res  do not h ighligh t the features o f  the firms in question.
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ih e re  is need  for m ore  elaborate  quantita tive dc l ln i t ions  wliich o f  som e scho lars  are g iven 

bclow :-

Sulvaii  and Lances Definition:
*

a) Independen t  m an ag em en t  (usually  the^owner),

b) o w ner supp lied  capital,

c) M ain ly  local area o f  operation ,

d) R ela tively  sm all size w ith in  the industry.

M intbcrg’s Definition: M in tb c rg  describes  the key  d e m e n t s  as the o w n e r  in an

organ iza t ion  w ith  little spec ia liza tion , form alization  and very  cen tra lized  w ith  no  techno- 

structurc. Ih e  o w n e r-m an ag er  is responsib le  for m an y  or all function in the firm and has 

generally  very  little interest in adm inis tra tive  w ork , 1 he m an ag e r  is there fo re  expected  to 

have little interest in the financial m an ag em en t  o l  his f in n  w hich  o u r  research sh o w ed  to be 

true.

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

Staley and  M orse  told their s tudy  that within the broad iield o f  small industry , w c  shall need 

a num ber o f  sub c lass inca tions .  O ne  im portan t d is t inc tion  will be be tw een  traditional and 

m o d e m  sm all industry. A m ajo r  thesis ol this study is that dev e lo p m en t leaders in new ly  

industr ia liz ing  coun tr ies  will be w ise to direct small industry policy  tow ard  the up  build ing  o f  

m o d em  sm all industry  by en co u rag in g  ( I )  gradual transfo rm ation  o f  the traditional small 

m dustry  sector, and  (2 ) es tab l ishm en t and g row th  o f  new , m o d e m  types o f  sm all industry. 

T h is  tw oin  p rocess  we shall re fer  to as m odern iza t ion  o f  small industry.

W c m ean  by traditional small industry  those forms which prevail in and ca ter  to the needs  o f  

the traditional econom y. T radit ional small industry is charac te rized  by products ,  techniques, 

and  organ iza tion  no t very d iffe ren t from those o f  p rev ious  generations.
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M o d e m  sm all industry , by contras, in o u r  concep t m eans small industry  w hich  caters  to the 

needs  o f  the  em erg in g  m o d ern  eco n o m y , is progressive  in ou tlook  and  adap tab le  to chang ing  

conditions, uses the results ol m odern  sc ience and invention in its p roduc tion  processes ,  and 

applies reasonab le  up-to-da te  ideas o f  orgatiiza lion  and m an ag em en t  in its business 

operations. M o d e m  sm all industry  thus d iffe rs  from traditional in four m a jo r  rcspects:

M odern  sm all industry  thus d iffers from  traditional in four m ajo r  rcspects;

1. O u tlook :-  T here  is a  continual search  for im proved  ways, ready  adaptability .

2. P roducts  and p roduc t  design;- P roducts  arc suited to m odern  needs o r  to the em erg ing  

needs  o l 'an  eco n o m y  in transition from traditional to m odern.

3. Physical techno logy  o f  p roduc tion ;-  A ppropria te  use is m ad e  o f  effic ien t m ach ines ,  

goods  plant layout, p rec ise  control o f  chem ica l processes ,  etc.

4. Social techno logy  o f  organ iza tion  and m an ag em en t;-  appropria te  use is m ade  o f  

business  p lann ing  and  budgeting ,  m arke t  analysis , cost accoun ting ,  en l igh tened  ideas 

o f  personnel m an ag em en t,  etc.

Administrative definition:

Staley an d  M orse  told  in the ir  s tudy  that w hen  governm en ts  set up organ izations top  aid 

sm all industry  o r  segm en ts  o f  it, especially  wlien these offer serv ices  or  p riv ileges  not 

ava ilab le  to all industi^ ,  there  is need for adm in is tra tive  defin itions  to d e tcm iinc  w ho  is 

eligible. T h is  need arises, for exam ple ,  in conncction  w ith  loan funds, free technical advice , 

and  possib le  space in industrial estates, raw  m ater ia ls  allocations, or g o v ern m e n t  purchase  

orders set as ide  for small industry. As might he expected ,  in v iew  o f  the w ide range o f  

en v iro n m en ts  in coun tries  at d i lfe ren t s tages o f  industrial deve lopm en t,  adm inis tra tive  

defin itions  o f  small industry cover a w ide range for exam ple:
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^  India: llic: govcrn incn l 's  Iirogiani (or sm all-sca tc  industry  assists uiiils hav ing  no  m ore  lhaii

Ks. 500 ,000 (about U.S. S I 00 ,000) o f  llxcd capita l,  in ccrlain ca.scs no  m ore  Ilian Rs 

1,000,000 ( abou t $ 200 ,000).  F orm erly  there w as  also ihc limitation: no m ore  than  50 

em ployees  p o w e r  or 100 with  povver. But this em p lo y m en t  lim it w as  rem o v ed  in 1960 for a 

nu m b er  o f  reasons, am o n g  them  the thought that there siiould be no d is incen tive  to growth, 

especia lly  g row th  in em ploym ent.  T here are separate  p ro g ram s in India for hand loom  

w eavers ,  " khadi and v il lage  industr ies  ” silk, coir, and  artistic handicrafts .  T he  sm all-sca le  

industry  p rogram  therefore  locuses  a lm ost entire ly  on  sm all factories.

Cylon; S m all-sca le  m anu lac tu r ing  is officially  d iv ided  into (I) cottage industries,  carried  

^  on  w holly  o r  p rim arily  with  the help ol m em b ers  o f  the family ciKier as a w hole  or part- tim e

operation ; (2 ) handcra f t  industries, products  artistic  in charac te r  requir ing  traditional skills  or 

c ra ltsm aiish ip  in their m anufac tu re ;  (3) small industries, us ing  povver, but capital investm ent 

in m ach inery  and  eq u ip m en t not over R s .2 ,00 ,000  ($40,000).

J a p a n : —V arious  law s for ass is t ing  sm alle r  en terp rises  recogn ize  an  upper limit in

m anufac tu ring  o f  HOO em ployees, som etim es  with a capital lim itation o f  10 m illion  yen 

(abou t $ 28,000).

United States ( USA): A m anufac tu ring  l in n  is offic ia lly  a sm all business in connection  

^  w ith  g o v ern m en t p rocu rem en t o rders  i f  it is not do m in an t  in its field o f  operation  and  has

few er than  500  em p lo y ees ,  or i f  it is certified as small by the Small B usiness  A dm in is tra tion . 

I 'o r  e lig ibility  to benefit  from  small business  loans and technical and  o ther  assistance, it is 

c lassified as sm all ii it has less than 250  em p lo y ees ,  as large if it luis m ore  than 1,000, and 

w ith in  the 250  to 1,000 range as cither small or large, depend ing  on si/.e s tandards  set by the 

Sm all B usiness  A dniin is tra tion  for particular industries.

I t a ! ^  T he  law  for p rom oting  deve lopm en t o f  Sou th  Italy prov ides  that to be elig ib le  for aid 

^  to sm all and  m ed iu m  industry  an en terprise  m ust have certain s tructura l and  size

characteris tics . It m ust operate  a truly technically  organi/.cd plant w h ich  ca rries  out one or 

m ore  cycles of t ransfo rm ation  ol raw  m ateria ls  o r  ( abr icat ioTi  o f  products .  U m ust have an
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cf lcc tivc  inciuslrial cluiiaclcr, ilUrcrciU Iroin arlisuii ciitci priscs us defined  in aiiulhcr law  and 

for w h ich  tiicre are separate  aids. O n  the o ther hand, it m ust not fall ou ts ide  the concept o f  

m ed iu m  industry , for w h ich  the u p p e r  hm its  are: capital inves tm ent not m ore  than  1,500 

m ill ion  lire ( about S 2 ,400 ,000), and m ax im u m  em p lo y m en t o f  500, includ ing  m an ag ers  

em ployees ,  and operatives.

Statistical Definitions:

DefiiTitions ol sm all industry  used in gathering  or in terpre ting  statistics have also  ranged 

w idely  (S ta ley  a n d  M o r s e ,  M o d e r n  S m a ll  I n d u s t r y  fo r  D e v e lo p in g  C o u n t r i e s ,  p -12) .  For 

exam ple :
V

E C A F E ,1 9 5 2 : A  w ork ing  party on  cottage and  Sm all-scale  Industries  o f  the U nited N a tions  

E co n o m ic  C o m m iss io n  for A s ia  and tiic 1-ar l ias t  sugges ted ,  in an  effort to s tandard ize  

term inology , that cottage industry  should  be defined  as "carried on w ho lly  o r  partly  w ith  the 

he lp  o f  the m em b ers  o f  the family, e ither as a  w ho le  or a per t- tim e occupation ,"  and  sm all- 

sca le  industry  as 'operated  m ain ly  with hired  labor, usually  not ex ceed in g  50 w orke rs  in any  

e s tab lishm en t o r  un it not using  any  m otive  pow er in any  operation , or 20  w orkers  in an 

es tab lishm en t o r  unit us ing  such pow er."

^ In d o n e s ia ,  1955: A s  reported  by a U nited  N a tio n s  technical assis tance expert  “ small

industr ies  arc considered  to includc all p roduc tive  units em ploy ing  less than 10 full-time 

w orke rs  and  not u.iing m echan ica lly  driven tools  or m ach inery . I Ionic and co ttage industry  

con ics  w ith in  this size classification, it is unlikely, even  though possible , that any  industry 

sh o w m g  the charac teris tics  o f  a factory w ould  lie in this si/.c range .” “ M ed iu m  Industry is 

the best term to describe those  produc tive  units wiiosc size lies be tw een  the sm all-sca le  or  

h o m e industry  and  real factory industry. A rbitra ri ly  for statistical purpose  they have  been 

defined  as factories hav ing  10 or m ore  w orkers  and /o r  one installed h o rsep o w er  hav in g  no 

m ore  than 50 w orkers  an d /o r  5 installed ho rsep o w er .” “ Large or factory industry  covcrs 

es tab lishm en t w ith  50 or m ore w orkers  and /o r  hav ing  live installed ho rsep o w er .”
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lyikltlie 1958: United Niilioiis icpi)rl cm l)cvcUi|)tni:nl nl MiinuliicUiriiit; liiduslry in

Egypt, Israel, and  Turkey  refers to m anufac tu ring  es tab lishm ents  em p lo y in g  10 o r  m ore  

persons  as m ed iu m -sca le  and  large-scale ,  l im iting  the te rm  sm all-sca lc  to es tab lishm en ts  with 

less than 10 persons.

Sargant Florcncc. 1948,1962: U sing  B rit ish  and A m erican  census  data, P lo rcnce  ana lyzed  

p revalen t s izes o f  p lan t by industry  and  related tlic f ind ings to certa in  o ther  characteristics . 

H is  rules for ass ign ing  an industry  to a  particu lar  size c lassification  included; small plant, 50 

pcrccnt o f  total persons  em ployed  in cstablishmcnt.s em ploy ing  le.ss than 50, o r  60  percent in 

es tab lishm ents  w ith  less than  100; sm allish  plant, 50  pcrcent em ployed  in es tab lishm en ts  

em p lo y in g  50 to 199 or 60 percen t  in es tab lishm ents  with 25 to 199; m ed iu m  plant, 50 

percent e m p lo y ed  in es tab lishm en ts  em ploy ing  100 to 499 , etc.

ECLA, 1957^A survey  o f  industrial trends in Latin  A m erica  called  m an u fac tu r in g  units w ith  

five persons  o r  few er undersized  industry  and discussed  its m ost im portan t co m p o n en ts  

under the headings; h o m e  crafts, found to be sh rink ing  rapidly; handicrafts ,  g row ing  s low ly, 

h and icapped  by a shortage  o f  genuine artisans; and  d w a r f  industry , devo ted  usually  to 

p roduc tion  o f  the s im plest types of goods, in com peti t ion  w ith  factory industry, and g ro w in g  

rapidly, in so m e  cases ou ts tr ipp ing  the g row th  o[ factory em ploym ent.

Others:

A s circular letter no-02 dated 19-07-2005 o f  A C S I’D (Industrial sub d iv is ion) ,  B ang ladesh  

B ank, an  industrial unit to be 'Small en terp rises ' hav ing  llxcd investm ent not exceed ing  Tk. 

10 million.

hidustrial policy , 2005 , defines  sm all scale industry as an industrial under tak ing  engaged  

e ither in m an u fac tu r in g  p rocess  o r  in service activ ity  with a total inves tm ent less tlian 

fk .o n e  and  half crore or 15 inillion iti fixed capital with initial capital.
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O n ihc basis  o f  ciTiploymctU criterion, Iiuliislriai policy , 2005, itlc tilincs an  industria l unit to 

be sm all w h ich  em p lo y s  less than 25 persons. A n industrial unit em p lo y in g  betw een  25 to 

100 w orke rs  is ca tegorized  as m ed iu m  w hile  units em ploy ing  m ore  than  100 w orkers  are 

ca lled  large-sca le  enterprises.

Promotion and Dcvclonmcnt:

P rom otion  an d  D ev e lo p m en t  which  arc c losed  w ord  each  o ther,  can  be described  from  

varie ties side. M an y  scho la r  describe this word from llieir angles. D escrip tion  g iven by 

A bdui H an n an  M ia  abou t the term  in his Ph, D thesis  is g iven below;

T he  term  p ro m o tio n  and  dev e lo p m en t can be v iew ed  Irom various angles,  som etim es  these 

tw o te rm  arc used  in terchangeab ly  to denote  tlie sam e m eaning. ! low ever,  d is tinc tion  is m ade  

be tw een  the two for practical reasons. r iu )ugh  the term prom otion  m ean s  in itia tion  o f  

som eth ing , it is used  to denote  d ifferent things in d iffe ren t s ituations. H ere  in this dissertation  

the w ord  p ro m o tio n  is used  to denote  m itia tion  o f  enterprises. It inc ludes  all ac tiv ities  

required  to initiate a m icro  and small enterprise. This includes m otiva tion  to create 

Env ironm en ta l  aw aren ess ,  to Im d out or to p rom ote  an effective idea, to validate  that idea 

and  to creatc  m ental d r ive  and  de term ina tion  to start a m icro  and small enterprise, 'I’hese arc 

the ac tiv ities  requ ired  to give a push for the initiation o f  a m icro  enterprise. W h en  

en trep reneur  takes  an  idea  it is also said that an idea has  been p rom oted . W hen  the idea is 

im p lem en ted  or execu ted  it is said that the en terprise  has  been p rom oted .  T h is  p rom otion  o f  

m icro  en terp rises  is the p rocess  o f  initiation o f  var ious  financial and  non-f inancia l  activities 

that even tua l ly  g ives  birth to an enterprise.

T h e  term  d ev e lo p m en t is a lso  sub jcc t  to various in terpretations. U sually  d ev e lo p m en t refers 

to the posit ive  change  in the ob ject  under consideration . An object m ay be a process,  tangible  

or  in tangib le  assets. H um an  being, thinking, concept,  institu tions or the ac tiv ities  o f  an 

institution. Jo hann isson  (1991) stated that a g row th  o r  d ev e lo p m en t concep t  m ust en co m p ass  

both  quantita tive and  quali ta tive  change. Q ualita t ive  grow th  refers to the increase in the 

ability  o f  the firm to d iag n o se  arid deal with structural cluuigc in the en v iro n m en t o f  the ftrni 

as well as with ch an g es  in the value .system o f  en trepreneurs .  Q uan tita t ive  g ro w th  or
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dcvclopiiiciil, on tlic (,)tlicr liuiid, iiicuiis ihc increased ability ol live llnvi m easured  in Icrnis o f  

sales,  p roduc tion ,  investm ent,  proilt ,  reserve, and o ther variables. W hile  quantita t ive  grow th  

is a t ta inable by w ay  o f  s i n g l ^ l o o p  learning, quali ta t ive  g row th  is a lw ays  a d oub le - loop  

learning (A rgyris  and  Schon, 1878).

2.3. Various Stages o f  Smali and Micro Enterprises Development

Tlie s tages  o f  sm all and  m icro  en terprise  d ev e lo p m en t  have been described  by various 

researchers  from  various angles.  Scott and  B ruce  (1993) for exam ple ,  have identified  five 

s tages o f  en terprise  deve lopm ent.  I'hey ar&lnceptldn: t h c ^ ^ o d  covering  starting up to entry  

to survival;  survival: the period  that cover  the phase o f  tu rn ing  to surv ive up  to en try  to 

grow th  o f  the business;  g row th: the period cove ring  starling up to entry  to surv ival;  

expansion: the period  that requires additional support  to expand; and  m aturity; the period 

covering  the full ex pans ion  o f  the enterprise. S te in im etz  (1989) focused on  the evo lu tion  o f  

sm all and  m icro  en terprises  and  deve loped  a m odel w h ere  he looked into three stages. H e 

te rm ed  these s tages  as (i) d irect superv is ion , (ii) superv ised  superv is ion , and  (iii) indirect 

control,  C ooper  (1979) p roposed  a schen ic  consis ted  ol tliree s tages o f  the sm all enterprise 

devc iopm ent.  T hese  arc s tart-up , early  grow th  and later grow th  stage. W in es  (1986) also 

identified  a lm ost s im ilar  s tages o f  deve lopm en t o f  the M E s and small enterprises.  M o u n t et 

a l.(1993) described  an o th e r  m odel ol small and micro  business  g row th  co n ta in ing  five 

phases. T hese  are the  o w n e r  opera ted  organ ization , transition to a  o w n e r  m an ag e r  

organ ization , the o w n er-m anaged  orgnni/.alion, anti transition  to em ergen t  functional 

M anagem en t.  D urham  U nivers ity  B usiness School ( l )U B S )  deve loped  a m odel after 

eva lua t ing  20  years (1970-1990) small and m icro  en terprises  support ing  activ it ies  and 

p rog ram s to help the support ing  agcncics  to d ev e lo p  need based support ing  program s. I'hese 

a rc pre-start-up, start up, survival, first g row th  stage, second g row th  s tage, and 

internationalization .
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^  l l i is  m odel is well lliougiit-out and  well iiecepled. Bui lliis m odel did no t consider the

transition  period and  did  not provide any  giiidciine ahont h o w  to handle  crisis ra ther totally 

neglec ted  the transit ion  periods. M oreover ,  this m odel w as  deve loped  based  on  only  U K 

experience . Thus, none  o f  the staled m odel can  be considered  as a com ple lc  m odel.

2.4. M ia ’s Growth model  o f  M E and Small Enterprise :

T his  m o d e l  has  got s im ilar ity  w ith  that o f  D UBS.

S ta g e -1 :  P r e - S t a r t  U p

y. T h e  phase  o f  Ml- and  small en lerprise  d ev e lo p m en t  that a im s at ra is ing  aw areness  and  or

build ing  know ledge ,  co m p e ten ce  and  capabilities  o f  the people  w ho  are still exp lo ring  the 

op tion o f  go ing  in to the business is know n as pre-start up. In this stage the potential 

en trepreneurs  m ay be look ing  lor n ew  ideas, m ay be suffering  from indecis ion  abou t 

choosing  the option. This  stage can be charac te rized  by the s tate  o f  s t im ulus  and 

co m m itm en t  o f  the potential en trepreneurs  tow ards  a valid  idea. A part  from  these, 

deve lop ing  a  series o f  p lanned  activ ities  and  nego tia ting  with  the various parties  to get in to

business  is the m a jo r  ihcnTe o f  this slage. A cqu ir ing  m otiva tion , d ev e lo p in g  an idea,

validating  the  idea, iden tify ing  resources  etc. arc the activ ities  to be com ple ted  in this stage.

^  S t;igc-2  : S ta r t - U p

T his  stage a im s at bu ild ing  kno w led g e  and o f  the people  w h o  have m ade  a firm dec is ion  and 

co m m itm en l  to go into a business. Ih is  stage includes activ ities  like en terprise  p lann ing  and 

negotiating , im p lem en ting  idea or execution  o f lh c  well ihouglil out plan.

S ta g e -3 :  S u rv iv a l

Survival stage o f  eiUerpiisc deve lopm en t focuses on the dev e lo p m en t o f  bas ic  bus iness  

know ledge  and  com petence .  I his s tage a im s al assisting  people  w ho have began trading but 

need to acqu ire  the basic business  ability  to run ihe enterprise. D evelop ing  survival skill, 

’ m on ito r ing  and control technique , env ironm enta l  aw areness ,  fam ily  em p a th y  and

conso lidation  o f  var ious system  are m ain aclivilies to be perform  in this stage.
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Stage 4 : (growth Stage

G ro w th  stage a im s  at deve lop ing  m icro en terp rises  lliroiigh (he tievelopm cnl o f  the 

en trepreneurs  and  their m anageria l abilities. T h is  stage focuses  on  the dev e lo p m en t o f  

funelional skill o f  the ow n e r  m anagers .  T hey  should  know  how  to dev ice  plan, how  to 

structure the re sou rce  to im plem ent the plan, h o w  (o in lluence the em p lo y ees  tow ards  the 

ach iev em en t o f  that  p lan , and  h o w  to deve lop  their superv is ion  and  con tro ll ing  skill to help 

en terp rises  deve loped . S trategic aw areness , env ironm enta l  aw areness ,  analytical and 

p rob lem  so lv ing  skill o f  the en trepreneurs ,  and  d ev e lop ing  financial resources  to support  all 

d ev e lo p m en t  aspcc ts  are  the key  to this stage. N everthe less  in this stage S M E s  en trepreneurs  

m igh t  require  som e ability that help  to deve lop  team  sprit  and  strategic  p lanning. T h is  s tage 

ends w ith  sp read ing  operational activities across  national boundaries.

Stage S: Interiiatioiialisation:

T his  phase  a im s at dev e lo p in g  the in lcrnalional aspec t o f  the business  beyond  the incidental 

im port  and export  business into ac tive  partic ipa tion . T he  ow n e r  m an ag e r  shou ld  d ev e lo p  

k n o w led g e  abou t expor t ,  im port and  international e n v i r o n m e n t .

Transition Periods :

T ransit ion  phase  is co m m o n  to all the stages excep t  in terna tionaliza tion . T h e  charac teris t ics  

o f  each  stage o f  d ev e lo p m en t arc d i lfe ren l from both preced ing  and suececd ing  stages. 

D is tinctive  technical, m anageria l ,  financial and o ther  operational abilities arc to be  acquired  

by  the en terp rises  to face the initial and new  cha llenges  o f n e x l  stage.

F rom  the above  d iscussion  it is c lear that the Small en terprises  require  d iffe ren t fm ancial 

services at d iffe ren t stages, fh e  requ irem en t o f  S M E s  in one s tage is not necessary  to be  the 

equal requ irem ents  of ano ther  stage (M aville ,  1992). For ex am p le  the in fo rm ation  on 

business  dev e lo p m en t all issues su(H riisT^glslalTon 'is  not the requ irem ent o f  several s tages 

o f  the en terp rises  but support ing  additional w ork ing  capital is a requ irem en t o f  the stages o f  

g row th  ( M aville , 1992). Thus, unders tand ing  o f  the deve lopm en t s tages  o f  sm all enterprise  

will help the support ing  agencies  to p rov ide  required  support  serv ices  and  also will help to 

m ake  an  necessary  eva lua tion  o f  the delivery  o f  financial serv ices  by  N C B s  as to w h e th e r  

they are p rov id ing  financial services based on the rcqu irem enl o f  each  stage o f  deve lopm ent.

22

Dhaka University Institutional Repository



>

- A

2.5 Review o f  flic Currently  l*racticcd Models:

For an effective fram ew ork  has g iven rise to tlic fonm ila tion  o f  f rnm cw orks those  can be 

d iv ided  into the fo llow ing  c lasses as Sardcr (1995) and M ia (2000) po in ted  out:

•  the fram ew ork  related to the p rom otion  and  dev e lo p m en t o f  small and  M E s called 

general m odel and

•  the Iram cw ork  related to ttie eva lua tion  ol support  s^^vices for the p rom otion  and 

d ev e lo p m en t o f  M Es, callcd eva luation m odel. V

T h o u g h  there arc d iffe rences  betw een  the two term s- m odel and fram ew ork  but they arc 

often  used  in terchangeably . I he tcm i Ira inew ork  is a s tructure co m p o sed  o f  parts  and 

re la tionship . N ach m ias  and  N achm ius (1991) stated, " i h c  third level o f  theories is 

concep tua l f ram ew ork .  Her descrip tive  categories  arc system atically  p laced  w ith in  the broad 

structure o f  explic it  as W'cH as a m ap  o r  a set o f  m ap  w h o se  structure and  layout is gu ided  by 

theory" (p-14).

F rom  this s ta tem en t it is d e a r  tliat the iram cw o rk  provides  a gu ideline  or d irec tion  as to ho w  

prob lem s are  to be solved. It also reveals  the system atic  layout o f  exp lic it ly  assum ed  

proposit ion  within a broad structure. This s tructure sim ply  prove ideas the p rocess  o f  so lv ing  

p rob lem s to derive  p roposit ions  system atically .  I hus framew’ork is a graphical o r  descrip tive  

w ay  ol p resen ting  o r  o rgan iz ing  a rational th inking that can  be used in s im p lify ing  the 

p rob lem s to be solved. A m odel on the othci’ hand cun be de lincd  as the cause  c lfec t  

re la tionship  am ong  variab les  having  in teracting  and in lertiepcndenl innucnccs .  B ufla  t t  D yer 

(1977) slated that a rnodel is a s im plil ied  presentation  ol a com plex  system  o r  phen o m en o n .  

M odels  arc  so m etim es  built  pu rposive ly  to habit p roperties  and features o f  related objectives. 

M odels  are o f  var ious types. W iliam s (1990:3) & N achm ias  (1991 :50) described  m odels  

from tlic v iew poin ts  ol physical and m allieniatical shape respcclively  called  concrete  and 

abstract. C oncre te  m odel has physical shape like model o f  a Iclevision or aircraft. Ab.'itract 

m odels  are m athem atica l  equations, a lgebra ic  sym bo ls  or  descrip tive  s tructure  like the 

eco n o m ic  system  o f  Japan. M odels  usually  shovv and signily  tlic re la tionship  am ong  

variables under observation . Ih c y  help  in tlic form ulation  and deriva tion  o f  causc  and cfl'cct
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re la tionsh ip  o f  tiic var iab les  o f  observa tion  tliosc arc  em pirica lly  tested. T hese  m o d e ls  arc the 

m athem atica l  equa tions  expressed  by  algebraic  sym bo l abstract) or the physical shape  o f  an 

object  (concre te)  o r  a desc rip tive  way o f  express ing  re la lionship  am o n g  in terdependen t and 

in teracting  variab les or e lem en ts  those help to form ulate  em pir ica lly  testable proposition  

regard ing  the na tu re  o f  cause- effect re la tionship  o f  the variables. T hus  m odels  p ro found ly  

es tab lish  exp lana to ry  and  pred ic tive po w er  and  features to p red ic t  and  expla in  the variab les  

and  their cause  and  effect re la tionship  (Sarder, 1995).

2.6 Framework for Small iiiul iVlicro Knterprisc Development

Ih e  rev iew  o f  the ex is ting  l iterature idcntilled  som e m odel o f  enterprise  p ro m o tio n  and 

dev e lopm en t.  T he  m odels  those arc  re levant to the curren t s tudy  has been reproduced  

and  briefly  d iscussed  in this section  with  due focus on  the p rom otion  and  d ev e lo p m en t 

process  o f  SM Es.

N e ck ’s Enterprise  Development Model:

N eck  (1977) co ns ider ing  the in fo rm ant factors that g ives rise to the d ev e lo p m en t  o f  

en terprise,  deve loped  a  m odel lor small eiUcrjirisc devclopnieiU. l l is  m odel is conceptual 

and  based  on three lac tors  like host, agcnl and en v iro n m en t vvhal he calls  p rim e factors. 

T hese  factors arc d iagnosetl  to a remedial m easures  based on the result o f  the analysis. T hus  

this m odel is div ided into two phases.

1 .n ia g n o s l i c  phase  and

2. Rem edial phase

B ecause  o f  these tw o steps, this mode! is popularly  know n as two step  m odel.  N eck 's  two 

step m odel can be v isualized  as below.
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Nc c k’s T w o  -Step Model  lo r  Sm all  E n te rp r i s e  Dcvelopiiieiit

Prim e factors

L H ost

2. A gen t

3. E n v ironm en t

Slcp-oiic

D iagnostic  Phase  
Analysis of:______
Tra in ing  need ol' m anagers  and 

w orkers  tcnowlcdgc and  attitudes

A ctiv ities  and  re la tionship  o f  

structure prov id ing  assistance

A ppropr ia teness  o f  ex is t ing  

elem ents  sncli as inirastriicturc, 

legislation, access  to raw 

m aterials, in form ation , m arket, 

labor and sources  o f r in a n c e

Source: N e c k ( l9 7 7 ) .

S icp - 'fw o

R em edia l Action  
Development of:
Program s to provide appropria te  

skills

Suitab le  institution to p rovide

assistance in m atters  (Inance

technologica l,  m anageria l  and 

deve lopm ent

A ppropr ia te  po licy  and  support

Underlying Meaning o f  flic Prime Factors:

N eck  identified three factors as po in ted  e a r l i e r ; T hese  are brielly  d iscussed  below:

H o s t .  By host N e ck  m ean t the 'recipient hum an  clem ent"  i.e. the en terprises  and  the 

involved  p eo ple w h o  c a n rcccive trainm g, know ledge ,  cfc. 'Hic en terp rises  those arc being 

deve loped ,  w ere  enve loped , and  will be deve loped  require training to im part  kno w led g e  to 

the ow n e r  m an ag ers  accord ing  to the rctiuiremeiUs. Based on  the phases o f  enterprise 

dev e lo p m en t the need for appropria te  tra in ing  and know ledge  differs, 'i 'hat is w hy  enterprise  

d eve lopm en t m odel focuses on the h um an  o lem enls  i.e., w ho are tiie exis t ing  and potential 

cn trep rcncu is  or ol licials running  Iheii' biisincss or ih ink ing  to *,ieveloji their business.

A gent . T he  p ersons  or institu tions that act as an in term ediary  rcsjionsible for deve lop ing  the 

causal e lem en ts  g iv jng  im petus lor the develo jim enl o f  en terprises  are k now n  as agents. 

V arious g o v ern m en t and non-governm en t o rg a n i/a t io n s  are p rov id ing  support services for 

the prom otion  o f  M E s and smai! c iucrprise. Tor exam ple ,  BSCTC and  B A S IC  arc the 

agencics for the deve lopm en t o f  MHs and stnall enterprise.
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E n v iru t i i i ic i i t :  i he surroiindingii that conlribu lc  llic coiutiliuns within w h ich  the hosl and 

the agent try to deve lop  enterprises. It includes Icynl, soc io -cconom tcal,  political and ciilturnl 

Tactors. G o v e rn m en t  liberal policy  conduc tivc  to the p rom otion  and  d ev e lo p m en t  o f  M E s  and 

sm all en terprise  can  be staled as a consti tuent part o f  the env ironm ent,  for exam ple .  In the 

con tex t ol MLis and  small en terprise  d ev e lopm en t.  M i: and small en terprise  them selves  arc 

the host, the gov ern m en t or the no ii-governm cnta l supporting  institu tions arc the agent that 

p rovide  support  to the host  and the legal, econom ica l ,  cultural, cond itions , etc. are the 

env ironm en t that has bearing  on the d ev e lo p m en t o f  M l:s  and  small enterprise.

N e c k ’s sm all  en terprise  tieve lopnicn l m odel's  tw o s lcps iirc briefly d iscusscd  below:

D iagn ostic  Phase: In this phase the need for p rim e factors- host, agent, and  en v iro n m en t-  is 

analyzed, l i i c  skill &  kno w led g e  that the cnterpri.ses have, the level o f  expe riences  that tlic 

en terp rises  cap ita lized , the requ irem ent of the skill, knovvledge, ability and experience ,  etc, to 

be  ana lyzed  to accura te ly  assess the need o f  the enterprises.  The types o f  support  services 

tliat the agen ts  arc p rovid ing , appropria teness  o f  the support  services, need  for additional 

support  services, etc. arc analyzed. Besides, how  supportive  the en v iro n m en t is, w ha t arc the 

various consti tuen ts  o f  the en v iro n m en t having  positive and negative  in flucnccs  etc. are 

d iagnosed  and  analyzed.

R em ed ia l  Phase; In this phase, ac tions  arc taken  based on the result o f  the analysis  and 

d iagnosis  in the llrst stage. T he  p rogram  that will provide skills and  clTicicncy o f  the 

enterprises  and  the peop le  w ork ing  there, the su itab le  and  d em an d -b ased  ass is tance  those are 

required  and the policy  supports  tiial shape the cnv ironm ciu  tow ards  the deve lopm en t o f  

en terprises arc executed.

N e ck  s m odel tiuis prt)vides a fram ew ork  lor dcvelo ji ing  en terprises  by j iroviding skill, 

K now ledge  and attitude of the host- en terprises  supjiorted by the g o v ernm en t or n o n ­

g o v ern m en t agent w ho  provide nnanc ia l  or non-Cmancial or any type o f  required  support 

sei'vices, opera ting  under supportive  en v iro n m en t for the deve lopm en t o f  sm all and  micro  

enterprises.
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2.7. 1 lieocliairdcs & '1 olciiliono's Small Business Creation Dovclopmcnt Model:

T h co ch a ird cs  and I o lcn tiono  (1992) have developed  an in leg ra le J  m odel I'or the pronio lion  

and  deve lopm en t ol sm all and  M Es. This m odel prov ides  an outline as to h o w  new  enterprise  

will be created  as well as  how  the ex is ting  en terp rises  will be deve loped .  I 'heochairdes &

1 o lcn tiono  in ihcir m odel identil'ied som e constra in ts  those are tlie policy regula tory  

env ironm en ts ,  consis ted  ol business c lim ate,  fiscal m easures ,  small en terprise  deve lopm en t 

institutions, and en terprise  culture . Apart from the po licy  env ironm en t the econom ic  bus iness  

po ten tialities  hav ing  influence on  the process ol' en terprise  d ev e lo p m en t  w ere  identified. 

These constra in ts  and  econom ic  business  poten tia ls  in d u en cc  in the p rocess  o f  institutional 

bu ild ing  re la ted  cost and t im e frame o f  new  business  creation  as well as in the p rocess  o f  

prov id ing  service and  institutional building for the deve lopm ent o f  sm all and m icro  

enterprises.  'I 'heochairdcs and T o len tiono  in iheir m odel idenlillcd so m e  constra in ts  these are 

the policy  regula tory  env ironm en ts ,  consisted o l 'b u s in e ss  clim ate, fiscal m easures , en terprise  

d ev e lo p m en t  institu tions and  enterprise culture. A part from the policy  regula tory  

env ironm en t the econom ic  business  potentialities  hav ing  in ilucnce on the process  o f  small 

bus iness  deve lopm en t w ere  identified. T hese constra in ts  and  econom ic  bus iness  poten tia ls  

influence the p rocess  o f  institutional building, re lated cost and l im e fram e o f  n ew  business 

creation  as well as in the p rocess  ol provid ing  servicc and institutional bu ild ing  for the 

dev e lo p m en t o f  sm all and m icro  enterprises.

T h e  m odel  s tates tliat all types o f  en trepreneurs  range from formal to inform al,  m ale  to 

female, you th  to adult, can be brough t in to the in tegrated business potential p rocedure  that 

is necessary  for the creation  and deveiopm ciit  o f  small and m icro  enterprises .  T h is  model 

em phasized  on  the supporting  institutions and their activities for the creation  and p rom otion  

o f  sm all and m icro  enterprises. I hcse include training p rogram s like en trepreneursh ip  

deve lopm ent,  business m anagem en t program s, technical gu idelines, bus iness  plan and 

financial ass is tance p ro g ram s etc. O nce  the en terprise  is created that the ex ternal services arc 

required. The in tegrated  p rocess  o f  creating  small and micro  en terprises  hav ing  in ilucnce on 

the dev e lo p m en t o f  ex is t ing  en terprises through identification o f  their needs, in ip rovcm cn i o f  

productiv ity ,  d ivers if ica tion  and provid ing  financial supports  also were considered . I his 

m odel a ttem pts  to like necessary  supporting  activ ities  in an integrated way for the creation  

and  dev e lo p m en t o f  small and m icro enterpri.ses.
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In the con lcx t o f  Central and [^.astern I^uropc, G ibb  (1993) has cicvclopcd a m odel for the 

d eve lopm en t of sm all and  m ed ium  en te ip r iscs  (F igure  - 1). w here  he identified four im portan t 

factors in llucncing  the dev e lo p m en t o f  small enterprises. Tlicsc are x u l lu re ,  sm all enterprise  

firm initiation and sm'vival, sm all enterprise  g row th ,  and  supportive  inlVaslructurc,

2.8. Gibb's  Small  Enterprise Development Model

T h e  to llow ing  fram ew ork  o f  policy; ass istance activities; institu tions and  the needs o f  small 

en terprise  supports  ser\qces, and  the need o f  sm all enterprise  supports  services, and the need 

o f  the society for small enterprises d ev e lo p m en t  em brace the four factors staled earlier 

(F ig u re - l) .  A ccord ing  to the fram ew ork  o f  G ibb ,  policy can be v iew ed from both ihc m acro  

and  m icro  perspec tives  i.e. from the national and specific en terprise  v iew  point. G ibb  (1981) 

s tated that policy fram e can be m easured  by ( lo v c rn m e n ts  (national,  regional or local) 

explicit  s ta tem ents  or o ther organ iza tion  those are conccrncd  ab o u t  the vvays in w hich  

sm all firm d ev e lo p m en t  should  be approached ; in le rcnces  that can  be d raw n iVom m ore  

b road ly  based  sta tem ents  o f  the gov ern m en ts  or  o ther  o rgan iza tions  that arc  concerned  abou t 

the ph ilosoph ies  for eco n o m ic  deve lopm en t at national regional A N D  local level; and 

in ferences from  the spec if ic  m easures  taken by the g o v ern m en t w hich  are designed to effect 

the sm all en terprise  sector. W hile  describ ing  institutional capability ,  he c lass ified  it as 

ow nersh ip ,  s tandard ization , integration, target, age, and im portance. 'I'he range o f  ass is tance 

for the p rom otion  and  dev e lo p m en t o f  small and m icro  en terprises,  acco rd ing  to G ib b ’s 

m odel ,  arc c lassif ied  as hardw are  that includes fmaiicc, p rem ises , m ateria ls ,  and o ther help  

incask  o r  kind and  softw are  arc the ass is tance  except cash  o r  kind and includes training, 

counse ling , advice , clc, G ibb  in his model used the word needs to deno te  tw o types  o f  

dem and . First the small businesses  need the assis tance o f  the institutional supports . S econd 

the needs of the society  for the dcve lopm en l oi' small and m icro  enterprises  i.e. from the 

societal point ol v iew  the governnicn t,  rcp resen ta livc  bodies  and o ther in terested g roups  arc 

interested for the prom otion  and dcve lopm cn l o f  small and m icro  enterprises.
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Figure-1 : A  F ram ew o rk  for R ev iew  oT Small lin lcrprise  Dcvclopnicnl.

Thus, with tlie fram ew ork  o f  poHcics, instiliilional capabilit ies ,  ranges  o f  

assis tance  and  the needs, small en terp rises  deve lopm en t is a function o f  ciilturc, 

their  initiation and  surv ival,  fjrowili and supportive  infrastructure.
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2.9. Model  for the Examination of  tlic Effectiveness o f  Small  and Micro  
Enterprises  Support  Services. __—
.........................................................  ^
This scction  is o rgan ized  to critically  exam ine  som e ol the ex is ting  m odels  that m easu re  the 

effec tiveness o f  the support  serv ices  f o ^ h e  p rom otion  and d ev e lo p m en t o f  sm all and  m icro  

enterprises.

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

A lthough  the m odel is deve loped  based on a longitud inal s tudy  to support  the g ro w th  o f  

p roduc t and  m arke t in the sm all firm, it has been charac terised  by  experim enta l  ac tion , input 

des igned  to a l lo w  observa tion  o l  the im]iacl o f  dilTcrcnt types o f  so ftw are  support  services 

for the dev e lo p m en t o f  small and m icro  enterprises as depicted  in Clibo and S co tt’s m odel 

w ha t they  call flow'cr pot (F ig u re -2 ).1 his m odel starts w ith  the assessm en t o f  the ex is ting  

perfo rm ance  o f  the en terprises  sh o w n  in the ligLirc n u m h e rc d - l .  fh e  ex is ting  situation  

provides  a base for the d ev e lo p m en t as num bered-2 . T he exam ina tion  o f  the ex isting  

perfo rm ance  at the balloon base together vvith the potential lor deve lopm en t will help  to 

de term ine  the target at the top, w here  the enterprise could  go with the passage o f  tim e and 

with the size and depth  o f  changc. 1 hus from the bottom  end, it rev iew s a proccss o f  changc  

that en co m p asses  a n u m b er  ol internal and external influences, have bearing  on the

dev e lo p m en t p rocess  o l  p roduc t or m arket d ev e lopm en t.  I'hc au thors  in their m odel

identified  that at any  particu lar  po in t o f  time there arc perfo rm ance  base  re la ting to a m arket, 

^  production , and financial and m an ag em en t control s ituation. T hey  also  identified  so m e

specific p aram eters  to m easure  cach  o f  the idcnlillcd  bases. 'I'he areas  such  as o f  

m anage inen t  team  build ing  and com m itm en t,  environm etital aw areness  o f  en trepreneurs ,  and 

o ther strategic aw areness  are h ighly being influenced  by inlernal factors. O n the o ther hand, 

the size and d ep th  o f  changc  w hile  overall dem and  uncertain ty  in the m arke t  p lace , 

com peti t ive  situation  and  the in l luencc  of ass is tance etc. are the areas  where  the external 

factors arc influeiicing in the p roccss  of deve lopm en t,  'f ak in g  into cons idera tion  all the 

in tenial and  external lactors  accord ing  to tliis m odel, in the p rocess  o f  small en lerprises  

deve lopm ent,  the possib le  inH uenccs o f  the support  services can be observed  and exam ined  

^  over a per iod  o f  time.
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Figurc-2: A M od el o f  G row th  throuf;li Product M arket D ev e lo p m en t in Sm all  
E nterprise

Key Internal 
In tlucnces  on the 
D evelopm en t 
process

T he  base potential for deve lopm en t
2

Wiiere is (lie business cu n e n l ly  
O pera ting

Source: Clihb & Scott (1985: 607)

/
T h is  m odel is im portan t and useful to understand  ihc p rocess  o f  g row th  o f  en terp rises  over  a 

period o f  t im e as well as to ex am in e  the in lluences  o f  the support  serv ices  ex tended  for the 

dev e lo p m en t ol enterprises.  I low ever,  applica tion  o lThis  tnodel in m ost o f  the deve lop ing  

countries  is not possib le  because o f  a longer period o f  lime U> observe  the change  process  and 

specia lly  the ch an g e  o f  Small I' .nlerprise in the deve lop ing  countries.
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2.10. G ibb and M an u ’s model for Evaluatiun o f  the Design o f  Existing  
Support Services for Small Scale Enterprise Developm ent.

G ibb  and  M an u  (1990) deve loped  a model that designs the ex tens ion  serv ices  and support 

in n u en ees  in the deve lop ing  countries  for the dev e lo p m en t o f  small sca le  en terp rises  (SSEs). 

G ibb  and  M anu  w hile  dev e lo p in g  th is  model used the v iew  o f  Beers (1990) con tingency  

theory  that the v iew s that the o rgan iza tions  are dynam ic  and the s tructure and  the p rocess  

they are curren tly  being used arc appropria te  to the particular s ituation  and people. The 

m ain  essence o f  this m odel is that the cll 'ec tiveness o f  supporting  institu tions dep en d s  on the 

situation  and  tiie degree  o f  agreen icn t betw een the SSF.s and suppoH ing agencies  in term s o f  

people, structure , and  the p rocess  em ployed  i.e. m ore  closer the support  serv ices  in term s o f  

these factors m ore effec tive  the support  serv ices  arc. This  has been tested in a deve lop ing  

eco n o m y  like G hana. Though this is an well designed and easily  u n d ers tood  m odel for the 

design o f  ex tens ion  support  to the SSKs, yet the cultural in d u cn ces  and  the transform ational 

process  are am b ig u o u s  and  not possible  to replicate, in its exact form, even in a  deve lop ing  

country. T he  m ain  con tribu tion  ol tiiis m odel is the param eters  those  can be used in the 

qualita tive eva lua t ion  o f  the effec tiveness  o l ' t h e  design  o f  the support ing  institu tions or 

agencies. A m o n g  o thers liiis m odel has been  supported  by so m e  scho lars  (M ille r  et 

a! .1993;Sarder 1995) spec ia lly  to be uselul in the dev e lo p in g  coun tries  for the deve lopm en t 

o fS S E s .
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2.11 Gold M ark and H oscngard’s linpacl Evaluation Model;

G old  m ark  and R oscngard  (1985) proposed  a m odel lor ihc cva lua l ion  oi' im p ac t  o f  the 

assistance m ain ly  m ad e  by  tiic d o n o r  nj^cncy for ihe prom otion  o f  SSI'.s. This  m odel is 

consis ted  o f  four levels (F igurc-3)

F igure-3; General M odel for Im pact Evalua tion  ol Small scalc E n lerp rises  P rom olion  
Projects.

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

T his  m odel starts w ith  assess ing  the effec tiveness  and  the effic iency  o f  the d o n o r  agency  in 

supporting  the en terp rises  with rcfereiicc to the instituiional build ing in the first level. T h e  

im pact of do n o r on the im p lem en ting  institutes i.e. on  tlie supporting  agencics  is then 

evalua ted  in the second level. In the third level, the perfo rm ance  o f  the en terp rises  is 

analyzed. T h is  per fo rm an ce  is thought to be the im pact o f  the im p lem en ting  supporting  

institu tions, thus  in o ther w ord , il is said that the im pact o f  the im p lem en ling  o rgan iza tion  on 

the en terp rises  eva lua ted , f in a l ly  the perfo rm ance  o f  the co m m u n ity  as an u ltim ate  Qffpet^of 

the process is evaluated . I his m eans  the im pact o f  assisted en terp rises  on incom e, 

em ploym en t,  quali ty  o f  life s tandard  o f l iv in g  etc. arc evaluated.

A n  analysis  o f  the above  m odel reveals  that each level is very m uch  interlinked. Every level 

has s trong  im pact on the subsequcn l levels finally on the co m m unity ,  w h ich  is the m ain  

objective o f  tiie cn lerp rise  deve lopm ent.

This m odel is a lso  helpful to de te rm ine  Ihe stage level o f  eva luation o f  the institutional 

support  services. O nce  the stage level ol cva lua l ion  is decided cvalualitin  s tra tegy  arc than 

p rov ided  under general eva lua tion  stralogies (l 'igurc-3).  I'he au tho rs  used a hierarchical 

s tra tegy  to be used in the cva lua lion  work.
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t ig u re -4 ;  G eneral Evaluation Strategy Hierarchy o f  o f  Strategics for 
Evaluating SSEs.

Evalua tion

Strategy

M ethodo logy  for D ata C ollcclion  and analysis Level o f  effcct

L ow Ciassificalion  oj en terprises  acco rd ing  to general trend bv 

exam ina tion  records  found at im plan ting  ag cn cy  and 

conversa tion  w ith  s ta f f

21-28 

person  days

M ed iu m

i*lus

D escrip tion  in-depth  profile o f  a few case s tud ies  based 

on long  in terv iew s with SSI-s’ ow n e r  s ta f f  and  family 

m em bers

29-28 

person  days

High

P lus

Q uantita live  analysis  o f  linancial perfo rm ance  o f  SSBs 

general trends through data  ana lysis  by sam p le  survey

112-124 

person days

Source: G old  M a rk  & R oscn gard  (1985:172)

The scction  o f  low  m ed iu m  or liigh slralcgy largely d epends  on iho availabiiily  o f  required  

rcsourccs . A cct)!d ing It) ihc level ol strategy, involvcineiit ol cost, lime and  effort vary. Ih c  

choice  o f  m ethodo logy  o f  data collcclion and analysis  also depends  on  the se lection o f  

s trategy (l-igurc-S )
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Figure-5: Data Collection M cdiod.

G en era l  E valuation  Strategy

D o eva lua lion  users require detailed financial data  on  eiiciits to decision-makinj^ 

responsibility  ?

Y E S  N O

(Collect tjL*ilitative data  or trends)

Is it poss ib le  to desegrega te  changes  res id ing  from the S SE  p rogram  from  o ther  external 

factors affce ting  the SSB w ith  a reasonab le  degree  o fc o n l ld e n e c  ?

YRS N O

(Collect qiSalitative data)

Are assisted S SE s independent ac tiv ities?  Does the en trepreneur separa te  the assisted  

business  activ it ies  from  revenues and  experiences  o f  o ther  houseiiold ac tiv ities?  Is the SSH 

not part o f  a m ulti lbn ii  prop (hal sets jiolicics t<i m uxinuim  group  benefils?

YJiS NO

(Collect quali ta tive  data)

This general m odel together with the eva lua tion  strategy show n in l"igurc-4 and  figurc-5 

provide useful and ed 'cclive gu ideline  to ex am in e  and evaluate tiie im pact o f  support 

serv'ices. Rut this m odel did nnt g ive any  d e a r  d irection ;is to h o w  the posit ive  and negative 

im pact will be genera lized  .
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^ 2.12. Durlmin University Business School f l)LlltS)IVloclel :

D urham  U niversity  Ik is incss  School (D U B S ) deve loped  a m odel »o exam ine  the

perfo rm ance  o f  sm all bus iness  growth, I his m odel ou tl ined  a w ide  range o f  factors 

influencing  the g row th  capability  o f  any sm all business. This  can be d iv ided  into three 

groups. Fhese arc tiiree Ps o f ^ r o w l h  stands lo r  iierform anee, potcnlial , and projection . 

Perfonnattce  is m easu tcd  based on past and present activities o f  the" enterprises. T here  

shou ld  have so m e s tandard  for the individual operational aspec t as show n in the 

F ig u re -6  B-A. Pofentiai is the ability  o f  the business  to grow. Wliat ability  and skill tiie 

enterjiriscs have gained  o r  deve loped  in respcct to resources,  expericncc , control m echan ism , 

^  leadership  and  idea generation  etc. as siiown in f i g u r e -6 .B-H, Project m ean s  the specific

g ro w th  p lan  that the en terprises  cha lk -ou t lo rm ally  o r  inform ally  for fu ture opera tion  as 

show n in I’igurc- 6 .B-C.

T he  key  assessm en t m ach ines  are the answ ers  to the three questions. H o w  good  is the 

com pany 's  p e r fo rm an ce  V I low  strong is the com pany 's  base potcnlial for g row th  ? and  how  

sound  is the spec if ic  g row th  project ?

•  T h is  m odel is dev e lo p ed  for the eva luation o f  per fo rm an ce  o f  sm all bus iness  that

canno t  be applied  to M Bs for the sam e purpose  in its exact form.

•  1 h is m odel requires  m ore  num erical in fo rm ation  to m easure  the p erfo rm ance  based

^  p iev ious  and present iictivitics but m ost ol tiie Ml'^s do not m ain ta in  books  o f

a cc o u n ts  and do not prepare financial statCEncnts.

•  T h is  m odel is deve loped  in a developed  coun try  (U K ) co ns ider ing  the overall

enterprise  en v iro n m en t of that country . The en terprise  env ironm en t o f  B ang ladesh

including its soc io -econom ic  cond ition  is d ifferent that o f  the deve loped  country . 

Thus this m odel canno t be applied  in its exact form.

• 'Ih is  mode! is deve loped  to gu ide tiie bus iness  advisers as to h o w  the g row th

cnnipaiiy  can be bettei assisted. Ituis it is less coiiccrnc<.l with (he eva lua t ion  (.)[ tlie

effec tiveness  o f  support  services. This m odel ( f ig u r e  6a &  6 b) needs to be

^  reorgan ized  to incorpora te  in the proposed m odel.
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1-d

Figure-6a: Perform ance Evaluation M odel o f  DUBS

A T1!F. PER FO R M  A CR

H o w  good is the com pany 's  p e r lb rm an ce  ?

In the m arke t hi produc tion  7 In overall financial and 

profit tcrftis

B T i l l '  I 'O 'I 'I-NI lA L

Mow strong is the com pany 's  base potential Tor g row th  ?

R esources  base E xperience

base

L eadersh ip  base Control base Idea base

c TUI- I'KOJICT

H o w  shou ld  is the specif ic j’rowlli projrfcE ?

T he  ob jectives  

(Target)?

T he  m arke t  ? T he  Scale & 

!<.csource 

rec|uircment ?

T he  ability  & 

C o m m itm en t  ?

The financial 

pro jec tion  ?
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L

Figu re-6 b: DU BIS'? Enterprise IV-rforniancc M easurem ent M odel 
Detail (A, B  &  C).

in

lixternal 
Trend in sales 
And profil  by:
•  F’ roduct
•  Customer
•  Channel
•  Arciis

A. M c a s u f in
Iiuernal
•  Selling
• <Jrgaiiiwjlion
•  Pcrfomiancc 

and control

K n o w le d g e  o f  the 
market place
•  "I fic competition
•  The changing

leclinology
• The market si/.c 

&  Share
• 'I'he relevant

wiJer
environment

lo w  it read ies  
ie market 

i’ rice
Promotion 
Delivery 
i’iitkapinj; etc

' the p erfo r in niK’c- T lu ’ key :iro;i.
U tiliz :H io ii
of;

•  Labor

•  Capital

•  Space

Lnicicncy
use;

•  L,abor

•  Capital

•  Space

S t a n d a i d
and

[’ e r fo r tn a n

W astage 
materials;

•  Y ie ld s  
aiul
leakage

ur Q ua lity ;

• Complains
• Ucjccts
• Rework

Trend in: i rend in:
•  Net worth •  Sales
• lic lurn on •  Profit

capital
employed

gross & 
net

• Overheadf
• k̂^atcrials/

H is to r ic : abor ratii

P resent:

• Ovr
U iid g c l;

liquid ity
• Gearing
• Debtor
• ereilitors 

control

•  Cash 
control and 
provisions

• Departme­
ntal

performance
• (monitorin 

g)
• Product

costs &
* Contribu­

tion
(m onitoring)

U. M c ; jsu r i i ip  Ihc  P o t e n t i a l s - '

Existing Resource 

base
lixpcrience

base

Control; base

• Liquidity and • Age of • Adequacy of m
availability of company information
fmance I 'xpericnee of and control •

• Tecluiology type -Borrowing system «
and capability -Product • Degree of

• Physical developmetil prolessiona- •
assets(age and -Diflcrcnt types lisni and
stale) of market rusponsibi- •

• Labor- -Use of extcj nal • lity of
iiuiility/skill/ agent njainigeincnl •

age/altiludc/llcxjbilily -Moving Icaiu
product range and life l o c a t i o T l s • Adequacy of •
• Managerial -Managing plaiMiiiij.'. and

resources and time growth budgeting
available fur • Di'j'iec ol'
pursuing new lIl̂ lcg.ltil'M
product ■ of authority
development.

T h e  key  A re a s

Leadership base Idea base

Owticrship and • Kesearch
uivolvenient of’tuvnerts) and
Age of the owners development
I'rofessioiial/Oecupalional if any
base of owner managers • Number of
Personal ot)icctivcs and idc:us
degree of ambition currently
I '.iluealion/’I raining/biiek- being
ground seriously
f aniily infloenees c<insidercd,
Managenienl st) le • Degree of
Personal attitude to development
cliangc / testing of
Degree of strategic these ideas
awaieiics'. and • Degree of
iiiiderslaiuting market
unvirorunent planning of

these ideas.
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The
o b jc c tiv c s

Whm ? 
When V 
Wlicre ? 
Ilic
Volume
TargeU)

C. E va luatin g  the Pi o jccl-t l ic  key areas

T h e  M a r k c l

• The proposed
procluel/scrvicx

• The ricecJ Evidence 
ol';

-cuslomers' acccplahility
at the pricc
-ability to manufacture
under opcrnling condition 
-enough customers
available
-ability to cmcr market 
-ability (o face 
eotnpelitioii
•  1 low it w ill rcach to 

customers,

T h e  Hi ' so ince s

•  The stale o f 
operiilions plaimeil ;iiul 
the reasons for this.
• The additional
physical resources 
requirements. laiid. 
labor. premises,
machinery ete.
• The (uidition 
reiiiiirenieiils and li<nv 
ll w ill be acquired.

I'h c  A h i l i ly  iitu i 
C 'o tn il i i t in c iit

• The specific
new abihlies reijuired il' 
any
• liin v  well existing

abilities in
management and 
workforce, niateli 
new requirements.

• Who w ill
I.evel ol' managerial 
resources and
commitment
• How well has
i! already been planned
• The awareness 
o fr is k  involved

T he  I ' i i i i i t u ' i i i l  
I ’ ro jc c tio n
The additional 
cost involved 
The balance 
.sheet &  i ' &  L 
Projection- 
I'lic

contingency
provisions.

Source: I>BUSfl990^

Sardei^s Fraiiicvvork for Evaluation o f Stiiall Business Support Services

S ard c r ( )9 9 5 )  deve loped  a IVanicvvoik (M guic-7) for eva lua tion  o f  small business  support 

services and  re la ted  agencies  in light o f  the m o d e ls /  fram ew ork  deve loped  by  S c o t / (1 9 8 5 ) ,  

G ibb  &  M an u  (1990) ,G ibb (1993). In his eva lua tion  fram e w ork , S ardc r  incorporated  the 

supporting  institutions together with the need o f  the sm all firm s for support  serv ices  to 

m ake  an  evalua tion  ol tlie booth. A ccord ing  to the m ode,  in a g iven  en v iro n m en t  o f  the 

e ffec tiveness  o f  support  serv ices  can be exam ined  by input ou tpu t ana lysis  and  interaction 

o f  o ther factors as suggested  by scott (1991). l i e  op ined  that the po lic ies  related to the 

p rom otion  and deve lopm en t ol small business is a part o f  g reater env ironm en t witii in 

w h ich  the enterprise  has to function. A ccord ing  to h im , g iven the policy en v iro n m en t various 

supporting  institu lions as show n  in the box f - l ,  p rovide a n u m b er  o f  support  services to the 

small f irm s as per their requ irem ents  as show n  in the box 1--2. • -
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E N V IR O N M E N T

F-3c F E E D B A C K

AG t- 

G E N D E R  
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A C U O N  iVL l-'IKM 
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---------------- f► I- '1 :1-1) li A c  K ^ “ H
Mgurc-7; Sardar's  Model of cil 'cc livcncss M casiircm ctit  

Scuircc:! laniuni (1 995)

J
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ih c  aclivUics ol llic box I'-l lo m eet ihc icquircinciU in box V-2 have to be eva lua ted  thal 

is w hy  Ihc (ask o f  cvahia tinn  is ihc ccn lc r  o f  (lie m odel. 'I'o assess  tiie cffcc tivcncss  o f  

support  serv ices  Sardcr used the criteria  as sugges ted  by G ib b  &  M an u  (1990) as show n  

is the box !'-3 that pervades Irom h'3a lo l'’3d. I'liis m odel also acco m m o d a ted  a ieedback  

system  based on the result of the eva iua lion  w here  correc tive  ac tion  m igh t be necessary  

to eva lua te  the im pact o f  the support services Sardcr in troduced  Scott 's  (1991) fram ew ork  

as show n  in the box  1--4 w here  a  logical re la tionship  be tw een  the support  scrv iccs  called 

input and the result o f  such  support scr\ 'ices including the iid lucncc  o f  o ther  factors (f-5) 

called output has bccti es lablished as suggested  by Scotl (1991) as sh o w n  below.

W h ere  Y =  O utpu ts

X =  Inputs o f  nth ilcm s and

M = o ther  in fluencing  factor o f  j lh  ilcms.

S arder stated that these ou tpu t m ay have several d im ens ions  and can be m easured  at both the 

m acro  and  m icro  level. H e suggested  to m ake an a ttem pt to assess  the effect o f  inputs  on the 

p er fo rm an ce  o f  small f irm s quan tita tively  and form the response  o f  b us inessm an  qualita tively  

a t  m icro  level and  the n u m b er  o f  em p lo y m en t created , con tribu tion  o f  S M E  sector to G D P

n u m b er  o f  en terprise  deve loped  etc, can be u.scd at m acro  level. He also sugges ted  a 

feedback  system  based on the result ol eva lua tion  in order lo take correc tivc  m easu res ,  i f  

necessary , as show n  in box F-4e.

Sarder stated his m odel as a un ique one perhaps a better m odel in the con tex t o f  deve lop ing  

country . But this m odel suffers  Irom several w eakness  as g iven below.

l . l l i r o u g h  Sardcr argued  that he incorporate*,! all possible  lactors lo assess  the e f lec t ivcness  

o f  support services bolh quanliia l ively  and qualilalively. bul in facts lols o f  factors arc nol 

well designed  and depicted  in the tnodcl. I'or ex am p le  he talked about policy  env ironm en t 

that in teracts w ith  o ther lactors  but fails to ou tline  what are the o ther factors.

2. He Sta ted  that the use and quantiilcatio ji  o f  m easures  o f  sujjport serv ices  as show n in the 

box F-4 is a  new  ideas but M anu (1990) incorporated inputs in his m odel while des ign ing  

support  services for SSHs.
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S.Iiifcc iivcncss  also can be n icasuietl in term s o f  pasl v c isu s  p resen t perfo rm ance ,  

polentialily  gained  to g row  and solved p rob lem , projcelion ability  gained  lor future 

prepara tion  those Sarder did no t highlight in his m odel.

4. l i e  did not ou tlined  in w hich  areas the perfo rm ance  o f  tlic assisted en terprises  to be 

evaluated to identify o r  asses the im pact o f  support  services.

5 .Sarder in his m odel incorporated  the re la tionship  betw een  input and outptlt as suggested  by 

Scott (1991) as stated above. A ccord ing  to the de l ln ition  o f  input on ly  the support  services 

but also  the function  o f  ow ners  equity  including  o w n e rs  ow n capita l,  balancc o f  profit re­

invested , reserve  and  surplus, and finally his o r her en trepreneurial ability.

6 . This m odel did  not h ighlight the stages o f  small bus iness  deve lopm en t.  T h e  evalua tion  

system  o f  support  serv ices  shou ld  consider  w he the r  the de livered  s u M o r t  serv ices  w ere  

required  by the en terprise  at that par ticu lar stage o f  deve lopm ent.

y .Finally  this m odel is deve loped  for the eva lua tion  o f  support  serv ices  to tiie SSEs. Support 

services are be ing  p rov ided  by various  governm en t agencies.  T h is  m odel did  not c learly  

identified  w h o  are the providers  o f  support  services. A s because  the curren t s tudy  is m ore  

spec if ic  to the sou rce  (the N C B s) o f  support serv ices  and  m o re  spec if ic  to the recip ient 

(SM lis)  o f  the support  services, f in s  m odel thus incapacita tes  the acco m m o d a t io n  o f  N C B s- 

support services. T h u s  this m odel cannot be readily used in the curren t study.

-()-
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Chapter-3

Steps of Bangladesh Government to the 
Development of SMEs
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A

Steps o f  Bangladesh C ovcrn m cn t  to the 
Devclopinciil  o f  SM Es

Introduction:

B ang ladesh  is a south  Asian  country . Ihc rc  arc no su fllc icn t lacililics for S M E s  in 

B angladesh . T he  S M E s  of south  and sou theas t  coun tries  rccc ive  m ore  facilities than 

B angladesh , l  iicse are desc ribed  in th is  cliaptcr.

Experience of SMEs in South and Southeast Asian Countries:

3.1.1. India:

•  T ech n o lo g y  dev e lo p m en t and m o dern iza t ion  i-’und S ch cm e  launched  by  Small Enterprise

d ev e lo p m en t  B ank  o f l n d i a  (S A ID B I)  to facilitate the quality  up gradation  o f  Sm all  Scale  

Industr ies  ( SSI) units. ^

•  N ational P rogram  on  Innova tion  and  incubation for SSIs launched  by SID B I in 

assoc ia tion  w ith  reputed  technical institutes.

•  D iscoun ting  sch em e  launched  by  SID B I under  w hich  exposu re  limits  arc sanctioned  to 

large m o ther  units for purciiase ol parts, co m ponen ts ,  accesso ries  from sm all scale  units 

to enable  the latter to realize their sale proceeds im m edia te ly .

•  1‘acilita ting scrv iccs  to assist S M E s  in m anag ing  their receivables.

•  State level venture capital funds for S M lis  for sol'twarc/l T industry.

•  C red it  g rantee F U N D  S chcm c for first generation  en trepreneurs  o f  SM E, T h e  schem c 

facilitates collateral Irec lending u]) to Rs 2.5 m illion. j
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L 3.1.2. Pakistan:

L

Small and  M ed iu m  ciUcrpiisc Dc-vclopmciit A u lhority  (S M liD A ) estab lished  to play ihc 

critical role in the bus iness  d ev e lo p m en t support,  adv iso ry  scrv iccs  and  m anageria l  

tra in ing  o f  SML-s.

Estab lishm en t o f  S M E  B ank  to p rovide  fm ances  to S M I^S ec to r .

S im ple  acco u n tin g  softw are  packages  deve loped  f o r ^ a l l  business  enterprises .

Separate  regula tions  for S M E  financing  f o i m u l a t c ^ t y  State Bank o f  Pakis tan  (SBP).

A  separate  S M E  depa rtm en t has been set up in S ] ^ .

S B P  has under taken  a p ro g ram m e to p rov ide  capacity  bu ild ing  support  to a selcct group 

o f  banks  for S M E  lending.

S B P  has  ex p an d ed  the coverage  o f  its on line  Credit Inform ation  Bureau.

SB P  co n tem pla t ing  to set up Credit  Inform ation  B ureau  in the p rivate  sec to r for 

co llec tion  o f  data  on SM Es.

3.1.3. Indonesia:

•  Govt, po licy  to encourage  banks to have at least 2 0 %  o f  its po ilfo lio  in SM Es.

•  The B ank  R akaya t  Indonesia  (B R l) ,  the p r im e institution for S M E  financing  has 

deve loped  un iquely  tailored  lending p rogram  w ith  s im plif ied  p rocedures  and  collateral 

system .

• BRl has  es tab lished  S M E  ccntcrs  th roughout the coun try  to provide  technical assistance 

and  access  to m arke t in form ation  system.
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3.1.4. SME Profile in Bangladesh {Based on Economic Census):

■['he total n u m b er  o f  SM Hs in B ang ladesh  is es t im ated  a t  ab o u t  80 ,000  o f  wliich 9 4 %  are 

sm all and  6%  are m edium .

S M L s account for about 40 %  oi gross m anufac tu ring  output,  abou t 8 0 %  o f  industrial 

em p lo y m en t and  abou t  2 5 %  o f  the total labor force in B angladesh .

M o st  S M E s are concen tra ted  in tw o  industrial sub sectors  such  as g arm en ts  and  food 

p rocess ing  w h ich  accoun ts  lor a lm ost 60 %  o f  all reg is tered  S M E s  in Bangladesh .

In recent years, o ther industries, w hich  have g row n  in im portance  in the S M E  sector, arc 

leather, ccram ie, light eng ineering ,  paper prin ting  and pub lish ing ,  batteries, e lectrical and 

e lec tronics,  artificial jew e lry  and steel furniture.

S M E s  in the service sec tor gelling im portance  include construc tion  transporta tion , 

pathological laboratories, cold storage, co m p u te r  so ftw are , fa.st food and frozen food, clc.

3. 2. Step o f Bangladesh G overnm ent for the D evelopm ent o f  SM Es

T he  G overnm en t o f  B ang ladesh  constitu ted  a N ational 'fa sk fo rce  on  D ev e lo p m en t o f  Small 

and  M ed ium  E nterprises  (SMl'.s) on  N o v em b er  05, 2003 to reco m m en d  S M E  policy  

gu ide lines  and im p lem en ta t ion  strategies.

3,2 .1 .National Taskforce on SM E Dcvclonm cnt:

The G overnm en t consti tu ted  a National Ta.skforce on SME, D ev e lo p m en t to d ra w  up a 

rcahslic  strategy for p ro m o tin g  rapid grow th and v igo rous  co m peti t iveness  am o n g  S M E s  in 

B ang ladesh  in the interest ol acce lera ting  the g row th  o f  the eco n o m y  and  reduc tion  o f  

poverty  in the country, flic  i a s k io rc e  subm itted  its report including a co m p reh en s iv e  slale o f  

teco m m en d a lio n s  tliat, il im plem enlcd ,  will m ount a coheren t strategy to p ro m o te  the 

dev e lo p m en t o f  S M E s  in B angladesh  in three phases: short, m ed ium  and long-term . T he 

g o v e rn m en t accep tcd  m osl o f  the reco m m en d a t io n s  with  som e m odifications. The 

1 askforce  will continue to m o n i to r  the im plenien la lion  o f  the S M f: policy.
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3 .2 .2 .SM E A dvisory Panel:

T he G o v e rn m en t  consti tu ted  expcricnccd  &  com m iU ed specia lis ts  and en trep reneurs  o f  

re levancc to w o rk  together witii the S M E  Ceil o f  the M in istry  o f  h idus lry  (M O I).  In the 

m ed iu m  term  the A d v iso ry  Panel and the S M Ii Cell will even tua l ly  m o rp h  into S M E  

Foundation.

3.2.3. SM E Foundation:

O v e r  the m ed iu m  tc n n  and  beyond , the G o v e rn m en t  shall fo rm  an  S M E  Founda tion  as a 

p ivotal  p la tform  for the delivery  o f  all p lanning , deve lopm en ta l ,  f inancing , aw areness  raising, 

eva lua tion  and advocacy  serv ices  in the nam e o f  all SM B  dev e lo p m en t as a crucially- 

im portan t e lem en t o f  pover ty  alleviation. Ih e  Foundational and  adm in is tra tive  facilities, 

including som e resources  arc needed lor capacity  bu ild ing  in appropria te  industry 

assoc ia tions  for S M E s in the country .

3.2.4. Bangladesh B ank’s Initiatives for SM E D evelopm ent

B an g lad esh  B ank  in troduced a re finance sch cm e o f  Tk. 1000 (A C S P D  C ircu lar no-01 o f  BB, 

date. 02 -05 -2004  ) m ill ion  out ol its Industrial Credit Fund for the d ev e lo p m en t o f  small 

en terprises  in the coun try  effective from M ay 2, 2004. Banks and financial institu tions (PFIs) 

w ill be prov ided  with re finance facilities aga inst  their lending to small en trep reneu rs  for 

es tab lish ing  new  enterprises  as well as for rehabilita t ion  and  ex p an s io n  o f  ex is ting  enterprises  

under  th is  schem e. A n o th e r  fund of U S$ 10.00 m illion  w as  prov ided  to the B ang ladesh  B ank 

under  the 'E n te rp r is e  G row th  and Bank M odern iza tion  P ro jec t” funded  by  International 

D eve lopm en t A.ssocialion (IDA). A part  I v T m T t t S ;  t rP iT n in if  U S$ 30 .00  m illion  (A C S P D  

C ircu lar  no-02 o f  B B , dale; 19-07-2005) is received  from the A sian  D eve lopm en t B ank
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under ils 'Siimli an d  M ed iu m  HiUcrprtso S cc lo i  DcvclopmciU I’royram inc '.  All these funds 

w ill be pu lled  together to support  the f inancing p rogram  u n d er  the above  schcm c. T he  salient 

features  and  te rm s cond itions  o f  the sch em c are as follows;

l .A n  en terprise  hav ing  fixed assets no t exceed ing  Taka 10 (ten) m illion  (A C S P D  C ircu lar  

no-02  ol BB, date; 19-07-2005) will be  considered  as a small en terprise  for the purpose  o f  

the  schcmc.

2. B anks and financial institu tions will be g iven 100% re finance against d isbu rsem en t o f  both
i

L. w ork ing  capital and  term  loans to the small enterprise scctor; the am o u n t  for an  individual

 ̂ bo rro w er  shall range from  T ak a  2 .00 lac to T ak a  50.00 lac {A C SPD  C ircu lar  no-02  o f  BB,

^  date: 19-07-2005).

A

-  3 . Interest on B angladesh  B ank re finance will be charged  at p revail ing  B ank  R a te (A C S P D  

C ircu lar  no-02  ol BB, date: 19-07-2005). The lend ing  B anks  or financial institu tions will

^  ripply their ow n  interest ra te on the loans m ade  to the ultim ate borrow ers.

-  4 , R efinance  will be ava ilab le  for short  term  w o rk in g  capital loans as w ell as for m ed ium  

an d  long  term  loans. W o rk ing  capital loans will have a m ax im u m  m aturity  period  o f  one yea r

-  w h ile  m ed iu m  and long  term loans will have m ax im u m  m aturities  o f  three years and  five 

y ea rs  respectively .

5 .R efinance loan shall be repaid by  P l ' ls  in acco rdance  w ith  fixed repaym en t schedule  

p repared  by B ang ladesh  Bank. In case any  PI ! fails to repay any  in s ta llm ent o f  the refinance

 ̂ loan, B ang ladesh  Bank shall realize the installm ent am o u n t with interest as and  w hen  falls

due by deb it ing  the curren t accoun t o f  the P l ' ls  concerned  m ain ta ined  with BB.

y
6 .B anks and financial institu tions in terested to avail o f  re finance facilities under the schcm c 

will have to en ter  into a partic ipa tion  ag reem en t with FiB.

7 .B anks  and  financial institu tions having  m ore than 10%  classified  loan on  their small loans 

portfo lio  covering  loan accoun ts  uj;)to 5 m illion will not be elig ib le  for re finance u n d e r  the

^  scheme (ACSPD Circular no-02  o f  BB, date: 19-07-2005).
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S.Rcfiiiancc under  the schcine will be iipplictible lor loans and  ad v an ces  sanc tioned  and 

d isbursed  after the date  o f  in troduction  o f  the schcnic.

9 .R efinance  facility under the schem e will not be  applicab le  for personal o r  co n su m er  loans. 

T he  f inanc ing  p ro g ram  under the schcm e has received  a very posit ive  response  from  the 

banks  and financial institu tions  o f  the country  and  the progress  m ade  in ca rry ing  o u t  the 

program  appears  to be  encourag ing .

10.G uid e  L ines  for  S m a l l  E nterp rise  Firiancin^-2004 arc app roved  and  d is tr ibu ted  to all 

N C B s  and  F inancial Institu tions to im plem ent for f inancc to SM Bs.

3.5. Bangladesh Small [ndustrics anti C om m erce (BA SIC ) Bank Ltd;

In o rd e r  to ach ieve the asp iring  objective  ot accc lera ting  industrial g row th  in a  coun try  and 

to attain  a g reater  share o f  industry  in the country 's  gross d om estic  p roduc t(G D P ),  the only  

w ay is to deve lop  the sm all-sca le  industries (SSIs). K eep ing  this long-term  goal in m ind  

B A S IC  Bank I.Ad w as  es tab lished  in 1988 as a b ank ing  co m p an y  under the C o m p an ies  Act 

1913 and launched its operation  in 19S9, It is a w holly  s ta te-ow ned  bank  that devo tes ,  in 

acco rdance  with its M em o ran d u m  and Articles ot A ssocia tion ,  at least h a l f  o f  its lending 

portfo lio  to SSI lending, and the rest to com m ercia l  and  o ther lending. W hile  attach ing  to 

technical and adv isory  support  to SSIs in order to enab le  them  runn ing  their enterprises 

successfully , it provides  clients with a lull range ol serv ices  to help tliem g row  their assets 

and  net-worth.

W ith  the change in the defin it ion  o f  SMI-: in new ly  adop ted  Industrial Policy, 2005 , B A S IC  

am en d ed  its Articles o f  A ssocia tion  as under:
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" I 'ifty pc ixcn l o f  the loanable  fund shall be tiivcslcd in sm all and m ed iu m  industr ies  till such 

t im e it is o th erw ise  dccided."

T he  m an ag e m en t  o f  the B ank  believes that it is unw ise  to expect  a  sudden  upsu rge  in the 

g row th  ol SM H d ev e lo p m en t  in our  coun try  setting instead, a  m ed iu m  and  sus ta inab le  grow th  

in the very sec to r  is a lw ays  desirable . It can  be readily  seen from table below , the B ank 's  

lending  po rtlo lio  to S M E  lend ing  m ain ta ins  such  consis tency  o v e r  years. In o rd e r  to uphold  

con tinu ity  and  consis tency  in transla ting  its ob jective  o f  S M E  d ev e lopm en t,  the B an k  is 

s tring from inception  to serve peop le  for p rogress  th rough  institu tionalization  o f  the 

fo llow ing  features:

'I'iiblc : L.end inti po itro lio  o f  It AS 1C to SM K s

S M E 2001 20002 2003 2004 20 0 5 (U p  to June)

A m o u n t  in c ro re  taka 438 621 696 960 1140

G ro w th  %  o f  total loans & - 42%. 12% 38% 19%

advances 70% 78% 75% 80% 84 %

Total N o . o f  P rojects 368 705 924 1116 1367

E m p lo y m e n t  G enera tion 11,650 22320 2 9230 36235 4 2500

Acccss to Pinancc : Several researches  env isaged  that S M E s  en coun te r  great d iff iculties  

w hile  ra is ing  fixed and  w ork ing  capital because  o f  the re luc tance o f  banks to p ro v id e  loans to 

S M E s. B anks  arc shy  to lend to S M E s  because o f  high p rocess ing  and  m on ito r in g  costs  o f  

loans to SM E s. A s  stated earlier that B A SIC  is en trusted  w ith  the responsib il i ty  for the 

p rom otion  o f  SSIs by p ro v id in g  at least 50%  o f  its loan-able fund to the en trep reneu rs  be long  

to this sector. I bus the liank a lw ays w e lco m es  SSI en trepreneurs .  R epea t  b o rrow ers  a re  also 

entitled  to increasingly  larger loans. As stated in table above the Banks con tribu tion  to S M E  

sec to r  testifies to this fact.

E m p h as iz in g  thrust scctors: Ih e  Bank m akes list o t  p reference scclors  o f  inves tm en ts  every  

year aiid a llocates its loan-able  fund acco rd ing ly  with the help o f  in fo rm ation  system  (M IS) 

and  in fo rm ation  techno logy  {I f).
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Priorih' Attention : In conform ity  with Ihc asp iring  o b jcO iv c  o f  jiccclcrnliiig sm all-sca lc  

m d u s ln a i  growtli and  to attain  a  g reater share o f  such industry  in the country 's  G D P ,  the 

B ank  sincc 2003 has p laced  particu lar em p h as is  on  l inanc ing  p ro jec ts  under sniail scale and 

m icro  industry  ol cost  up to I k .1 .00 crore. T h e  B ank  will con tinue  to pu rsu c 'th is  s tra tegy  so 

as to m ak e  a tm c  d ifference in this respcct and  to keep on its im age as one o f  country 's  m ost  

successful and  m o st  profitab le  i lnancial sci-vices com panies .

Q u i c k  d is p o s a l  o f  loan  p ro p o s a ls  ; As reported, the p rocedures  for inves tm ent financing 

from  differen t banks are long, tedious, and  redundant.  B A S IC  Bank pays special attention to 

qu ick ly  d ispose  all loan p roposa ls  to avoid any  unnecessa ry  de lay  that m ay  cau se  the 

en trepreneurs  to su ffe r  and  to pay heavily . The analysis  is h ighly  s tandard ized , and  loan- 

process ing  tim es arc m inim al. U nlike otlier coninicrcial banks, it a l low s branch  m an ag ers  to 

co m m u n ica te  d irectly  w ith  the h ighest au thority  ibr exped it ious  decisions.

M o d e r a t e  in te re s t  r a t e  : 'I hc Bank offers  m o d era te  interest ra tes on SM H lending co m p ared

to o ther  private  com m erc ia l  banks and  foreign banks  to help en trep reneu rs  g row  their assets 

and  net-w orth .

S e c u r i t ie s :  L oan  analysts  focuses on the prospective  client's  ability  to pay  (cash  flow). Less 

em phasis  is p laced  on  collateral i f  found o therw ise  suitable and  secured.

C o m p e t e n t  m r tn a g c m c n t:  A ppropria te  d ec is ion -m ak ing  and control m ech an ism s  arc in 

p lace and  supported  by a s trong  m anagem en t.  S om e ap p ro ach es  have  been a im ed  at 

im prov ing  the perfo rm ance  o f  SM Iis generally , w hile  the bank  has  also  targeted  S M E s  

o w ned  by m em b ers  ol d isadvan tages  groups. O ne o f  the m o ^ t '^ o m m o n  p rogram  em p h ase s  

has been on  increasing access to small loans (of ten  referred to as m icro  credit) ,  at subsid ized  

rates.
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3.6. Buiigladcsli  Small  and CoUatje Inclustries Cornoratioii  (BSCIC)

B angladcsli  Small and  C ottage Induslrics  C orpora tion  (B S C IC ) i.s liic prim e o rgan iza liod  

entrusted  w ith  the  responsib il i ty  o f  p rom otion  and ex tens ion  o f  sm all,  co ttage  and rural 

industries  in the country . It is the successor organi/.a tion  ol' tl)c form er Hast Pak is tan  Small 

Industries C orpora tion  (C PSIC) estab lished  by an act o f  the Parliam ent in 1957. Being the 

p r im e m o v er  o rgan iza t ion  in the small and co ttage Industries sector, B S C IC  at the initial 

stage, w as en g ag ed  m ain ly  w ith  com m ercia l  ac tiv it ies  like im port  o f  plant &  m ach ine ry ,  raw  

m ater ia ls  and  d is tr ibu tion  o f  the sam e  to private  sec tor en trepreneurs .  D uring  that per iod , the 

corpora tion  also advanced  small loans in local cu rrency  to sm all en terprises.  Subsequen tly ,  

the corpora tion  felt that the p rivate  en trepreneurs  needed  con tinuous  gu idance  and  advice  in 

se lec tion  o f  v iab le  projects,  p repara tions  o f  m ach in e ry  spec if ica tions, d raw ing  o f  layout 

p lans, superv is ing  the construc tion  ol factory build ing, m ach ine ry  insta lla tion , in p lant 

counse ling  and  ex tens ion  serv ices  for operation  o f  the p rofitab le  ventures. T here  after the 

focus w as  shifted from  com m erc ia l  to p rom otional and  d ev e lo p m en t  activities. A ccord ing ly ,  

deve lopm en t pro jec ts  like industrial estates, serv ices  facility ccnters, sm all industry  adv isory  

services, designs centre ,  light eng ineering  serv ices , and  m odel p roduc tion  units w ere  

undertaken . A p a r t  from  tiiat, B SC IC  also  in co -opera tion  w ith  the financing  

institu tions/com m ercia l  banks  formed conso r tium  for llnancia l o f  SCI in local as well as 

foreign currency  credit. G radually ,  changes  in B SC IC s organizational s tructure  occurrcd .

K eep in g  in v iew  the m ass ive  so c io -cco n o m ic  p rob lem s o f  the coun try  such  as poverty , 

hunger,  un em p lo y m en t,  illiteracy and  con tinuous  pressure o f  popu la tion  and  with  the 

ch an g in g  G ovt. 's  policies, B S C IC s  activ ities  w as reorgan ized  to help the private  sec tor 

en trepreneurs  in es tab lish ing  new  enterprise  and also  in capacity  u tiliza tion  o f  ex isting 

enterprise  at op tim u m  level.
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Activities:

A t prcscnl B S C IC  is basica lly /gencrally  con d u c lin g  Iwo kinds o f  activ ities  :iitiiiiig for

ex tens ion  o f  small and co ttage industries.

a) E x tens ion ,  p ro m o tio n  &  R egu la to ry  functions under revenue budget.

b) Long  term  d ev e lo p m en t  orien ta ted  activities u n d er  annual d ev e lo p m en t  p rogram m e.

Extension & Prom otional Activities:

1. E n trepreneursh ip  deve lopm en t.

2. A llo tm en t o f  deve loped  plot w ith  m edalled  road, w a te r  supp ly ,  electric ity , gas supply  

etc.

3. T o  p rovide  cred it  facilities th rough B SC IC s ow'n p rog ram m e and o ther  financial 

institutions.

4. P reparation  o f  p ro jec t  proposa l and projects  appraisal.

5. T o  p rovide technical and o ther ass is tance  for se tt ing  up at industrial units  produc tion  

o f  goods, quality  im p ro v em en t etc.

6 . C rea tion  and  supply  o f  im proved  design.

7. C ollection  and  distr ibu tion  o f  appropria te  technology .

8 . To conduc t  s tudy and survey  regard ing  industrial ex tension . To  p rovide  necessary  pre 

and  post  inves tm ent coun.scling for setting up c.stablishmcnt o f  industry.

Regulatory Activities:

1. Registration o f  sm all and co ttage industries.

2. R ecom m enda tion  for ex em p tio n  o f  (ax and fees.

3. R eco m m en d a tio n  o f  priority  assessm ent for im port ing  o f  industrial raw  m ater ia ls  and 

pack ag in g  materials.

4. R cco m m cn d a tio n  lor w ork  perm it for foreign citizens,

5. In o rder  to p rov ide  the above  serv ices  B SC IC  H ead  officc in D haka  and four regional 

o ffices located  in D haka, C h ittagong , K hu lna  and  rajshahi and 64 ISC 's  localcd  in 64-
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D istricts  arc in operation . 1 hcsc o lfices  arc m anaged  by M anager ,  S ubject m atte r  

specia lis ts , ex tension  officer, prom otion  o fn cc r ,  F inancial A nalysts ,  M arketing  

A na lys ts  and  S urvey  and Evalua tion  off iccr  etc. In so m e areas  B S C IC  activ ities  have 

been  exp an d ed  up-to  U pazila  level and in m any  rem ote  areas lliroiigh various 

dev e lo p m en t pro jec ts  a im ed  at o v e r  all so c io -eco n o m ic  d ev e lo p m en t  o f  the country .

3.7. Palli K arm a-Sahavak  Foundation TPKSF)

T he G o v e rm n en t es tab lished  PKSI' in M ay 1990 to w ork  as an apex organ iza tion  for the 

dev e lo p m en t o f  sm all and  m icro -f inance  sec to r in B ang ladesh .  It is getting financial 

support  from the g o v ernm en t and dev e lo p m en t partners. It docs  not directly  lend m oney  

to  the landless/assctless  people, it reaches its target g roup  th rough  its par tner 

O rgan iza t ions  (POs). PKSI- has em erged  as w orld 's  largest and  m ost successful 

au to n o m o u s  apex la n d in g  and perfo rm ance  s tandard  sett ing  agency  for m icro  cred it  and 

th is  m odel is n o w  being  replicated  in different countries  o f  the world. A s  B ang ladesh  

eco n o m ic  R ev iew ,2004, Up-to  June, 20 0 4  P K S F  has  d isbursed  a cred it o f  T K . 1839.05 

lac to abou t 4 ,83 ,680  b o rrow ers  th rough its 216  par tne r  o rgan iza tions ,  w h ich  include 

sm all o rgan izations as well as well big organi/.a tlon  like B l ^ K ,  A S A  P rosh ika  and 

A nsar  V D P  Bank. N inety  pcrccnt o f  PK SF benefic iaries  arc female. P K S F  has been  able 

to m ain ta in  a loan recovery  rate o f  above  98%.

3.8. Palli daridra Bimoclian FouiulationfPDnF^

A s B angladesh  eco n o m ic  R cv icw ,2004 , C urren tly  the f o u n d a t io n  is ca rry ing  out its 

opera t ing  in 160 upazila  o f  26 districts w here  393 ,652  assetless w o m en  and m en  have  

been organ ized  into 78 ,730  groups. A bout 92 %  o f  the bcne llc ia ries  are w om en. P D B F  

d isb u iscd  successfu lly  a total am o u n t  oI IK . 186.8 cro rc  am o n g  the m e m b er  o f  the 

socie ties  during  l-Y 2 003-2004  under m icro-crcd il p rogram . Besides, the total am o u n t o f  

the sav ings o f  the bencfic iaries  is 'I K, 558.8 cro rc  and the rccovcry  rate is 98% .

- 0 -
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M ethodology

Figure-8: The Research Proccss

S o u rc c :  M in (2000^
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4. Introduction:

L

T h e  deta iled  m eth o d o lo g y  used in the study is described  in th is  chapter.  K inds  o f  data, 

sam p le  design, m ethods,  p rocedures  and m ethod  o f  data  ana lysis  etc. arc the m ain  locus  o f  

this section. B oth  descrip tive  and  analytical m ethodo logy  arc io llow cd  in the research  study. 

A s  the s tudy is involved  in ana lysis  o f  data  over  a per iod  o f  time an d  a set o f  s im ple  

quantita t ive  estim ate  is used. 'I'he em p h as is  is d one  on the  co llec ting  o f  data  ava ilab le  to 

d iscuss  the trends and im plications.

4.1 Sam ple Design:

T he sam p le  needed  to be d raw n  from econom ica l ly  im portan t industries  in w hich  small firm s 

p lay  a  substantial part. It seem ed  essentia l  that the chosen  sec tors  should  be rela tively  

h o m ogeneous ,  localized, reasonab ly  am enab le  to research  and also represen ta tive  o f  sm all 

firm w eak n esses  and s treng ths  ( B osw ell,  .1.). O bviously , to co m b in e  such d ifferent and  o ften  

co m p etin g  criteria w as  exceed ing ly  dilTicult. A  so m e  n u m b er  o f  b ran ch es  o f  N C B s  w ere  

involved  in the p rom otion  and  dev e lo p m en t o f  SM E s. T h is  s tudy  d id  not a ttem pt to co v e r  all 

b ra n d ie s  o f  N C B s; on ly  the representa tive  branches o f  N C B s  w ork ing  for the sam e purpose 

w e re  covered. T he  sam ple  S M E s w ere  identified through  the representa tive  sam ple  b ranches  

o f  N C B s.  A ll  the branches o f  N C B s  m igh t  have p ro m o ted  and deve loped  the S M B s o r  not. 

B ut it w as  not possib le  to cover all the b raches o f  N C B s  and  S M E s, because  o f  practical 

reasons, t im e constra ins,  for ex am p le  the study did not d em an d  to cover  all N C B 's  b ranches  

S M E s  to draw  genuine conclusion . 1 liat is wliy this s tudy  cove red  so m e representa tive  

S M E s  financed by the sam ple  branches o f  N C B s .

N am e o f  the sam p le  B anks N o o f  Selected b ranchs

Sonali Bank 4
Jan a ta  Bank 4
A gran i Bank 4
Rupali Bank 4
Total 16
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4.2. Selection M ethod o f B ran d ies  o f  NCBs:

O v er  :^ 4 .1 ^ b ra n c h e s  o f  all the N C B s  are w ork ing  in B ang ladesh  (A nnua l report o f  Sonali 

B ank, Jana ta  Bank, A gran i B ank  and  Rupali- B a n k j S l n  order to ynalyze liic credit 

p e rfo rm ance  o f  N C B s  to the S M E s  a total num ber 16 (Sixtdcn) leadliig b ra n d ie s  o f  N C B s  

w ere  se lec ted  from this popu la tion  using the fo llow ing  procedure:'

1. T he  N C B 's  branches that  financial services f o ^ th e  p rom otion  and  d ev e lo p m en t o f  S M E s  

w ere  identified  using  the fo llow ing  procedure .

a) R esea rch e r ’s ow n unders tand ing  on the activities o f  som e N C B 's  b ranches  as a  tacit 

k n o w led g e  was used in short  listing the b ranches  that p rov ide  financial serv ices  to the 

SM E s.

b) E x p e r ts ’ advices  w as  solic ited  in short listing the b ranches  o f  N C B s. T he experts  w ere  

the  un iversity  pro fessors  w ork ing  with N C B s  and  h igher level concerned  official 

w o rk in g  in N C B s.  T he  experiences  o f  the researcher as a C entral B anker  w as  fa rther 

con f irm ed  by shar ing  the k j iow ledge with  the experts.

e) A nnual reports o f  the N C B s  w ere  thorough ly  rev iew ed  to identify  the  N C B s  financial

serv ices  for the prom otion  and  dev e lo p m en t o f  SM E s. A nnua l  report a lso  p rovided

valuable  in fo rm ation  w here  p rog ram  and area  wise d isbursem ent,  ou ts tand ing , overdue 

and  c lassified  loan,

2. A nnua l  reports  o f  so m e  N C B s w ere  a lso  studied lo be m ore  sure that  these N C B s  branches 

w ere  n o t  o r  involved for the prom otion  and dev e io p m cn l o f  SM Es.

3. A n overv iew  o f  the annual reports  o f  the N C B s identify the types o f  the N C B 's  financial 

scrviccs lo SM Es. A s  the study locus on ihe pronio lion  and deve lopn ien t  S M E s the N C B 's  

branches hav ing  less than 5 years  experience  in S M E s  arc exc luded  from the sam ple. 

A p p ly in g  these procedure  the n u m b er  o( N C B s ’ branbhes were s ign ifican tly  reduced.

4. T h e  opera tion  o f s o m c  branches o f  the N C B s w ere  rural based, and so m e  are u rban  based. 

The N C B s ’ b ranches  m ore  w ere  co n cem ed  for urban  and su l> urban  S M E s  d ev e lo p m en t . 

T he  b ranches  o f  urban  that w ere  conccrncd  w ith  financial scrviccs for Ihe p rom otion  and 

dev e lo p m en t o f  S M E s  were selected by random  sam pling,
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: 4.3 . M ethod o f  Selection o f  SM Es:

r i ierc  w e re  s teps  llial w ere  Ib llow ed in llic se lcclion p rocedure  ol' S M lis  lor the
I

L  prom otion  and d ev e lo p m en t  by the sam ple  b ranches  o f  N C B s.

L  N u m b e r  o f  S a m p le  o f  S M E s :

L
It w as  n ecessa ry  to d e te rm in e  tlie n u m b er  o f  S M E s before se lec ting  the sam ple  SM H s to 

be included the sam ple .  T he  sam ple  16 (S ix teen) branches o f  N C U s sanc tioned  and 

d isbursed  lo a n  for the p ro m o tio n  and  d ev e lo p m en t o f  S M E s  at D haka  and  by the side o f  

D haka, 300 S M E s  that w ere  taken as sam ple  en terp rises  by the random  sam p lin g  m ethod

to di;aw genuine conclusion .
V _____ -

Sclcction  o f  S tu d y  Area:

T he  b raches o f  N C B s  had their ac tiv ities  th roughou t the country . B ecause  o f  l im e and  

resource  constra in ts ,  the study did not a ttem pt to co v e r  all areas, ra ther the  represen ta tive  

areas w ere  covered .  W e selected the b ran ch es  o f  N C B s  at D haka  described  before. 

So, for the co n v en ien ce  o f  the study  w e selected  en terp rises  at D haka  that  w ere  rece ived  

financial serv ices  for p rom otion  and  deve lopm en t from  sam pled  branches o f  N C B s.

h ifo rm al d iscuss ion  with  the director, o ff icer  o f  N C B s  either o v e r  te lephone  or face to 

face co m m u n ica t io n  also helped  to co ticiudc s im ilar findings about the location  o f  N C B s  

operation, fh e  sc lec tcd  N C B s  regard ing  S M E s d ev e lo p m en t were found m ostly  urban  

based. A rev iew  o f  N C B s  annual reports  revealed  that on an average ap p ro x im a te ly  80%  

o f  the opera tion  regard ing  S M E s w ere  in the urban  areas and  sub -u rban  areas  and  o thers  

w ere  opera ting  in the rural areas. B ccause the N C B s w ere  m ostly  u rban  orien ted , 100%  

o f  their sam ple  en terprises  w ere  selected  from  urban  and sub-urban  areas, specia lly  at 

Dhaka.
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L 4.4. Data Collection iind Analysis:

D ata  co llec tcd  from the sam ple  S M L s and  N C B s  atui o ther sourccs  us ing  Q uestionnaires .  

Sources o f  data, co llec tion  m ethods  an d  p rocedures  and analysis  m e th o d  etc. arc detailed 

below;

S ources  o f  Data:

F or the purjiosc o f  the s tudy  data  w ere  co llec ted  from  both  p r im ary  and  secondary  

sources. In fo n n a t io n  regard ing  the N C B s  w ere  co llec tcd  from  p r im ary  and  secondary  

data  and  m form ation  about N C B ’s financial serv ices  for the p ro m o tio n  and dev e lo p m en t 

o f  S M E s w ere  co llec ted  from  prim ary  and  secondary  sourccs.

P rim ary  Sourcc.s:

M o st o f  the p r im ary  data  w ere  collcctcd  from the branches o f  N C B s  that l inanced

sam pled  S M E s  and  so m e re levan t p r im ary  da ta  w ere  co llcc ted  from the head  o ff ices  o f

N C B s.  The o w n e rs  and  m an ag ers  o f  tiie S M E s  w ere  considered  as the m ain  sources  o f

data. S o m e  p rim ary  data  w ere  co llec ted  from the N C B s ’ experienced  off ic ia ls  abou t  the 

S M E s and  the N C B s.

Secondary Sources:

S econdary  d a ta  w ere  co llec tcd  from various pub lished  &  unpub lished  docum en ts .  'ITiese 

w ere  the books, jo u rn a ls  arliclc.s, new spapers ,  aniuiai reports. A  gen ius  nu n ib cr  o f  

artic les on S M E s ’ financial .services in the particu lar  w ere  rev iew ed. A nnual reports, o f  

m ost o f  the N C B s  hav ing  en terprise  deve lopm en t p rogram  w ere  consulted . T he  library o f  

B ang ladesh  B ank, W orld  bank, IMI-', Sonali Bank, A grani bank, Jan a ta  bank, Rupali 

bank, SSC IC , PKSI-, B IB M , B M D C , Dliaka university  ctc, w ere  used to collcc t 

secondary  data  . U npublished  Ph. D. dissertation , research reports, research m onograph , 

S em inars  and  In ternational C onfe rences  o f  S E D F  at C hina-M aitr i  con ference  center, 

2005 p roceed ings  also w ere  used as secondary  data  sources.
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4.5. M ethod o f  Data Coliectioii:

A s staled  earlier, da ta  w ere  co llcc tcd  Irom prim ary  and  secondary  sourccs. S econdary  data 

w ere  co llec lcd  by desk  icscarcli. [lie literature m ater ia ls  for tlesk researcli w ere  coIlectcd 

from  the var ious  libraries as s tated  earlier . S eco n d ary  d a ta  w ere  m ostly  co llcc ted  in person  

by the rescareher. Prim ary  data  w ere  collcted  from  tw o  sources; N C B s  an d  S M E s  financed 

by N C B s.

P rim ary  Data CoHection liistriiinciits:

P rim ary  d a ta  w ere  co llec lcd  th rough  formal queslionnaircs .  T w o  sets o f  ques t ionnaires  w ere  

deve loped  w ith  a m ix tu re  o f  m ultip le  choice , rank order,  d ich o to m o u s  and  open  ended  

questions. Both  sets o f  questionnaires  w ere  d raft and designed  with  such  questions that 

satisfy  the ob jectives . A  pilo t study w a s  co n d u c ted  to test the ques tionnaires .  T he  

q ues tionnaires  w ere  fm aiized  in con su h a lio n  with the supervrsor  in v iew  o f  the experience  

gathered  du ring  the p ilo t test. T he  ques t ionnaires  o f  the N C B s  w ere  prepared  in English  and 

the questionnaires  for the S M E s financed by N C i i s  also have been  p repared  in English. 

H ow ever,  du ring  in terv iew , vernacu lar w as used w hile  ask ing  questions. T he  questionnaires  

w ere  filled in by  the resea rcher  him self. T he  ques t ionnaires  w as  deve loped  us ing  com pute r-  

co d in g  sys tem  to exped ite  data tabulation  and  da ta  processing.

4.6. Data Collection Procedure:

D ata  w ere  co llec lcd  from p rim ary  sourccs  using  a range o f  techniques such as face to face 

in terv iew  in a fr iendly  env ironm en t,  te lephonic  in lcrv iew s and inform ational d iscuss ion  etc. 

these are a rranged  below :

a) Face  to Facc  Intcrv'icw:

Ail the N C B s  assisted and  non-assis tcd  S M I: cntrcprcncLirs w ere  in terv iew ed  face to face. 

M o st  oi the ques tions  w ere  m em orized  lo expedite  the data  co llec tion  work. T he  S M E  

en trepreneurs  and Ihcir representa tive  (M an ag ers /em p lo y ees)  w ere  asked  questions in 

Bengali,  the native  language , and the ques t ionnaires  w ere  filled in and co d in g  system  w as 

devised  for co m p u te r  only. T he  personnel o f  the N C B s w ere  in terv iew ed  personally  on a
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prio r  schedu led  time. S o m e  o f  the o lf ic ia ls  ol the N C B s  w e re  too  busy  to give in te rv iew  and  

m ad e  a request to visit an o th e r  day, though in terv iew  tim e w as schedu led  and  eo n l l rn ied  by 

te lephone . T hey  w ere  asked  ques tions  in both E nglish  and Bengali  based  on  their  skill in 

language.

b) F r ien d ly  C onversations:

W liile co llec ting  data  th rough  face to face in terv iew , a  fr iendly  en v iro n m en t  w as  m o re  

d em and ing . S o m e o f  the in terv iew ees  felt shy to speak  as they w ere  not educated  o r  on ly  

p r im ary  passed  or well educated. A ttem p ts  w ere  m ad e  to m ake  the en v iro n m en t  m ore  free 

and  fr iend ly  so that they did not hesita te  to talk and reply  the questions. It w as  found that in 

m ost  o f  the  case  w here  the en v iro n m en t w as  friendly  en o u g h ,  tlie S M E s  en trep reneu rs  did 

no t  h ide  any  in fo rm ation  ab o u t  their en terprises  and  N C B s.  I'hc offic ia ls  o f  N C B s  w ere  also 

in terv iew ed  in a  friendly env ironm en t.

c) T c lcp h o n ic  Interview :

T h e  key off ic ia ls  o l  all the sam pled  N C B s w ere  co m m u n ica ted  over  te lephone  a lthough  they  

w ere  in terv iew ed  face to face. I c lc p h o n e  calls w ere  m ad e  to m ake an  ap p o in tm en t  to fill in 

the ques t ion  through face to face interview . Ic lc p h o n e  calls  were also  m ad e  to k jiow  som e 

in fo n n a t io n  that w as  not co llec ted  du ring  the in terv iew  tim e or to ga ther o ther inform ation  

for the research. O n ly  the off ic ia ls  ol the N C B s w ere  te lephoned  to co llec t  som e inform ation . 

N o n e  of the N C B s-ass is ted  SMl'..s en trep reneur  w ere  talked to over te lephone .

4.7. Data Analysis Procedure:

A fte r  collec tion , data  w ere  tabulated  and ana lyzed  w ith  the help o f  com puter ,  T he M icrosoft  

Excel p rog ram  w as used in ana lyz ing  the co llcc ted  p r im ary  data. T o  m easu re  p erfo rm ance  o f  

S M E s, co llec ted  D a ta  can be ana lyzed  through Statistical softw are . S ta tis tica l P ackage  for 

Social Science (S PSS),  M icrosoft  ExccI P rogram  I'SS ( f in a n c ia l  S preed  Sliced ) and 

f in a n c ia l  ra tios analysis . In the thesis  to m easu re  perfo rm ance  o f  SM E s. only  financial ratios 

ana lysis  w as  used.
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4.8. M ethod  o f  D eterm ining D em and o fS M E s  
and Supply by NCBs for Financial Scrviccs.

4.8.1. M ethod o f  D eterm ining Supply for Financial Seryices by NC Bs

T he fo llow ing  p rocedures  w ere  m ain ta ined  to de te rm ine  tlic supply  o f  financial serv ices  by 

N C B s. T o  study  the research , the representa tive  16 (six teen) b ranches  o f  N C B s  w o rk in g  for 

J the sam e purpose w ere  selected  as sam ple  and  300 S M E s  w ere  selected  th ro u g h  the

represen ta tive  sam ple  b ranches  o f  N C B sr

L

M

I

a. Q u estio n n a ires  D eveloped  for  N C H s O fficials:

T o de te rm ine  financial scrv iccs  supp lied  by N C Iis ,  the sam p le  loan app lica tion  and  loan 

proposa l o f  b ranches  w ere  exam ined . T o  collect these data, two sets o f  ques t ionnaires  w ere  

deve loped  for d irec to rs  and  ofiic ia l  o f  the N C B s  w ith  m ix tu re  o f  m ultip le  choices, rank 

order, and  d ich o to m o u s  and  open-ended  questions. B oth  sets  o f  ques tionnaires  w ere  drafted  

and  designed  with  such  questions that ju s t ify  the objectives .  All the sam ple  N C B s ’ d irec tors  

and  officials w ere  in terv iew ed face to face to their offic ial desk  w h ile  co llec ting  data  

through  face to face in terv iew  a friendly  en v iro n m en t w as  m ore  dem and ing .

b. Q uestionn a ire  D eveloped  for SMKs:

T w o  sets o f  ques t ionnaire s  w ere  also deve loped  lor ow n e r  m anager  and officials o f  N C B s  

supported  SM l'S  for co llec ting  rcscarch oriciilcd data. All the sam ple  N C B s  assis ted  S M E s ' 

en trepreneurs  and  off ic ia ls  w ere  in terv iew ed face to facc.

c. C h eck  InvvarU and O u tw ard  Kcj»ister;

N u m b er  o f  loan app lica tions  w ere  inw ardcd  at b ranches o f  N C B s  and  n u m b er  o f  loan 

d isbu rsem en t sanctioned letter ou tw ardcd  w ere  checked  by these register. Loan app lica tion  

o f  en trepreneurs  w ere  g iven entry  at inw ard  reg is ter .Actual n um bers  o f  S M E s loan 

app lica tion  could be ch cck cd  here.
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1 he na tu re  o f  loan app lica tions ,  sanc tion  ol loan, d isburse  o f  loan, causcs  o f  can cc lin g  loan 

app lica tion ,  sanc tion ing  p rocedure ,  causcs  o f  delay  loan sanction, pe r fo rm an ce  o f  applican ts  

w ere  collccted  from  this file. B y  this file I observed  that 2 5 %  o f  S M E s  loan app lica tions 

w ere  sanc tioned  or d isbursed  for starting S M E s business  w hile  about 7 5 %  o f  S M E s w ere  not 

d epend  on  d eb t  capita l a t all for their starting  business. 300 sam ple  app lica tions o f  S M E s 

w ere  checked .  It w as identified  that the N C B s supplied  financial .Services to a sm all 

p ropor tion  (25% ) o f  the S M E s for their p ro m o tio n  the N C B s  also  supp lied  financial 

serv ices  m ajo ri ty  p ropor tion  (7 5 % ) to the S M E s  en trepreneurs  for the ir  d e v e lo p m e n t .

d. Check tlie File o f  Loan and Advancc.

 ̂ i/ p ro m o tio n  sec to r 2 0 %  o l dem an d  o l S M E s en trepreneurs  w ere  enter ta ined  w here  B0%

L  o f  loan applica tion  w ere  no t sanc lioned . The 5 0 %  o f  dem and  o f  S M E s  w ere  enter ta ined  in

the d ev e lo p m en t sec to r  w here  5 0 %  w ere  not sanctioned.

e. C h ee k  L oan and A d v a n tc  S u b s id ia o '  L ed g er  B ook.

It is the final reg is ter to entr}' sanc tioned  and  d isbursed  loan to SM E s, repaym en ts  o f  loan 

w ere  also  described in the ledger. A m o u n t ol w ork ing  capital and  long te rm  capital w as 

described  in this ledger separately .
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4.8.2.  M ethod o f  Determining  D em and for Financial Services:

T o  de te rm ine  d em an d  lor fm ancial services o f S M E s  the representa tive  16 (six teen) branches

o f  N C B s  p rov id ing  support  to the S M E s  w ere  selected. A n am o u n t  o f  300 SM I'S 

^  se lec ted  from  the representa tive  sam ple  b ranches  o f  N C B s.

-
N a m e  o f  the sam ple  B anks N o  o f  Selected  branchs N o  o f  S M E s

- Sonali B ank 4 125

Jana ta  Bank 4 75

- A gran i  B ank 4 50

i ' -
R upali  B ank 4 50

1L— Total 16 300

a. Questionnaires Developed for NCBs and Omcial;

T o  es tim ate  d em an d  o f  fm ancial serv ices  o f  SM Hs, the loan app lica tion  and  loan  proposal 

o f  b ranches w ere  verified. To collect those data , tw o  set o f  ques t ionnaires  w ere  deve loped  

for d irectors and  o ific ia ls  o f  the N C B s  w ith  m ix tu re  o f  m ultip le  choices, m ark  order 

d icho tom ous  and  o pen  ended  questions. B oth  set o f  ques t ionnaires  wore draft and  des igned  

w ith  such  questions that ju s t ify  tiie objective. M I the sam ple  N C B s ’ D irectors  and  offic ia ls  

w ere  in terv iew ed  lace  to face at their ofllc ial desk s  w hile  co llec ting  d a ta  th rough  in terv iew  

a fr iendly  en v iro n m en t was m ore  dem and ing . By this questionnaires  it w as  poss ib le  to 

d e tem iin c  the d em an d  for financial serv ices  o f  S M lis  required.

b. Q u estio n n a ires  D eveloped  for SM E s:

fw o  set o f  ques t ionnaires  were deve loped  for ow n e r  m anager  and  offic ia ls  o f  N C B s assisted  

S M E s  for co llcc ting  research oriented  data. All the sam ple  N C B s  assis ted  S M E s  

en trepreneurs  and  off ic ia ls  w ere  in terview ed face to face a friendly en v iro n m en t w as  m ore 

dem and . B y  this questionnaires  dem and  o f  financial services o f  SM E s, w ere  de term ined  

m o re  easily . T hey  felt need  m ore  w o rk in g  capital and long term  capita l  o f  S M E s which 

were es tim ated  by questionnaires.
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c. V erification  tlic File o f  L oan  and A d van ce  o f  S M E s.

Aiiiouiil o f  loan sanclioncti,  nature o f  loiin. ajTiiIica(ii)n piDcctlurc vvcrc ju s l if icd  by the files 

o f  S M E s. T he S M R s applied  for three k inds  o f  cash  crcdit as, a) long  te rm  loan, b) M id  term  

loan, e) w ork ing  capital. A pplication  p rocedures  w ere  not so sim ple . T h e  SM Hs generally  

w ere  in terested  lo apply  for w o rk in g  capital that w ere  k now n  from  the S M E s  file. T he  2 0 %  

S M E s  applied  for long term  capital w hile  the 5 0 %  o f  S M E s  applied  for M id  te rm  loan o f  

their d em an d  to im port  Ihc raw  m aterial and accessories  o f  their products .

d. L oan  Files o f N C l l s

f o  s tudy the loan files o f  N C B s the am oun t o f  d isbu rsem en t o f  loan the na tu re  o f  loan 

applied  by S M E s  w ere  jus tif ied .  A m o n g  the loan app lica tion  o f  300 S M E s, 15 S M E s  applied  

to start their business ,  225 S M E s  applied  to support  g row th  their bus iness  and  60 S M E  

app lied  the N C B s  to repay  cred it that w as  received  from  o ther  fm ancial institu tion  or friends.

m in im u m  1600 loan a])plications at sam ple  16 (sixteen) b ra n d ie s  o f  N C B s o f  

verif ied  only  300 loan applications. l-,ach and every  sub jec ted  m atte r  o f  300 

S M E s app lica tion  w ere  cotxeclcd. B ut all the S M E s loan  were not d isbu rsed  due  to lack o f  

fund o f  N C B s.  All the en trepreneurs  o f  S M E s needed  w ork ing  capital to con tinue  their 

business. 33 %  oi S M E s ’ needed m id term loan to im port  raw m ateria ls  o f  the ir  products . 

T he  expor t  o rien ted  garm en ts  and  hosiery , needed  m id  term  loan lo open  im port  L/C  for 

their raw  m ater ia ls  and  accessories. T he 7 5 % o f  S M E s  w ere  identified that they  needed  long 

te rm  loan to expand  their business,  the 20 %  o f  S M E s  en trep reneu rs  w ere  d irec tly  d ep en d  on  

the financial serv ices  o f N C i J s  to prom ote  their business. M ajority  ( 80% ) o f  S M E s  w ere  

applied  for second  tim e loan w hile  abou t 20%  of a[iplication were for third t im e to repay  the 

loan to o ther sources, the 6 0 %  SM l-s  received  crcdit from N C B s. T he  2 0 %  o f  S M E  w ho  

applied  lor credit to p rom ote  p rocess  o f  their en terprise  and used the in v i^ ^ n e n t  s ize  o f  the 

business. It w as  also  observed  llial 2 0 %  ol S M E s applied  for additional loan lo add  n ew  

product or  services lo their original p roduct and oilier for additional crcdit from N C B s  to 

repay  their personal crcdit received from re la tives and friends lo finance the g row th  

process.
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4.9. M ethod o f  Determ ining Credit Perform ance

T he  m a in  objec tive  o f  tiiis d isserta tion  w as lo evaluate  the cred it  p e r lb rm an ce  o f  the N C B s, 

de term ined  iii p rom otional  and  d ev e lo p m en t aspect. T h e  credit p e rfo rm ance  depends  on  the 

perfo rm ance  o f  the S M Iis ' m anagem ent,  'I'he credit pcri’o rm an ees  o f  the N C B s  w as  m easured  

on the basis  o f  the p erfo rm ance  o f  the S M E s in p ro m o tio n  and  d ev e lo p m en t  that w as 

m easu red  after rece iv ing  the cred it from  the N C B s.

P e r lo rm an c c  inc ludes  both  the past and  present operational pe r fo rm an ce  o f  the en terprises 

and  is m easu red  in the m arket,  p ro d u c tio n  and  in overall  financial and  profit term s 

(M ia, 2000).

Sam uel E ilon  (1992) s lated  financial key  m easu res  o f  corporate  per fo rm an ces  o f  a  firm. 

Typ ica l  m easures^ include; profit, profit m argins,  return on investm ent,  re turn  on assets  or 

equity , and  earn ings per share, w h ich  are refiected  in their IVE (P rofit- to -earn ings) ratio 

R etu rn  on equity  (R O E ), R eturn  on capital em p lo y ed  (R O C E ),  N e t profit  m arg in  and  asset 

turn.

H aro ld  K erzner (1984) sta tes  that ack n o w led g in g  the realities o rgan iza t ion  are  m easu r ing  

perfo rm ance  o f  their project m anagers ,  in at least two areas;-

1. B usiness  result as m easured  by  profits , con tribu tion  m arg in ,  re turn  on  investm ent,

n e w  business,  and  incom e; also on  tim e delivery , m ee ting  contractual requ irem ents ,  

and  w ith in -budgc t  perfo rm ance .  '

2. M anageria l  pe r fo rm an ce  as m easured  by overall project m an ag em en t  effec tiveness ,  

o rgan iza tion ,  d irection  and  leadership , and team  perform ance.

y
O n the o ther  side ol tlie p ro jec t o rgan iza tion ,  resource m anagers  or p ro jec t  personnel are 

being  assessed  prim arily  on their ability  to direct the im p lem en ta t ion  o f  a spec if ic  pro jcc t 

I subsystem ;

1. T echn ica l  im p lem en ta t ion  as m easu red  aga ins t  requirem ents ,  quality , schedu les  and 

cost targets.

2. T eam  perfo rm an ce  as m easu red  by ability to staff, build an effec tive task  group, 

in terface with o ther  groups, and integrate am o n g  various functions.
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H a m p lo n  (1 998) said that the financial ana lysis  is to de term ine  the  effic iency  and 

pe r fo rm an ce  o f  the f irm ’s n ianagcm en l rc llcc tcd  in llie Iinanciai rccord and reports. He 

used financial ratios to m easure  the perfo rm ance  o f  S M E s’ m anagem en t.  T he  ratios arc as 

follows;

1. L iq u id i ty  R a t io s .  T hese  exam ine  the adequacy  o f  funds, the so lvency  o f  the finn, 

and  the fim i 's  ab ility  to pay  its ob ligations w hen  due. C urren t  Ratio , Q u ick  R atio  or 

A c id  1 est Ratio , Ii.eceivable R atio  and  Inventory  fu rn  over  arc the L iqu id ity  Ratios.

2. P ro f i ta b i l i ty  R a t io s .  T hese  m easu re  the effic iency  o f  the firm 's ac tiv ities  and  its

ability  to genera te  profits. Profit  M argin , G ross  Profit  M arg in ,  A sset T urnover ,

R etu rn  on Equity , E arn ing  P ow er,  and  T im e Interest E arned  are the P rofitability  

R atios  and

3. O w n e r s h i p  R a t io s .  Ih c se  are  generally  linked d ircctly  or  indirectly  to profits  and 

liquidity. Ih e y  assist the s tockho lder  in eva lua t ing  the firm 's activ ities  and  polic ies  

that affec t the m arke t  p r icc  o f  the co m m o n  stock E arn ing  Per Share  (E PS), Price 

E arn in g  Ratio , Capital S tructure Ratio  a) D cb t-E qu ity  Ratio , b) D eb t-A sse t  Ratio  

and  D iv idend  R atio  arc  the O w nersh ip  Ratios.

L. R. C h u w d h u ry  said (2002) that no one ratio will give a c lea r p ic ture  o f  the inherent 

soundness  or  w eak n ess  o f  a bus iness  unit. Several ratios shou ld ,  therefore , be  con s id ered  to 

get a com ple te  picture.

A  banker and the ana lysts  arc prim arily  co n cern ed  with the liquidity position  o f  the 

borrow ing  concern . T he  purpose  o f  liquidity ratios is to ascerta in  the  so lvency  o f  the 

co m p an y  and  its ability  to rem ain  so lvent ev en  in difficult times. T hese  are in tended  to 

ascertain  the c o m p a n y ’s ability  to pay o( f sh o r t^ cn i i  obligalions. In o rd e r  tliat ratios serve as 

a tool for financial analysis. L. R. C h o w d h u ry  c lassified  financial ra tios that are as follows:

(i) F I N A N C I A L  R A T I O

(ii) r U R N O V E R  R A H O

(iii) P R O F I T A B I L I T Y  R A H O .
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r To m easu re  p e r fo rm an ce  o f  S M E s  collcc ted  D ata can be ana lyzed  ih rough  Statistical 

so ftw are . S tatistical Pacl<age for Social Scicncc (S P SS ),  M icroso f t  Excel P rogram  1-‘SS 

(I 'inancial Spread  Sheet) and  Financial ra tios analysis, in the thesis to m easu re  the 

p e r fo n n an c e  o f  S M E s, on ly  financial ratio ana lysis  was considered .

In this thesis the d ev e lo p m en t perfo rm ance  o f  the S M E s w as  m easu red  by 

F I N A N C I A L  R A T I O ,  1 U R N O V E R  R A I ' I O  a n d  P R O F I T A B I L I T Y  R A T I O  w hich  were 

Q uan tita t ive  variab les  and  used to m easu re  the prom otional p e rfo rm ance  o f  the SM E s.

I f  the L iquid ity  Ratios and  P rofitability  Ratios arc high after rece iv ing  credit from  the N C B s ,  

the p e rfo rm ance  ol S M E s  is said to be higii and  vicc versa.

But i f  the D cb t-E qu ity  R atio  and  D ebt-A sse t Ratio o f  a firm arc low er after receiv ing  credit 

from  the N C B s,  the p e rfo rm ance  o f  S M E s  is said to be better and  vicc versa.

T he  co llec ted  quantita t ive  data  w ere  used to de term ine  financial ana lysis  or financial ratios. 

T he  p e r fo rm an ce  o f  the S M E s  w as  m easu red  by the financial Ratios, D epend  up  on the 

ana lyzed  ratios, the results w ere  found, par ticu lar and  re levan t conc lus ions  w ere  draw n.

- o -
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Chapter- 5

Study Results
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5. Stiulv Results:
T his  chap tc r  dea ls  w ith  result  o f  the study. T he  charac te ris t ics  ol' the sam ple  

en terprises  and  the en trepreneurs ,  the salient features o f  the fniancial services o[ the 

N C B s  studied , the d em an d  o f  the S M E s  for financial serv ices  o f  N C B s  and the supply  

o f  financial serv ices  by the N C B s  arc presented  in this chaptcr.

/
5.1. Characteristics o f  SM Es

T h e  sam ple  S M E s  w ere  charac terized  by  so m e co m m o n  variables.  T hese  were 

locations o f  the en terp rises ,  nature o f  opera tions,  nature o f  p roduc ts ,  s ize ol capital, 

ow nersh ip  pattern  and  m an ag em en t,  sources  o f  capita l,  age and  sex o f  the 

en trepreneurs ,  educational background , marital status, experience ,  m o tiva tion  behind  

s tarling  business ,  nature  o f  Hnancia! services, loan si/.e, cos t  ol N C B s  financial 

services, period o f  loan received, m ode ol' rc iiaym ent o f  loan and  Sources o f  

rep ay m en t o f  loan  as follows:

5.2. Location o f the Enterprise:

M o st  o f  the S M E s w ere  urban  based. All tiie en terprises  w ere  located  in the urban 

and sub  urban  areas  o f  Savar, G az ipu r ,  M an ikgong , Sarulia  ol Savar ,  M irpur,  

N o ab g o n j,  B ad d a  and  S ham pur C onm icrc ia l  area. O ne  third (33% ) o f  them  were 

locatcd  in Sub  urban  areas o f  G az ipu r  Sadar, Savar, M egiina, S h am p u r  C om m ercia l  

A rea , Sharulia ,  and D em ra. T w o  third (66% ) S M E s w ere  locatcd in u rban  areas such 

as M anikgon j Sadar,  M irpur,  M o h am m ad p u r ,  R ayarbazar and  B ad d a  in D h ak a  City.

N ature o f  business No. u l 'S M l 's
—------ 1------ ----

U rban area S ub-urban  area
M anufac tu ring 75 50 25
'I 'rading 150 100 50

Serv ice 75 50 i 25
300 200 100 :
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All o f  S M B s concciilraLctl ihcir operations in M am ilaclu t ing, I'liiding or Scrviccs 

rendering  activities. T he  25%  o f  SM lIs  w e r e  involved in m anufac tu ring  activities, 

w hile  5 0 %  S M E s  w ere  only engaged  in trad ing  activ ities  an d  the rest 25 %  

en terprises w e re  in serv ices  oriented enterprises.

5.3. N ature o f  Operation:

P ercentage d is(ributionofSM E s by I heir
N a tu re  o f  business
M an u fac tu rin g
T rad ing
Service

N o. o f  S M E s
75
150
75
300

m iducts.
percen tage
25 %
50%
2 5 %
100%

5.4. N ature o f  Products:

S M E s, financed  by  N C B s  w ere  engaged  in m anufac tu ring ,  trad ing  and  services. 

M anufac tu ring  en terprises  w ere  m o s tly  in m ak in g  househo ld  lead pot, food item with 

m ilk . G a n n e n ts  p roduc t and  their accessories .  H osiery  item, brick, iron rod, flat bar, 

square bar, cleclric coil, etc and m ad e  o f  m ud m ad e  o f  m ud, houstf"hold products  

included  b am boo  m ade  kula, s trainer, dhool,  sh o w  picccs, flow er Ip se ,  ja r ,  pot, T o b  

ctc. and  the food  item s w ere  sweet, yogurt ,  m atha, ctc m ade  o f  milk, t ie s id es  som e 

w ere  en g ag ed  in fish cultivation. I rad in g  en terprise  nn)stly buy ing  and  selling o f  

foods items, ricc agcncy , flower, g roceries,  seasonal iruits, I’lsh, fh e rc  were cloth 

traders, s tationery , m ob ile  set and  their accessories ,  com puter ,  hard -w are  and  their 

accessories ,  aq u a  culture , bu ild ing  construc tion ,  M oney  exchange ,  gold shop 

ccram ics  item s, bath lop, pan, tiles iiiid ba th room  fiitiiigs d o ,  Serv ices  rcildprihg 

en terprises w e re  the buy ing  hou.sc, Indcntor, Diagno.stic ccnter.  N urs ing  hom es.  

T raveling  and  Hajj agencics ,  the ta ilor and  hair-dresser.
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5.5. Size o f Capital:

T he  S larl-up capital m o s t  ol' S M lis  w ere  2 lo 5 lac. 'I Iiey w ere  s larling  llicir 

bus iness  by ow n ed  capital. 2 5 %  o f  S M R s dep en d ed  on Hnancial serv ices  o f  N C R s. 

T hey  depend  on  N C B s  for w o rk in g  capita l.  M id -te rm  and  Long-term  capital.

Percentage distrihulion o f  SM Es by their Size o f  capital:

Size o f  capital

Tk. 2 to5 lac
T k .6 to 20 lac
Tk, 21 lo  50 lac
Tk. 51 lac to 1 crore
Tk. l . I  crorc to 1.5 crorc

Tk. 1.6 crorc to above

No. o f  S M E s

180
45
30
24
12

300

Percen tage

60 %
15%
10%
8%
4%
3%
100

L

5.6. O w nership  Patern and M anagem ent:

T he en terp rises  w ere  opera ted  by one m an  m an ag em en t ,  k n o w n  as p roprie to rsh ip  

enterprises.  S o m e  opera ted  under partnersh ip  ag reem en t and som e w ere  operated  

u n d e r  com pany . A lm o st  all o f  the SMl-^s llnanced  by N C B s were p roprie to rsh ip  and 

partnership . A  few  S M E s  w ere  co m p an ie s  fm anccd  by N CH s.

PercentaRe dislrihtjlion o f  SMEs by Ownership and Mana^etnent.
O w nersh ip N o. o f  S M E S ^  ^ a n a g e m c n t Percen tage

Proprie torsh ip 225 ■■ ■ O w n ^ -M a n a g e m e n t 75%
Partnersh ip . 45 , 1 laired S la f f  M an ag em en t 15%
C om pany 30 /  do 10%

300 y  ■ 100

: ^ r
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T he  s ta rl ing  capita l o f  SM I'S  was not I'ully rcccivcd from N C B s  and  o ther  financial 

Institution. I he 9 0 %  ol S M E s  w ere  started by. 0wrt-fi|n<J- ^ he 10% o f  S M E s w ere  

totally  d ep en d en t  on  N C B  and o ther financial institution to start their  business.

5.7. Sourccs o f  Capital:

L

PercenUtge dislrihudon o f  SMEs by Sourccs o fC apila l /

N ature o f  business No. o f  S M E s ow n sourcc loan
. ^

M anufac tu ring 75 75 0 /
T rad ing 150 130 20
Service 75 65 10 /

300 270 30 7 ^

Conclusion;

T h e  charac teris t ics  o l  the S M B s lead to the conc lus ion  that financial scrvicc 

rece iv ing  S M E s  w ere  p ropr ie to rsh ip ,  par tne rsh ip  and  c o m p an y  o w n e d  and  m an ag ed  

by  m ale  and female en trep reneu rs  in rural and u rban  areas. T hey  w ere  engaged  in 

p ro duc ing  or trad ing  and scrvicc oriented concern . 1 hey  w ere  able  to crcate 

em p lo y tn cn t  opportun it ie s  for m ore  than large industries. I’hc S M E s  received  only  

financial serv ices  from N C B s.
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L 5.8. Characteristics o f  Entrepreneurs o f  SM Es

L

T h is  scc lion  dea ls  wilh tlic age, sex, marital status, education ,  cxpcricncc o f  

en trepreneurs  and  causes  o f  m otiva tion  to start their business.

1. Age o f  the Entrcprcnuiers

T h e  age o f  the N C B s ’ ass is ted  en trep reneu rs  w ere  20 to 50 years old. B ut younger  

p erson  partic ipa ted  m ore  than old ag e  w ith  SM Es.

Percentage dislrihulion o f  the NCBs assisted SM E s’ Entrepreneurs by their age

A g e  o f  E n trep reneur No. o f  S M E S I’creen tage

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

300 100

L
2. Sex ;

T h e  S M E  w ere  o w ned  and m an ag ed  by tlic m ale  and fem ale  en trepreneurs .  T h e  80%  

o f  N C B s-  assisted  en trepreneurs  w ere  female and  20 %  w ere  female.

Percentage distribution o f  the N C B s' assisted SMEs ’ Entrepreneur by their Sex

Sex No. o f S M E S P ercen tage

M ale 240 80%
F em ale 60 20%

300 100%
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3. Educational Background;

'I hc 10% o f  cn lrcp rcncurs  crosscd the p rim ary  level, 4 0 %  o f  cn lrep ren cu rs  crosscd 

SSC , 30%  o f  en trepreneurs  crosscd  IISC , 2 0 %  o f  en trepreneurs  w ere  graduates ,  

20%  o f  en trep reneurs  w ere  post graduates.

Percentage o f  NCBs ’ assisted SM Es  ’ entrepreneur by years o f  schooling

Y ears o f  schooling

Prim ary
SSC
H SC
G raduate
Post-g radua te

No. o f  S M E S

30
120
90
60
60

300

P ercen tage

10
40
30
20
20
100

4. Status :

A  m ajority  (80 .5% ) o f  NC13s’ assisted  SMLis’ en trepreneurs  w ere  m arr ied  and  a 

sm all po rtion  N C B s ’ assisted  S M H s’ en trepreneurs  (19 .5% ) w ere  unm arried .

L

L .

5. Experience:

50 %  o f  the N C B s ’ assis ted  en trep reneu rs  w ere  inexperienced. But som e o f  them  

had  som e kn o w led g e  ind irec tly  gained  Irom otlier bus iness  c ither by  observa tion  or 

by  ask ing  som e ques t ion  ab o u t  the opera t ion  o f  o ther business. O nly  a  sm all portion  

w as  experienced  because  they w ere  engaged  with business  by their fam ily  status.

Percentage o f  N C B s ' assisted S M E s' entrepreneurs by their Experience

Experience Direct
experience

Indirect
experience

Total

B ntrepreneur with  experience 54(]}{) 30(10) 84(28)
E ntrepreneur with  no experience 210(70)

■ 6(2 ) "
_ 210(70)

M issing - 6(2 )
270 30(10) 300(100)

N.B. Figure in bracket represent the percentage.
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I
I

6. M otivation Behind Stin ting Business

T h e  m ain de te rm in an ts  o f  m otiva tion  o f N C B s ’ assislctl SM F,s’ en trep reneurs  w ere  

unem ploym en t.  R esides ,  fam ily  influences , h usband  asked  to do  som e th ing  as 

educated  wife, d ischarge  from  jo b ,  need for supp lem en ta ry  incom e w ere  the 

m otiva ting  factors o f  m ale  and  fem ale en trepreneurs .  Tlie en trepreneurs  w ere  

m otiva ted  to start business  by push  factor. O ne h a l f  o f  en trep reneu r were m o tiva ted  

by  u n em p lo y m en t  factor. O ne-fourth  o f  the N C B s ’ ass is ted  en trep reneurs  w ere  

m otiva ted  by the need  for supp lem en ta ry  incom e. O ne-fo rth  o f  the S M E s  

en trep reneurs  w ere  m o tiva ted  to start business as a professional bus iness  m an. A 

sing le  p ropor tion  o f  en trep reneurs  w as  determ ined  to start business.
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5.9. Characteristics o f  the NCBs' Financiiil Services

T he  S M E s ’ en trepreneurs  rcccivcd  financial sci*viccs in term s o f  w o rk in g  capital, 

short term capital,  m id term  capita l and long  te rm  o r  fixed capita l (A C S P D  circular 

no-01 o f  BB d a tc -02 -05 -2004  and  A C S P D  circular no-02 o f  BB date-  19-07-2005) 

from N C B s.

N ature o f Financial Services.

T h e  na tu re  and charac teris t ics  o f  the fm ancial  serv ices  are d iscussed  in term s o f  S ize 

o f  loans, cos t  o f  the financial serv ices , per iod  o f  loan rcccivcd  ctc.

1. Loan Size:

a) A C S P D  circu lar  no 01 o f  B B  date: 20 -12-1993  S M E s could  be rccc ivcd  up to 20 

lac.

b) A s p er  A C S P D  circu lar  no  01 and  02 o f  BB, da tc :-02 -05-2004  an d  19-07-2005 

respectively , S M E s could  be rcccivcd  T k2  lac to 50 lac.

c) A C S P D  circu lar  no  01 o f  BB date: 04-11-2001 , loan has no lim ita tion  but highest 

fixed capital o f  a firm (ag ro -bascd )  is limited by Tk. 3 crore.

d) A C S P D  circu lar no  01 o f  BB date; 2 6 -11-2002 , loan has no l im itation but h ighest  

fixed capita l o f  a  f irm  (agro-based) is limited by Tk. 5 crore.

Percentage o f  N C B s ’ ass is ted  S M E s ’ en trep reneu rs  by  their loan size

l .oan  size 'I'K No. o f  S M E S Percentage

2 lae-20 lac ()0 20
2 lac-50 lac 150 50
A s it need or no limitation 90 30

300 100
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2. Cost o f  N C B s’ Financial Services

C ost o f  Ihc N C B s ’ financial scrviccs were ca lcu la led  by iiUcrcsl. 1 he iiUcrcsl rales 

o t  N C B s  w ere  10-10.5% , 10% ,10 .5%  and 10-10 .5%  rcspcclivcly  for sonali bank, 

Jana ta  B ank , A grani B an k  and R upali B ank  for June, 2004 (Sourcc; B ang ladesh  

E co n o m ic  review , 2004).

3. Period o f  Loan Received

A s p er  c ircu lar  described  before S M E  loans were d isbursed  as a short term  or 

w ork ing  capita l,  m id  te rm  and  long term  or lixcd  capital, short te rm  or w ork ing  

capita ls  w ere  d isbursed  for one  year, M id  term  loans w ere  d isbursed  to S M E s  for 3 

years. L o n g  term  or fixed capita ls  w as d isbursed  to S M E s for 5 years.

4. M ode o f  R epaym ent o f  Loan.

A s per c ircu lar described  before W ork ing  capital w ould  be repaid with  tw o 

insta llm ents  in a year. M id term  loan w ould  be repaid  in a  5 ins ta llm en ts  w ith  6 

m on th  gracc per iod  in th ree  years. L ong term  capital w ould  be repaid  in a  9 

ins ta llm ents  w ith  6 m on th  gracc period in 5 years.

5. Sources o f  R epaym ent o f  Loan.

T he  en trepreneurs  repaid  their loans Irom their profit, capital,  o r loan from  o ther 

persons.

spurce  o f  loan j-epayment No. o f  SM Bs Percentage

P r o f i t , 120 1
Capital , 60 /  20
T ak in g  loan from  o ther 111 (  37 '
M issing 9 ■ - r

X ___________________ 300 100
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C oncluding R em ark.

L T he charac teris t ics  o I 'N C B s ’ financial serv ices  conc ludc  that N C B s ’ serv ices  were 

m ore  financial than n on  financial in natLiic. i 'inancial serv ices  o f  N C B s  were 

delivered  to S M E s  at a l im e at least twicc. 'I'he en trepreneurs  repaid their loan 6 

m o n th  insta llm ent with 6 m o n th  grace period from tlieir, capital,  profit, or taking 

loan from  other person.

5.10. Dem and o f  Financial Services

Small and  m ed iu m  enterprises  have dem and  for bo th  financial and non-financia! 

serv ices  for p rom otion  and  deve lopm en t.  T h is  chap te r  describes  w ith  an  analysis  o f  

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

D em and for Financial Services

All S M E s  received  financial serv ices  in the form o f  cash  loan from  N C B s ,  private  

com m ercia l  banks  (P C B s)  and o ther financial institutions. T hey  received  three kind o f  

cash  credit d isbursed  by N C B s  a) Long term  loan, b) M id-term  loan c), S hort- tem i 

loan o r  w ork ing  capital. I’he N C B s  d isbursed  this credit to SM B s d ep en d in g  on  their 

form er ru les and  regula tion . T here  w ere  no specia l ru les and regula tion  o f  N C B s  to 

d isburse  loan  to S M E s for p rom otion  and deve lopm ent.

1 ercen(age distribnHon o f  NCBs a.ssisled SM hx hy their catiscs o f  receiving loan 
from  NCBs.

causes  o f  receiv ing  loan from 
N C B s.

No. o f S M E S Percentage

T o start their en terprise 5
T o support  g row th ' . 2 2 5 ' 75
T o rep ay  loan 60 20
Total 300 100
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^  All en terprises  s tarted  their business  with  his o w n  capital but so m e  d ep en d  on deb t

capital. 'I'hc s tudy  revealed  that sm all n u m b er  (10% ) o l ' l l ic  en terp rises  w ere  totally  

d ep en d  on deb t capital w hile  about 90 %  o f  tiicm w ere  not a t al! d epend  on  deb t  

capital for the s ta rt-up  o f  their enterprises.

B ut one-th ird  o f  the en terprises (33% ) had deb t in their beg inn ing  capital. All

en trepreneurs  o f  SM13s need w ork ing  capital to con tinue  their business.  T he

en trep reneur  needs  m id -te rm  capital to im port  raw -m ater ia ls  o f  their products .  Export

orien ted  garm en ts  and hosiery  needed  m id -te rm  loan to open  im port  L /C  for their

raw -m ater ia l  and  accessories .  All the SM Hs needed  long  te rm  loan to expand  their

bus iness  o r  m ak in g  their factory  bu ild ing  for their Balancing , M odern iza tion ,

R ehab ili ta t ion  and  E xpansion  (B M R E ) and  set up  their m ach inery . H o w ev er ,  75%

" S M E s  w ere  directly  dep en d en t  on  the financial serv ices  o f  N C B s  to p rom ote  their

business. A bou t 80%  S M E s ’ en trepreneurs  expressed  their difficulties  in getting  loan

for p ro m o tin g  their business  w ithou t  collateral security  from  N C B s.  T he  de inand  or

need for additional financial serv ices  w as  also identified by  the frequency  o f  loan

rece iv ing  by the SM E s. H ow ever, 80 %  o f  SM E s' en trepreneurs  w ere  directly

d ep en d en t  on  tlie l lnancial serv ices  ol N C Iis  to prom ote  their business. M ajority

(80% ) o f  S M E s rece ived  loan m ore  than one time w hile  ab o u t  2 0 %  o f  S M E s  received

loan tw ice  or thrice. All the en trepreneurs  received  financial serv ices  m ore  than one

tim e and  received loan after starting enterprises.  T hey  received cred it  to support  the 
m .

g ro w th  process  o f  their enterprises.

L oan  rece iv ing  from  N C B s  for repay ing  loan to the parties o ther  than N C B s  also 

have  been view ed as the financial serv ices  for the dev e lo p m en t o f  the S M E s. S om e 

S M E s were in need oi financial ass is tance lo g row th  but tiiey did not get loan from 

N C B s  and  took ad v an ce  m oney  from o ther  sources, '['o repay  the loan to o ther 

sourccs, S M E s received  credit from N C B s.  'I hese financial serv ices  o f  the N C B s  can 

be said to have effect on p ro m o tio n  and dev e lo p m en t o f  SM E s. M ost  o f  the S M E s 

^  (2 0 % ) received  credit to p rom ote  p roccss  o f  their en terprise  and used  the fund lo

increase  the investm ent size o f  the business. 2 0 %  o f  S M E s  received additional loan 

to add n ew  product or scrviccs lo (heir original p roduc ts  and o ther received  additional
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loan from  the N C B s  to repay  their personal loans received  from re la tives  and  friends 

to financc the g ro w th  process.

Percentage disiribulion o f  hlC B s' assisted SM Es by Jh e ir  causes o f  receiving  
additonal loan from  NCBs.

i

causes  o f  rece iv ing  loan from 
N C B s.

N o. o f  S M E S Percentage

T o  p rom ote  product 60 20
T o  addition n ew  produc t line 60 20

i1 T o  p ay m en t o f  loan 180 60U- Total 300 100

/
fur therm ore , ev idence  a lso  indicates that a lm os t  o f  S M E s ' en trepreneurs  9 5 %  were 

suffering  Ironi financial p roblem s. T hey  w anted  m ore  capita! bu t the N C B s  did not 

prov ide  financial serv ices  in time and witli ad eq u a te  am o u n t as and w hen  required. 

T h e  above  ev idcncc  lends financial scrviccs to the con ten tion  that S M E s  have had 

dem and  for l lnancia l  serv ices  for their p rom otion  and  deve lopm en t.

C oncluding Rem arks

The find ing  on  the need  for financial scrv iccs  and the ana lysis  th e re o f  reveals  that 

the S M E s  have  the m u ch  dem and  for fm ancial scrviccs. T heir  needs for financial 

serv ices  lo r  the d ev e lo p m en t  o f  SM E s, w ere  m o re  than those o f  the p ro m o tio n  o f  

SM E s. T he  research also  identified that they have needs for consu lt ing  and 

counse ling  for both the p rom otion  an d  deve lopm en t.  Thus it can  be  conc ludcd  that 

the S M E s have need for financial services for p rom otion  and deve lopm en t.
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5.11. Supply o f  Financial Scrviccs

L

The N C B s  supp ly  various lypcs o f  financial and non-financia! scrv iccs  lo the SM B s 

for their p ro m o tio n  and  dcv c lo p m eat .  h ifo rn ia lion  regard ing  the supp ly  o f  financial 

services by  N C B s  to the S M E s, the study  revealed  the fo llow ings.

Financial Services

L

T he  s tudy  revea led  that sm all n u m b er  (10% ) o f  the S M E  received  deb t capital for 

tlieir s tarting  bus iness  w hile  about 75 %  o f  S M E s  w ere  not dep en d en t  o n  deb t capital 

at all for starting  their business. W e saw  that N C B s w ere  found to supp ly  w ork ing  

capita l to S M E s  for con tinu ing  ihcir business. As an officer o f  S M E  Cell o f  

B ang ladesh  B ank  it is observed  lhal N C H s d isbursed (heir fixed capital to 

m anufac tu ring  and  industrial conccrn  m ore  than trading conccrn .  ' fh cy  also 

d isbursed  their long  term credit to poultry  i'lrm, dairy  f in n  and  g am icn ts  factory, 'fh e  

N C B s  chose  m o re  industrial and  m anufac tu ring  firm than  trad ing  firm to d isburse  

their financial serv ices  (Credit) .  A s  a  Central B anker  it is iden tified  that the  N C B s 

supplied  financial scrv iccs  to a sm all p ropor tion(l  0% ) o f  the S M E s  for their 

p rom otion .  T he  N C B s  also supp lied  m ajo r  p ropor tion  financial serv ices  (75% ) lo 

S M E s for their dcvc lopm enl.

Financial services supplied by NCHs to SMEs as claimed ihc SMEs

Financial serv ices Sonali bank Janala  bank Agrani bank Rupali bank

Long  term X (60) X(58) X(45) X (57)
M id-term X(10) X(IO) X(13)
Short term X (30) X (32) X (45)

Bracket figures represent percen tage  o f  loan

th e y  supp lied  financial serv ices  lo the SMI-^s to expand  iheir factory, to d ivers ify  

their business,  to add m ore  products  in their ex is t ing  business. T he  study  proved  that 

N C B s  supplied  their crcdii  both for prom otion  and deve lopm en t o f  SM E s. T h e  N C B s  

supplied
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long-tcm i,  M id -te rm  and  shorl- term  or w o rk in g  capita l.  A b o u t m ore  than  50 %  o f  the 

S M E s (58% ) s taled  that  they used loan rcccivcd  Irom  N C B s  as fixed capital and less 

than  hall  o f  them  (45% ) rcccivcd  loan for use as bo th  w o rk in g  and fixed capital.

Financial services supplied by NCBs (o SM Es as claimed the NCBs

Financial services

L ong  term
M id-term
Short term

Sonali bank

X (62)
X(12)

J anal a bank

X(1Q)
X (32)

B racket figure arc represen ted  percen tage  o f  loan

A gran i bank

X(5«)

X(30)

Rupali bank

X (57)

X (28)

C oncluding R em arks

T he  finding on the supp ly  o f  financial services and  analysis  th e re o f  reveals  that N C B s  

w ere  supp ly ing  the financial services. 1 he supp ly  o f  financial serv ices  for the 

d ev e lo p m en t o f  S M E s  w ere  m ore  than that o f  the p ro m o tio n  o f  SM E s. T he  research  

also  revea led  that N C B s  chose  m anufac tu ring  or industrial firms than  trad ing  concern . 

1 hus  it is |)roved that the supply  o f  financial serv ices  o f  N C B s for the p rom otion  and 

d ev e lo p m en t o f  S M E s is no t enougli and the N C B s chose  m an ufac tu ring  o r  industrial 

f irm s m ore  than the trad ing  concern  for p rom otion  and  deve lopm ent.
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5.12. G ap Between D em and and Supply o f Financial Services

B ased  on ihc d em an d  o f  financial serv ices  o f  SM liS and  supply  o f  llic financial 

serv ices  by  N C B s  s taled  in the fo rego ing  section, the s tudy idciUified a large gap  as 

described bclow :-

G ap in the Financial Services:

L,

A s stated  in the fo rego ing  sec tion  all o f  tlie en trepreneurs  o f  S M E s received  financial 

serv ices  e ither for start up  or for p rom otion  and d ev e lo p m en t  for their SM E s.

S up p ly /D em an d N o, o f  S M E s w anted  loan 
for their prom otion

No. o f  S M E s  w anted  loan 
for their deve lopm en t

D em an d  by S M E s 150 / 300

S u p p ly  by  N C B s 30(20% ) 150(50% )

G ap 120(80% ) 1 5 0 ( 5 0 % ) ^ /

manci and supply o f  financial
services.

In the p rom otion  sec tor 20 %  o f  dem an d  o f  SMI-.s' en trepreneurs  w as  en ter ta ined  

w here  8 0 %  loajis w ere  not supplied . T he  50 %  o f  dem an d  o f  S M E s  w ere  en ter ta ined  

in the developr icn t sec tor w here  5 0 %  loans w ere  ni)t supplied , I here  w as no any 

spceial regula tion  about S M E s  sec to r in N CBs. N C B s  felt better to d isburse  their 

credit to large scale industry  than SM E s, ' fh e re  w as  no any  separate  Sub­

d iv is ion /sec tion  abou t S M E s  in N C B s. i’rivatc com m erc ia l  banks  w ere  consider ing  

n o w  for separate  S M E s section  /Subdiv is ion . In research  per iod  there w as  no so 

pubhca tion  /sem h ia r  ur eonfereiiee in the nalioti aboiil SMI-s. Thus tlicre w as a gap 

betw een  (lie dem and  and supply  o f  financial service.
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T he  B anker ,  the ana lys t  and  the eco n o m is t  ana lyze  ba lancc  shee t and  financial ra tios 

o f  a f irm  in io rn i ing  an o p in ion  w h e th e r  the business  firm is p rogressing , deter iorating  

or static. T he  ex is ting  p erfo rm ance  o f  S M E s after taking loan from  N C B s  w as 

com pared  with  p rev ious  cond ition  in overall financial tem is  to m easu re  the 

perfo rm ance  o f  S M E s. L. R. C how d h u ry  said (20tJ2) that no one ratio w ould  give a 

c lea r p ic ture  o f  the inherent soundness  or w eakness  o f  a bus iness  unit. Several ratios 

should , therefore ,  be co ns idered  to get a com ple te  picture. H am p to n  said (1998) that 

to be  suecesslu l  in financial analysis , the ana lyst  m u s t  select only  tlioSe ratios that 

p ro v id e  s ign ifican t in fo rm ation  about a f irm ’s situation.

A  banker and the ana lyst  are prim arily  conccrncd  with (he liquidity  posit ion  o f  llie 

bo rrow ing  concern . T he  purpose  o f  liquidity  ratios is to ascertain  the so lvency  o f  the 

co m p an y  and  its ab ility  to rem ain  so lvent even  in difficult times. T h ese  are in tended 

to ascerta in  the c o m p a n y ’s ability  to pay o f f  short- te rm  obligations. In order that 

ra tios  serve as a  tool for financial analysis, L. R. C h o w d h u ry  c lassif ied  financial 

ra tios  that a rc  as follows:

a) F IN A N C IA L  R A T IO

b) T U R N O V E R  R A T IO

c) P R O F n  A B IL IT Y  R A T IO

f a )  F I N A N C I A L  R A T I O

Financial ratios ind icate  about the financial position  o f  the com pany . A co m p an y  is 

d eem ed  to be f inancially  sound  if it is in a position  to carry  on its bus iness  sm oo th ly  

and m ee t  all its ob liga tions-bo th  long-term  as well as short- term  w ithou t  strain. T hus ,  

its financial position  has to be ju d g e d  from two ang les  long-term  as well as sh o r t ­

term. It is a sound  principle  o( linaiice that long-lcrni lunds and siiort-term 

requ irem ents  should  be m et out o f  shorl- tcrm  funds. S om e o f  the im portan t ratios, 

w h ich  arc ca lcu la ted  in o rde r  to ju d g e  the financia! position  o f  the co m p an y ,  arc g iven 

below:

5.13 M easure o f  Pcrform aiicc o f  SMEs:
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(i) F ix ed  A sse ts  R a t io :  T he  ratio is exp ressed  as fo llow s :

i 'ixcd  assets
.  L o n g - tcm i funds

The ratio  shou ld  no t be  m ore  than 1. i f  it is less than 1, it show s that a part o f  w ork ing  

capital lias been  l inanccd  th rough  long-term  funds. T h is  is desirab le  to so m e  extent

because a par t  o l  w o rk in g  capita l term ed as “ corc  w ork ing  capita l” is m ore o r  less of'

a  fixed nature.

F ixed  assets  include “ net fixed asse ts” (i.e., o rig inal cos t-deprcc ia lion  to date) and  

trade inves tm ents  includ ing  shares in subsid iaries . L ong-term  funds inc lude  share 

capital,  reserves  and  long-term  loans.

i (ii) C u r r e n t  R a t io :  I his ratio is com puted  by d iv id ing  the curren t asse ts  by  the

" current liabilities. It is exp ressed  as follows:

C urren t assets
U .  -----------  ■ ■

C urren t liabilities

|_ I f  the C urren t assets  are excess ive ly  h igher than  the curren t liabilities, it w ould  imply

the c o m p an y  has  m ore  n n an ce  than it needs and  cannot,  o r  docs  not, em p lo y  it 

profitably.
i
L

T he  m ere  I act that cu r ren t  ratio  is quite  high docs  not m ean  that the c o m p an y  will be 

in a posit ion  to m eet adequate ly  its short- term  liabilities. In fact, the cu rren t  ratio 

should  be seen  in re la tion  to the co m p o n en t  o f  the curren t assets and  their liquidity. If  

a  large portion  ol the curren t assets  com prise  obso le te  s tocks t>r deb to rs  ou ts tanding  

for a long time, the co m pany  m ay fail even if the curren t ratio is h igher  than 2.

I he C urren t ratio can a lso  be m anipu la ted  very  easily. This  m ay  be d one  e ither by 

pos tpon ing  certa in  p ressing  pay m en ts  or m ak ing  p ay m en t  o l 'ce r ta in  cu rren t liabilities.

In both  the case, the posit ion  requires seruitiny. A n ideal ratio is betw een  1.5 and  2. I f  

the ratio is 2, the position o f  tiie concern  is h ighly liquid; i f  it falls b e lo w  1, it m ay 

indicate  sho rtage  o f  w o rk in g  capital.

T he  C urren t R atio  is an  index ol the co n c e rn ’s financial stability  since it sh o w s  the 

ex ten t o f  the w o rk in g  capital,  which is the am oun t by w hich  the C urren t asse ts  exceed

87

Dhaka University Institutional Repository



L
L

L

the  curren t liabilities. A s  stated earlier, a h igher  cu rrcn t  ratio  w o u ld  indicate 

inadequa te  e m p lo y m en t  o f  funds w hile  a poor curren t ratio is a dan g e r  signal to the 

m anagem en t.  It sh o w s that  bus iness  is trad ing  bey o n d  its resources.

(iii) Q u ic k  R a t io /A c id  T e s t  R a t io :  T h is  ratio is a lso  ca llcd  liquidity  ratio. T h is

ra tio  is d e te rm in ed  by d iv id ing  quick asse ts  by currcn t liabilities. T h e  ratio

m ay  be exp ressed  as:

Q u ick  A sse ts  (C urrcn t A sse ts- lnven to ry )
C urrent Liabilities

By quick  assets it m ean s  those cu rren t  assets ,  w h ich  arc qu ick ly  and  readily  

convertib le  into cash. C ash  in hand and at bank  are, o f  cou rse  qu ick  assets. 

M arketab le  securities  an d  rece ivab le s/book  debts  arc also qu ick  assets. R aw  m ateria ls  

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

C urren t ratio and quick  ratio arc  both  very  helpful in m easu r ing  the liquidity o f  a 

concern . I f  any  o f  the ra tios is b e lo w  one, the currcnt liabilities cxcced  the currcnt 

assets  and the co m p an y  m ay  not be ab le  to m eet its ob ligations i f  the occas ion  

dem ands .  Q u ick  ratio, it m ust  be rem em bered ,  is a  be tte r  indication o f  the co n c c rn ’s 

ab ility  to m eet its cu rrcn t liabilities at short notice. T he  currcn t ratio and  the quick  

ratio arc a lso  useful for co m p ar in g  the liquidity o f  the concern  on  d ifferent dates.

(iv) D c b t-E q u i ty  R a t io :  'i 'his is very  im portan t ratio for the cred itors  including 

the bankers .  T h e  dcb t-cqu ity  ratio is d c lcm iin cd  to ascerta in  the sou n d n ess  o f  the 

long-term  financial po licy  o f  the com pany . It is a lso  k n o w n  as “ IZxtcrnal-In ternar’ 

equ ity  ratio. It m ay  be ca lcu la ted  as follows:

lixlcrnal cquilic.s
Debt-F.qujly R atio  =

Internal equities

T he  term  external equ ities  refer to total ou ts ide  liabilities and  the te rm  intem al 

equities  refer to sh a reh o ld e r’s fund o r  ihc tangible ncl worth.
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1- In case  deb t-equ ity  is to be ca lculated  as a long-term  finaiiciai ratio, it m ay  be

ca lcu la tcd  as follows:

Total long-tcra i  debtL

L

D ebt-E quity  Ratio  =
S h areh o ld e r’s fund

This ratio brings ou t the proportion  o f  deb t  (long-term  borrow ed  fund) to equity  

(S h areh o ld er’s fund) by d iv id ing  the fo rm er by the latter. T h is  ratio sh o w s the ex tent 

to w h ich  the term  liabilities arc covcred  by the ow ned  funds or the tang ib le  net w orth  

o f  the business.  T he ratio  indicates the ex ten t to w h ich  the f i rm s/com pany  depends  

upon outs iders  for its existence.

A ratio o f  1:1 is generally  considered  satisfac tory  as it indicates then  safe ty  o f  the 

funds lent to the business .  I f  the deb t  exceeds  the equity , or the b o rro w ed  funds 

exceed  the c o m p a n y ’s o w n  funds, the deb t equity  ratio will cxcecd  unity , w hich  is 

considered  as an unhealtliy  feature. H ow ever,  in a w 'ctl-managed concern  dea ling  in 

o r  m anufac tu ring  readily  m arketab le  p roducts ,  a h igher  ralio m ay  be acccptablc .

(v) P ro p r ie ta ry ^  R a t io :  It is a variant o f  deb t-equ ity  ratio. It es tab lishes  

re la tionship  be tw een  the p ropr ie to r  o r  sh areh o ld er’s funds and the total tangible  

assets. It m ay  be expressed  as:

S h areh o ld e r’s funds
P roprie tary  ratio  = --------------------------------------- --

Total tangible  assets
Ih is  ratio focuses the a ttention on the general (Inancial s trcnglh  o f  the business 

enterprise. Ih c  ratio is o f  par ticu lar im portance  to the cred itors  w ho can find out the 

proportion  of sh a reh o ld e r’s funds in the total assets em p lo y ed  in the business.  A  higli 

p roprie ta ry  ratio  will indicate a rela tively  little danger to the cred itors  ctc., in the 

even t oi forced reorgan iza tion  or w ind ing  up ol the com pany. A low' proprie ta ry  ratio 

indicates greater risk to the crctlilors s ince  in the event o f  losses a part o f  their m o n ey  

m ay  be lost besides loss to the proprie to r o f  the business. T he  h igher  (he ratui^, the 

better it is.
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(b) T U R N O V E R  R A T IO

T h e  tu rnover  ratios indicate  the efTiciency with  w h ich  the capital em p lo y ed  is rotated. 

T he  arc  also, therefo re , k n o w n  as A ctiv ity  o r  BlTiciency Ratios. T he  overall 

p rofitability  o f  the bus iness  dep en d s  on tw o factors: (i) the rale o f  return on  capita l 

em ployed ; and  (li) the tu rnover  i.e. the speed at w hich  the capital em p lo y ed  in the 

bus iness  rotates. H ig h e r  the rate o r  rotation, g reater  will be the profitability , 

h i  o rd e r  to find out w hieh  par t  not, d ifferent tu rnover ratios are ca lcu la ted . T hese  

ra tios are as follows:

(i) F ixed  A ssets  T u r n o v e r  Ratio: The ra tios indicate  the ex ten t to w h ich  the

m v es tm en ts  in fixed assets  contribu te  tow ards  sales. I f  co m p ared  w ith  a  previous

period, it indicates w he the r  the inves tm ent in i ixed  assets  has been ju d ic io u s  o r  not.

T h e  ratio is ca lcu la ted  as follows:

N et sales_________
Fixed  assets  (net)

( i i )W o rk in g  C ap ita l  T u r n o v e r  Ratio: T he  ratios ind icate  w h e th e r  o r  not w o rk in g  

capita l has  been e ifec t ive ly  u tilized in m aking  sales. T he  ratio  is ca lcu la ted  as 

follows:

N e t  sales_______
N e t w o rk in g  capital

W o rk in g  capital tu rnover  ratio m ay  take d iffe ren t form s for d ifferent 

purposes. S o m e ol them  are being  exp la ined  below:

(a) D e b to r ’s T u r n o v e r  Ratio  (D e b to r ’s V elocity); D ebtors  consti tu te  an im portan t 

cons ti tuen t o f  cu rren t  asse ts  and, therefore , the quality  o f  debtors  to a  great ex ten t 

d e term ines  a f i rm ’s liquidity. '1 his ratio is used by l inancial analysis  to ju d g e  the 

liquidity  o f  a firm.

T h e  D e b to r ’s tu rnover  ratio is ca lculated  as under:

-------- Credit salg^________
A v erag e  accoun ts  receivable 

T he  te rm s  ‘A cco u n t  R ece iv ab le ’ includes ‘ f rade  D e b to rs ’ and  ‘13i[ls R ece iv ab le .’
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(b ) C r e d i t o r ’s I’u r n o v c r  R a t io  ( C r e d i t o r ’s V e loc ity ) :  It is s im ilar  to D eb to r’s

T u rn o v e r  Ratio. It indicalcs the speed w iiIt w hich  tiie pay m en ts  Ibr credit purchases

are m ad e  to the creditors . Tlie ratio can be co m p u ted  as follows:

C red it  purchases  
A verage  accoun ts  payab le

T he te rm  ‘A ccoun ts  P ay ab le ’ includes ‘T rade  C red i to rs ’ and  ‘Bills P ay ab le . ’ Both the 

creditors  tu rnover ratio and  the debt Paym en t period en joyed  ratio indicate  about 

p ro m p tn ess  or o therw ise  in m ak ing  p ay m en t  o f  credit purchases . A  h igher  creditors  

tu rnover  ratio or  a low er crcdit period  en joyed  ratio  s ignifies that the c red ito rs  arc 

being  paid  p rom ptly ,  thus enhanc ing  the creditw 'orthiness o f  the com pany . H ow ever, 

a  very  favorable  ratio  to this effect a lso  sh o w s  that the bus iness  is not tak ing  full 

advan tage  o f  cred it facilities, w hich  can be a l low ed  by  the creditor.

(c) S to c k  ( I n v e n to ry )  T u r n o v e r  R a t io :  The ratio  indicates w h e th e r  inves tm en t in 

inventory  is effic ien tly  used or not, used or not. It, therefore, exp la ins  w he ther 

inves tm en t in inventories  is w ith in  p rope r  lim its  o r  not. T h e  ratio  is calcu la ted  by 

d iv id ing  the cost o f  goods so ld  by average  s tock  held during  the year. T he  ratio is 

ca lcu la ted  as follows:

C ost o f  izoods sold du ring  the year 
A v e rag e  inventory  (Stock)

A verage  inventory  ca lcu la ted  by tak ing  stock levels o f  raw  m ater ia ls ,  w ork-in- 

p rocess,  finished goods  at the end o f  each m on th ,  add ing  them  up and  div id ing  by 

twelve. A  high inven tory  tu rnover  ratio indicates brisk sales. T he  ratio  is, therefore , a 

m easure  to d isco v er  the poss ib le  trouble in the form o f  overs tock ing  or overvaluation . 

The stock posit ion  is k now n  as the graveyard  ol' the balancc sheet. I f  the sales are 

quick, such a posit ion  w ould  not invenlury tu rnover ratio results in b locking  o f  funds 

in inventory  w hich  m ay  ult im ate ly  result in heavy  losses due to inventory  b eco m in g  

obso le te  or de ter io ra ting  in quality, I hen it w ould  be necessary  lo further ana lyze this 

p rob lem .

It is difficult  to establish  a standard  ratio o f  inventory  because it will d iffer from 

industry  to industry.
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(c) P R O F IT A B IL IT Y  R A T IO S

Profilab ii ity  is a n  ind ication  o f  the cf llc icncy  w ith  w h ich  ihc operations o f  the 

bus iness  arc carricd  on. P o o r  operational perfo rm ance  m ay  indicate  poor sales and 

hence  poor profits. A low er p rofitab ility  m ay  arise due to the lack oi" control o v er  the 

expenses .  B ankers ,  financial ins titu tions  and  o ther c red ito rs  look  at the profitability  

ratio as an  indicator w h e th e r  o r  no t the firm /  co m p an y  ea rns  substan tia lly  m ore  than 

it pays  interest for the use  o f  borrow ed  funds and w he the r  the u lt im ate  repaym ent o f  

their deb t appears  reaso n ab ly  ccrtain. O w n ers  are in terested  to k n o w  the profitability  

as it indicates the return , w hich  they can  get on  the ir  investm ents .  T he  fo llow ing  arc 

the im portan t profitability  ratios.

(i) O vera ll  P rofitability  Ratio: It is also callcd  as “ R eturn  on Inves tm en t” (RO I). It 

indicates the pcrccn tagc  o f  re turn  on the total capital em p lo y ed  in the business. It is 

ca lcu la tcd  on  the basis  o f  the fo llow ing  formula:

O pera t ing  Profit
X 100

Capital E m ployed

T he te rm  ’Opera ting  P ro fi t’ m ean s  ‘Profit before Interest and  T a x ’. T he  term  ‘Interest 

on  long-term  borrow ings. ' Interest on short- term  bo rro w in g  will be deduc ted  for 

co m p u tin g  operating  profit. N o n -trad in g  incom e such as interest on  g o v ern m en t 

securities  or n o n 't ra d in g  losses o r  expenses  such as loss on accoun t o f  fire etc., will 

a lso  be excluded.

(ii) G ross  Profit Ratio: i his ratio is ca lcu la ted  by div id ing  profit before

depreciation , taxation and o ther a l loca tions, by the sales du r in g  the period. T he  ratio 

is usually  expressed as a 'percciiiagc. I his ratio expresses  re la tionship  betw een  gross 

profit  and  net sales. Its form ula  is:

G ross  Profit
------------------------  X 100

N et Sales

A  com p ar iso n  o f  this ratio for the last few years will sh o w  the trend in the 

profitability  o f  the business  opera tions,  i.e., w he the r  the profitability  is increasing.
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d ecreas ing  or rem a in ing  constan t.  T h is  ratio ol' the borrow ing  concern  should  be 

co m p ared  with  that o f  o th e r  units  in tlic sam e  trade or industry  to have  a com para tive  

v iew  o f  the  trade o r  industry  to have a  co m p ara t iv e  v iew  o f  the pe r fo rm an ce  o f  the 

bo rro w in g  concern  v iz-a -v iz  s im ilar  o ther units.

T h e re  is no n o rm  fo r ju d g in g  the G ross  Profit  Ratio: tiicrefore, the ev ak ia t io n  o f  the 

business on  its basis  is a  m atte r  o f  ju d g m en t .  H ow ever ,  the gross  p ro f it  should  be 

adequate  to co v e r  opera ting  expenses  and to provide for fixed chargcs , d iv idends  and 

b u ild ing  up  o f  reserves.

(iii) N et Profit  Ratio; div id ing  the net profit  after deprecia tion  bu t befo re  taxation  by 

the net w orth  o f  the co m p an y  der ives  this ratio. T he  ratio so ob ta ined  will sh o w  the 

profitab ility  o f  the total o w n  funds o f  tlie co m pany  em p lo y ed  in the business. It is 

par ticu larly  useful from  the point o f  v iew  o f  investors w ho w ish  to invest their funds 

in the co rpora te  securities . It m ay  be  calcu la ted  in the fo llow ing  way;

N et O p era t in g  Profit
■  x lO O

465890
N et opera t ing  profit is arrived at by d educ ting  operating  expenses  from G ross  Profit. 

T he  net profit  can also be d iv ided  by the paid-up  capital to ca lculate  the profit  ea rn ing  

capacity  o f  the share  capital em p lo y ed  in the business. A third w ay  o f  ju d g in g  the 

profitability  o f  the  concern  is to d iv ide  the net profit by the total capital em ployed ,

i.e., share capital,  reserve, and long-term  borrow ings.

T he  ratio  helps in d e te rm in in g  the effic iency  w ith  w hich  affairs o f  the bus iness  arc 

being  m anaged. A n increase in llic lalit) over the prev ious period indicates 

improvemctU in operational e l l ic icn cy  o l 'l i ie  business, prt)vidcd the gross profit  ratio 

is constant. T he  ratio is thus an  effec tive  m easure  to check the profitability  o f  a 

business.

A n investor has  to ju d g e  adequacy  or o therw ise  o f  this ratio by tak ing  into accoun t 

the cost o f  capital,  tlie return in the industry  as a w h o le  and m arke t cond it ions  such as 

b o o m  o r  depresi;ion period. N o n o rm s can be laid dow n. M owevcr, constan t increase
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in the above  ra tio  yea r  a l te r  year is a defin ite  ind ication  o f  im prov ing  cond itions  o f  

the business.

(iv) F ix e d  C h a r g e s  C o v e r :  T he  ratio is very  im portan t  from the len d er’s point o f  

view. It indicates w h e th e r  the business  w ou ld  earn  suffic ient p rofits  to pay 

periodically  the in terest charges. T he  liigher the num ber,  the m ore  scoured the lender 

is in rcspect o f  his period ical interest incom e. U is ca lculated  as follows;

Incom e before interest and  lax
X  100

Interest charges

T h is  ratio is a lso  called as “ D e b t  S c rv ic e  R a t i o ” .

T he  s tandard for th is  ratio for an industrial co m p an y  is that interest charges  should  be 

covered  six to seven  times.

Determ ination o f  the Pcrformiincc o f  SMKs :

S L
N a m e o f  

R atios
P crforn inncc  o f  .sample 
S M I ’s before rcccivinj; 

any loan

P erfo rm a n ce  o f  sa m p le  
SMILs after  receiv ing  

any loan

T ren d

01 Current

Ilatiu

2 5 % S M E  hold an ideal ratio 1 .5  

to 2 and 7 5 %  hold below  1,

7 5 %  S M E  hold an ideal ratio 

1 .5  to 2  and 2 5 %  hold b e low  1.

Positive

02 Quick Ratio  
/A cid  R a l ia

2 5 % S M E  hold an ideal ratio 1 & 

above and 7 5 %  hold below  1.

7 5 % S M E  hold an ideal ratio 

1 &  a b o ve  and 2 5 %  hold 

below  1.

Positive

03 D cbt-cquily
Ratio

2 5 % S M [ i  hold an ideal ratio 1 : 1  

atid 7 5 %  hold below  ideal.

7 5 % S M E  holds an ideal ratio 

1 : 1 and 2 5 %  hold b e low  ideal.

Positive

04 G ro ss  I’ rollt 
Ratio

2 5 % S M I i s  increa.-scd the ratio 

at the end o f  the Tnancial ye a r  

and 7 5 %  o f  SM F.s  were losing 

conccni.

9 0 % S M E  increased the ratio 

at the end o f  the financial ye a r  

and 1 0 %  SME.s w ere  lo.sing 

concern.

Positive

05 Net I’ rolil 
Ratio

2 5 % S M H s  iiicrca.sc llic i; i! io at 

tlic end o f  the firiancial y ear  and 

7 5 %  o f  S M E s  were lo.sing 

concern.

7 5 % S M E  increased the ratio 

at the end o f  the financial year  

and 2 5 %  .SM Es were los ing  

concern.

Positive

-()-
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Chapter-6

Summary, Findings and 
Recommendation^

95

Dhaka University Institutional Repository



L

6. 1. S u m  111 a rv.

T h is  chap tc r  is designed  to su m m arize ,  re co m m en d a tio n  and  co n c lu d e  the overall  study 

results. A  b r ie f  s ta tem ent o f  the ob jec tive  o f  the research and the rcscarch  p rocess  have 

su m m arized  the con c lu d in g  rem arks  o f  the rcscarch  and the in fcrenccs  th e re o f  together 

with  the study  ou tpu t and reco m m en d a t io n s  to the concern  sides the N C B s  and  S M E s  

have been  acco m m o d ated .  T h e  su m m ary  sec tion  includes l i teratures rev iew s  on  credit, 

N C B s,  S M E s and p rom otion  and  dev e lo p m en t o f  S M E s  as su m m arized  below.

Objectives:

T h e  s tudy  a im ed  at assess ing  tlie l lnancial serv ices  o f  N C B s  for p ro m o tio n  and 

dev e lo p m en t  o f  SMF.s and  to reco m m en d  appropria te  policy. Id en ti fy in g l ln an cT a t^  

serv ices  o ffered  by N C B s ,  the dem and  o f  the S M E s  Ibr financial s c r v i ^ ,  the supp ly  o f  

financial serv ices  by N C B s,  assess ing  the  per fo rm an ces  o f  the SM E ^/w ere  the der iva tive  

ob jec tives  o f  the study, _^

M ethodology:

T he  study  w as  conduc tcd  on  financial serv ices  o f  four N C B s  o f  B an g lad esh  th o se  have  

am o n g  o thers  S M E s  p rom otion  and  d ev e lo p m en t  o r  incom e genera ting  p rogram s. A  

total ol 300  S M E s  w ere  stud ied  witli a v iew  to identify ing  their d e m a n d  for financial 

serv ices ,  the supply  o i  im ancia l  serv ices  ol N C B s and to ex am in e  the pe r fo rm an ce  o f  

such  financial serv ices  for p rom otion  and d ev e lo p m en t  o f  S M E s. I  he sam p le  en terp rises  

w ere  se lec ted  m o stly  from  urban areas and  a small p roportion  from  sub u rban  areas 

p red o m in an tly  engaged  in m anufac tu ring ,  trad ing  and serv ices  rendering  activ it ies  the 

16 (s ix teen) rcpresen ta livc  branches o f  N C l is  wore sclectcd at D haka  and side o f  D iiaka 

city areas that  en g ag ed  tiicsc lunctions. Ih e  N C B s  and the S M E s  w ere  stud ied  using 

structured  ques tionnaires  by face to lace in terv iew  and  d irec t  ver if ica tion  the files and 

registers  o f  them . 'Mic p e r fo m ian ce  o f  the S M E s  w as exam ined  in the light o f  the 

F inancia l Ratio, ' fu rn o v c r  Katio and I’rofltability  Ratio.
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Results iiiid Findings o f  the Study

T h e  em pirica l  rescarcli identified  lliat the N C B s  w ere  p rov id ing  lliiaticial scrvics. TIic 

financial serv ices  received  by all sam ple  S M lIs  w ere  c lass if ied  e ther  as fixed, o r  m id-  

tcn n  and w o rk in g  capital or bo th  o f  them. The d em an d  o f  the S M E s  for financial serv ices  

also w as identified  as stated in chapter-5 . It w as  foLind that  the S M E s  had  accura tc  

dem an d  for s tarling  business  and  after s tarting  bus iness  financial services. T h ey  had the 

dem an d  for backw ard  and foi-ward financial services, T he  re search .a lso  identified  a gap 

be tw een  the dem an d  o f  the S M E s and  the supply  o f  the financial serv ices  o f  N C B s.  T h e  

supply  o f  financial serv ices  w as less than  that o f  the d em an d  o f  th y S M E s .

Conclusion:

Based  on  the overall  nndings_o f  the s tudy, it could_bc conc luded  that the NCI3s' f inancial 

serv ices  w ere  neithdf, to ta lly efficiejit n o r  tp tally  ineffic ient for the p ro m o tio n  and  

d ev e lo p m en t  o f  SM E s. T he  study  identified  that the S M E s had  the d e m a n d  for f in an cial 

services and  the N B C s  w ere  provid ing  the financial services. T h e  N C B s  w ere  no t 

m ee ting  the dem and  o f  the S M E s for the financial serv ices  as required. T h e  overall  study 

he lps  to conc lude  that the N C B s ’ financial serv ices  wore required  for the p ro m o tio n  and  

dev e lo p m en t  o f  S M E s in overall financial term s o f  ex is ting  per lb rm ance .

O f  the  various types o f  financial serv ices, long-term  loan has been  g iven  m ax im u m  

am ount.  C redit pe rfo rm ance  o f  N C B s  was not satisfactory  at all due to env ironm en ta l  

constra in t,  sho rtage  o f  s incere en trepreneurs ,  lack o f  m arke ting  o p p o r tunities, unfair 

com petit ions ,  ava ilab li ty  o f  sm u g g led  p roduc ts ,  h igh  cost o f  p roduc tion ,  lack o f  

in frastructure facilit ies and I'requcnt natural ca lam ity .
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O n the basis  o f  financial serv ices  or crcdit p ro g ram s o f  the N C B s ' for p ro m o tio n  and 

d ev e lo p m en t to S M E s  and  financial services required  or expec tcd  by the S M E s  find ings 

and rcco m m cn d a l io n s  arc dcscribcd  in this chaptcr. Acliially, there w ere  no separate  

credit p rog ram s ol N C B s  for S M I:s  still. 1 hey paid various credit to large, sm all and 

co tlagc enterprises.  O n the o ther  liand, private  Bank, Foreign  B ank  and  financial 

ins titu tions  also h ad  no special credit  p ro g ram s for SM Es.

India, Pakistan , M alasia ,  S rilanka and  Indonesia  increased  national g row th  by  S M E s 

cred it p rogram s. T he  G o v e rn m en t o f  B an g lad esh  consti tu ted  a N a tiona l  T ask fo rce  on  

D ev e lo p m en t o f  Small and M ed ium  E nterprises  (S M E s) on N o v e m b e r  05, 2003 to 

re co m m en d  S M E  po licy  guidelines  and  im p lem en ta t ion  strategies.

B ang ladesh  Hank in troduced a re finance sch em e o f  Ik.lOOO (A C S P D  C ircu la r  no-01 o f  

BB, date: 02 -05 -2004  ) m ill ion  out of its Industrial C red it  Fund  for the d ev e lo p m en t  o f  

sm all en terprises in the country  effec tive from  M ay 2, 2004. B anks  and  financial 

ins titu tions  (P F ls)  arc prov ided  w ith  re finance facilities aga inst  their lend ing  to sm all 

en trepreneurs  for es tab lish ing  n ew  enterprises  as well as for rehabilita t ion  and ex pans ion  

o f  ex is t ing  en terprises  under this schem e. A n o th er  llind o f  U S$ 10.00 m ill ion  w as 

prov ided  to the B ang ladesh  Bank under the "Enterprise  G row th  and  B ank  M odern iza t ion  

P ro jec t” funded  by International D evelopm en t A sso c ia t ion (IDA). A part  from “t h c s c r e t -  

fund o f  U S$ 30.00 m illion  (A C S P D  C ircu lar no-02  o f  BD, date; 19-07-2005) is rccc ived  

from  the A sian  D ev e lo p m en t B ank under  its 'Sm all and M ed iu m  Enterprise  Sector 

D eve lopm en t P rogram m e. '  All these funds are pulled together to support  the financing  

p ro g ram  under the above  schem e. Ex is ting  this o ther  finds arc as fo llow s:-

I. M ajority  o f  the en trepreneurs  w ere  not consc ious .  T hey  had not idea  to start bus iness  

and  to m ain ta in  business. '1 hey  w cfcm D rcrd tica tcd  person. M ajority  o f  them  crossed  

p rim ary  level, and  2 0 %  o f  them  were graduates .  T hey  did not m ain ta in  n e tw o rk in g  

system  am o n g  them selves  like large industries.

6.2. An O verview  o f  Findings and Observation;
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2. M ost ow ne r-m an ag crs  and  eiitrcpreiieurs often  lack w ider  m anageria l  skills  that h inder 

their long-term  success.  S trategic  p lanning, m ed iu m  to long-term  v is ion , co m m u n ica t in g  

in foreign languages ,  cash-O ow  m anagen ien t,  in fo rm ation  techno logy  w ere  a few critical 

e lem en ts  o f  m an ag em en t required  to m eet cha llenges  o f  the m ark e t  e co n o m y , especia lly  

m  the in ternational m arke t  env ironm ent.  T hey  had  no abilities to exp lo it  opportun ities  

and  book  keep ing  capabilities .

3. T he  en trep reneu r  had  no k n ow ledge  o f  quality  system , co m m itm e n t  to quality , 

m arke ting  k n o w led g e  o l ' in te rn a l  resource. T hey  had no kn o w led g e  o f  in terna tional trade 

po licy  and eco n o m ics  and capab ilit ies  to control over  the internal and  en v iro n m en t to 

ach ieve  a susta inab le  deve lopm en t.

4. T he  en trep reneurs  had  no p ro jec tion  capabilities ,  in the key areas  like future market. 

Fu ture  ob jective , in terest  rate, exchange  rate, abilities  and co m m itm e n t  tow ards  that 

pursuit.

5. T h ey  had  to sell their p roduc ts  in cheap  price in local m arket.  T hey  did  no t  k n o w  the 

p rocedure  to expor t  their  goods. 1 hey have no kno w led g e  about in terna tional market,

6. T he  en trep reneu rs  needed  financial serv ices  for con tinu ing  them , w o rk in g  capita l and 

long-term  capita l.  T here  w as no ava ilab le  t lnancial serv ice  from  any  side for SM E s. 

In terest rate w as  high. T here  was no s im p le  cred it  facility. One o f  the m ain  factors that 

had h am p ered  the How ol institutional linance into SM E s, was bank  p re -o ccu p a tio n  with 

collateral. T rad it ionally  banks  had  used fixed asse t  ow n e rsh ip  par ticu la r ly  land 

ow nersh ip ,  as the basis  for j i idg ing  crcd it-w orth iness .

7. T h e  en trepreneurs  had  no capabilit ies  to assess  tlie need t jF l ln a n c ia l  serv ices  as 

required.

K. T he  NCIJs did not a l low  m ore t im e to the SM I-s before skirting repaym ents .  C urrem ly  

the N C B s  w ere  ge tt ing  rcpayinenl Just after f> m onth  or one year for w o rk in g  capital and 

long-term  loan. It w as not so m uch  t im e to con tinu ing  business easily.

9. T he  N C B s prov ided  not lull package  o f  Hnancial serv ices  required  for the p rom otion

and d ev e lo p m en t  o f  SM E s, C urren tly  they w ere  p rov id ing  to s izeab le  am o u n t  o f  financial 

services. /

10, C ost  o f  fund w as high.
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L 1 1. Loan inanagc incn l o f N C D s  w as w eak and  incfficicnl. L ong  disbLirscinctU p rocedures  

^  w ere  followed.

12. M an ag ers  and off ic ia ls  o f  branches o f  N C B s  w ere  no t so c f ik ie n t .

!3. T h e  Policy  o f  loan d isb u rsem en t and  c ircu lars  w e re  changeab le .  It a ffec ted  the 

B usiness  procedure .

14. B an g lad esh  B ank  approved  a 'Guideline for Small Enterprise Financing' by B R P D  

C ircu lar  no. 07 dated  03/1 1/2005 bul iiad no implenK’iitation o f  it.

15. B anks ' rc luc tanccs  to p rovide loan lacilit ies  w ithou t collateral or guaran tee , which

m o st  o f  the en trepreneurs  in the SM B  scc tor cannot afford to arrange.

^  16. M an y  SM B s in B angladesh  lack the k n o w led g e  and  ability  to p roducc  app lica tion  and

co m m u n ica te  with  banks.

17. S m a l l 's iz e  co m p an ie s  no rm ally  had not the kno w led g e  and capab ilit ies  to p rov ide  the 

financial in fo rm ation  needed  for bank to assess the crcdit w orth iness  o f  the b o rrow er as 

w ell as v iab ility  o f  the proJcct proposal.

18. Lack o f  a r ran g em en t from the part o f  Ihc bank  and lending institu tions to assist  the 

p rospective  cand ida tes  in p reparing  the loan app lica tion  and  n ecessa ry  d o cum en ta tion .

19. M ost  o f  the banks  had lacking in su itab le  m an p o w e r  w ith  n ecessa ry  skill and  

orien ta tion  for S M E s  financing  particu larly  in the field ofjJFC^cct appraisal,  se lec tion

* techn iques ,  and inves tm cnl and co u n sc h n g  cct.

20. T h e  b a n k s ’ fund ing  structure w as m ain ly  short- term  deposits  and inter-banks. This  

limits the banks ' ability  to m eet SM fis  dem and  for long  term  financing.

21. Insufficient supply  o f  loans often led to under  financing  o f  a project.  T h e  

con seq u en ce  was often  sho rtage  o f  w ork ing  capital and sickness  o f  the project.

22. C om para t ive ly  h igher  co.st o f  loan adm in is tra tion ,  superv is ion  and  m on ito r in g  in 

re spec t  o f  SM H financ ing  acts  as d is incen tive  for banks and lend ing  institutions.

23. L ack  o i re liab le  statistical in fo rm ation  on S M B  scc tor m ad e  it d ifficu lt  for banks  and 

o ther  lend ing  irjstitutions to m ak e  the assessm ent necessary  for s o u ^ b u s i n e s s  decisions.
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24. G iven  the com plica lcd  legal and jud ic ia l  system  in the coun try  e n v iro n m e n t  aga ins t  

defaulters  w as  very  Uil'lkult.

L

25. M ost o f  the en trepreneurs  did not k n o w  that B ang ladesh  B ank  had  re f inance  sch em e  

for SM Es.

26. T here  w as  no ar ran g em en t o f  tra in ing  facilities for en trepreneurs .

2 7 ^ / ^ C B s  got re fihance  only  Tk. 2 lac to .SO lac for an ind iv idual b o rro w er  fro 

B an g lad esh  Bank. It w as sm all am oun t for SM Iis.

In re f inance  sch em e o f  B ang ladesh  Bank, an en terprise  h av in g  fixed assets  not 

ex ceed ing  Tk. 10 m ill ion  will be considered  as a small en terp rise  for the purpose  o f  the 

schem e.  ̂ ^
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6.3 . RccoiiiniciKhitious:

N ationa lized  C om m erc ia l  B anks  (N C B s) o f  B an g lad esh  w ere  co n tro l led  by M in is try  o f  

M nance, G o v e rn m en t  R epub lic  ol Batigladcsh. For this reason , basica lly  P ro m o tio n  and 

D ev e lo p m en t  o f  S M E s  depend  on  polic ies ,  rules and regula tion  o f  G overnm en t,  For 

increase  the G D P  grow th .  G o v ern m en t should  take to s tep  for p rom otion  and 

D eve lopm en t o f  SM E s. O n the basis ol the overall  research p rocess  and  finding, the 

fo llow ing  reco m m en d a t io n s  were m ade  to N C B s,  S M E s, po licy  m akers  and  G o v e rn m en t  

authorities .

R ecom m endations for SM Es,

1. S M E s ' en trepreneurs  w ere  reco m m en d ed  to jo in  local C h am b er  o f  C o m m erce  and 

Industry  to g ro w  consc iousness  and  build up sound and effec tive  n e tw ork ing  sys tem  

am o n g  th em se lv es  and  with B ankers  ol N C B s  and  o ther concern  parties.^

2. T he  en trep reneur  shou ld  deve lop  their en trepreneuria l  skills, required  for susta inable

d ev e lo p m en t  o f  their enterprises. They w ere  re co m m en d ed  to dev e lo p  their  ab ilities  to 

dea l w ith  concerned  Banker, ne tw ork ing  abilities  to the co n cern ed  parties, B o o k  k eep in g  

capabilit ies ,  abilities to exploit  opportun it ie s ,  their risk tak ing  abilities, kn o w led g e  o f '  

com puter .  ^

3. [ h e  en trep reneur  w as  rcconiineiided to co n s id er  their po ten tia lity  to g ro w  in cou rse  o f

time. T o  this end  the S M E s w ere  re co m m en d ed  to co n s id er  the ex is ting  resources , 

experiences ,  raw -m ater ia ls ,  local labour, and capab ilit ies  to control over  the in ternal and 

external en v iro n m en t to ach ievc a sus ta inab le  deve lopm en t.  They shou ld  acqu ire  

kno w led g e  abou t international econom ics ,  in ternational trade policy , m arke ting ,  finance 

and politics. ‘

4 .S M E s en trep ren eu r  w ere  rccom inendcd  to deve lop  their p ro jec tion  capab ilit ies  in the 

key areas  like lu ture m arket, future objectivc.s, resources , interest rate, exchange  rate, 

ab ility  and  co m m itm e n t  toward that pursuit ,  and  fm ancial dem and.

5. I he S M E s en trepreneurs  were recon im ended  to m ake co-opcra tivc  socie ty  to sell tlieir 

p roduc ts  in the local com peti t ive  m arke t and expor t  their  goods  centrally . For p ro tec t  

their  right and p r iv ilege  at first the socic ty  will buy the p roduc ts  from sm all p ro d u c e r  o f  

diffeieiit areas. 1 hen they sell the p roduc ts  cen tra lly  in the local and  in terna tional m arke t 

and  expor t  foreign countries,  ^
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RcconimLMulafion for NCBs

1. T here  w as  a great  need fm>^niproving dilfcrcn l aspcc ls  o f  financial scrv iccs  for 

S M E s, such  as seed  m oney , leasing, ven tu re  capital and in v es tm en t funding. T here  w as  a 

lack o f  ava ilab ility  ol long-term  loans for S M b s .  In terest rates are still h igh  and  exch an g e  

rate risks are considerab le .  All these factors limit the d ev e lo p m en t o f S M l i s .  N C B s  w ere  

reco m m en d ed  to l-inance, both short and long term, shou ld  therefore  be prov ided  at 

m arke t cost.

O ne o f  the m ain  factors that have ham pered  the How o f  institu tional f inance inlo S M E s 

w as b a n k s ’ prc occupa tion  with collateral. T’radil ionaliy  banks have  used  fixed asset 

ow nersh ip ,  par ticu larly  land ow nersh ip ,  as the basis  for ju d g in g  cred it-w oilh iness .  

Innova tive  and Hexible cred it ins trum ents  can  be deve loped  for the S M E s i f  the 

regu la to ry  f ram ew ork  allow s such innovation. 'I'hc C entral B ank  should  seriously  hear 

the v iew s o f  the S M E  in this regard and  fram e rules in their favor. B anks  w ere  shy  to 

lend to S M E s  because  ol high p rocess ing  and m o n ito r ing  costs  o f  loans to S M E s. T he 

N C B s  w ere  reco m m en d ed  to sim plify  the loan d isb u rsem en t procedure  to SM Es.

E x p o rt  o riented  S M E s shou ld  also be supported  with the serv ices  o f  an  E xport  

C red it  A g en cy  to m itigate  their risk o f  expor ting  and help facilitate the p rov is ion  o f  

w o rk in g  capital from  banks  and o ther  financial institutions. ^

2. T he  N C B s  w ere  reco m m en d ed  to assess the need o f  the S M E s  to p rov ide  financial 

services. T h e  en trep ren eu r  ol SMl:,s dec ides  h is /her dem an d  for financial requirem ents .  

T h e ir  dec is ion  w as  no t correc t  in m ost o f  the time. So, N C B s, S hou ld  assess  the actual 

dem an d  o f  financial serv ices  for S M E s before d isburse  the crcdit.

3. T he  N C B s w ere  rcco m m cn d ed  to a llow  sim ple  loan d isbu rsem en t cond it ion  to S M E s 

en trepreneur.  N C B s  shou ld  a llow  m ore  tim e to the S M E s  before s tart ing  repaym ents ,  

C urren tly  the N C B s w ere  getting  repaym en t ju s t  after 6 m on th  o r  1 year for w ork ing  

capital and long-lcrm  loan. The S M E s  sould  be a l low ed  2 or 3 years  be lb rc  s tart ing  

rep ay m en t  o f  their crcdit. T he  N C B s  .should reschedu le  (he repaym en t s c j i c X iT a p p l io d  

to the S M E s en trepreneurs.
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4. T he  N C B s  should  provide  full package o f  financial serv ices  required  for the p ro m o tio n

L  and  dev e lo p m en t o f S M E s .  C urren lly  llicy w ere  p rov id ing  to s izeab le  am o u n t  o f  fm ancial

, services. T h ey  are not p rov id ing  full am o u n t  to SMl^s. W ith o u t  full packugc tlie S M E s

L  cannot run business .  T h e  N C B s  w ere  reco m m en d ed  to p rov ide  ful p ack ag e  o f  loan.

I
I

I— 5. C urren tly  the N C B s  d isburse  w o rk in g  capital loan for one years, M id -te rm  loan for 3

years  and fixed capital for 5 years. Il is not so m uch  tim e to con tinu ing  business. T he

^  N C B s  w ere  reco m m en d ed  to grant loan w ork ing  capital for 5 years ,  m id-te rm  loan for 10

years and  long-term  capital tor 15 years. S M B s ’ en trepreneurs  shou ld  repay  these loans

“  w ith  1 years , 2 year and 3 years  grace  period. T hese  non- linanc ia l  serv ices  w ere  prov ided

the SM Bs' en trepreneurs  so  that they w o u ld  be ab le  to run the bus iness  m ore  sm ooth ly ,  

eff iciently  and effectively.

- 4

— 6. I he N C B s ’ loan interest rales w ere  high, f u n d  cost w as  the barrier  o f  s ta rt ing  bus iness

and  runn ing  business  o f  SM Bs, f h e  N C B s  w ere  reco m m en d ed  to apply  less interest rate 

to d isburse  loan to SM B s for a spec if ic  tim e to starting their bus iness  easily,

“  7. Loss o f  m oney  through fraud and forgery  m eans  decrease  in the loanab le  funds. T he

N C B s  w ere  reco m m en d ed  for fraud and forgery  shou ld  be v igo rously  ch eck ed  in o rd e r  to 

ensu re  better  and c f llc ien t crcdit m anagem en t and availab il i ty  o f  funds ( i f tek h a r  uddin , 

1989).

^  8, E very  m an ag e r  should  be trained to deve lop  his technical skill so that he could perfo rm

Ihe jo b  g iven  to him  intelligently  and accurate ly .

9, N C B s  w ere  reco m m en d ed  to apply  C red it  g ran tee  BUND S ch em e  for first generaU on 

en trepreneurs  o f  SM B. T he  sch em e facilitated collateral free lending  up  to Rs 2,5 m illion .

10, N C B s  should  cs tab lishe SM B  centers  th roughout the coun try  to p rov ide  technical 

ass is tance  and access  to m arket in form ation  system ,

^ 11. M o st  o f  the en trepreneurs  did not k n o w  that B ang ladesh  B ank  have re finance sch em e

for SM Bs, N C B s  should  circulate about the re finance sch cm e facilities.

I
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The Rccomiiiciidatioii for Policy M akers  
Like liiiniilatJcsli l3ank/Governnieiit :

1.1 he  policy  m ak e r  at bo th  m icro  and  m acro  level should  consider  bo lh  short  te rm  and 

Long-lern i effec ts  o f  their fram e policy. T hey  shou ld  not form ulate  such  p o h cy ,  the 

im pact o f  wiiich is very posit ive  in the short  run and  at the cost o f  long  run im pact, 

n a n g la d e s h  B ank  approved  guideline, nam ely  'G uide lines  f(»r S iim ll  E n t e r p r i s e  

FinanciiiR' ( B R P D  C ircu lar  no. 07 dated 03 /11 /2005  ) but did not Im p lem en t i t .The 

N C B s  should  m o n ito r  and Im plem en l the G uideline. Superv is ion  o f  B ang ladesh  B ank  to 

N C B s ' b ranch  shou ld  be carried  t)ut m in im u m  one lime in a year for SM Iis ' loan 

d isbursem ent.

2, h i  the re finance schem e, B an g lad esh  B ank  shou ld  consider  the de i ln ition  o f  small 

Enterprise  o f  industrial po licy  2005 o f  l iang ladcsh .

3. B ang ladesh  B ank shou ld  re lm an ee  C om m erc ia l  B anks and  l lnancial Institu tions 

from T k 2 lac to 100 lac for an individual b o rrow er so that they cou ld  easily  d isburse  the 

am o u n t  to sm all enterprises.

4. B an g lad esh  B ank  should  fix up low interest ra te for S M B s loan by c ircu lar  to B anks 

and  PI' Is.

5, N ational T ask fo rcc  cou ld  play the crucial role in the bus iness  d ev e lo p m en t  support ,  

adv isory  serv ices  and  m anageria l  train ing o f S M lI s .

6. G o v ern m en t should  Estab lish  S M E  Bank to p rov ide  finances to S M E  Sector.

7. B ang ladesh  Bank should  supp ly  s im ple  accoun ting  so ftw are  p ack ag es  to devc lope  

sm all bus iness  enterprises.

8. B ang ladesh  B ank should  set uj) a separate  SM I' deiiarlm enl .
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9. BiingUidcsh Bank should  undcilakc  a progtaiiin ic  to provide capacity  build ing  support  

to a  se lec t g io u p  o f  b an k s  for S M E  lending.

10. B ang ladesh  B ank shou ld  expand  the coverage  o f  its on line  C red it  Inform ation  

Bureau. B ang ladesh  Bank should  con tem plate  to set up  Credit In fo rm ation  B ureau  in the 

private  sec to r  for co llcc tion  o f  data  on SMBs.

11. B ang ladesh  B ank should  m ak e  policy to en co u iag c  hanks to have at least 2 0 %  o f  its 

portfo lio  in SM Es.

12. T he  B ang ladesh  B ank, the p r im e institution for S M E s ’ f inanc ing  has deve loped  

un iquely  ta ilored lend ing  p rogram  with  s im plif ied  p rocedures  and  co llateral system .

13. B an g lad esh  B ank sliould c irculate  ‘ l^ a c to r in ^ ’ system  w hich  is engaged  to take  risk 

o f  loan that d isbursed  to SM E s. In this field, SMF.s will receivc loan  collateral free.

- 0 -
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A b b r e v ia t io n s  U sed

ADB = Asian DcvclopmctU Bank.

ACSl’D =Agricullurc Credit & Spccializcci Programmes deparlmenl

liSClC  — liatigladcsli Small and Cottage Industries Corporation

BASIC =Hank ol'Small Industries and Cummcrcc

BOI Fioard o f  Investment

BRPD =  Banking Regulation and Policy Department

BB =  Bangladesh Bank.

DUBS =  Durham University Business School

IMF- -  hiternational Monetary Fund.

MFis = Micro Enterprises.

N CBs = Nationalized Commcreial Banks.

SMLs = Small and Medium Fintcrprises.
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A ppcndix-A

Personal Information

1. N a m e : .................................................... A d d re ss ; ...........................................................................

2. A g e : ...................

A. Q uestionnaire for the O w ners o f  Small and M edium  Enterprise;

3. S c x : / ' ' | ^  M ale  ( 2 ) Fem ale

4. M arital Status: M arried  ( ^ ^ 2 ^  U nm arried

5. C hildren; O n e  ©  IWo.

6. Level o f  education N e v e r  been  to school l^riinaiy Passed  ^

H. S. C Graduate Masters

G eneral In form ation  o f  tlic E nterprise:

7. T ype  o f  en terprise  Manul^^^^ ( ^ S ^ I Y j K i in g  Service

8. S tarting  year ..........................

9. Principal P ro d u c ts /S c rv ic c  .................................................

10. O w nersh ip  p a t t e r n S i n g l e  partnersh ip

11. Site: f^ural C i O
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Financial Tnforniation

12. A m o u n l  o fc a p i la l :  ]. S ta r l in g ......................... 2. I’rc sen t ...................

13. Loan  equity  Ratio: 1. S ta r t ing ......................... 2. i’rc scn l ...................

14. Do you  get loan acco rd in g  y our tieed ? 1. Y es 2. N o

15. H o w  m any  tim es did you get loan ? ......

16. A verage  am oun t in each  t im e .................

17. Loan  d isb u rsem en t  ar ran g em en t 1, M  a time 2. Insta llm ent

18. H o w  frequen tly  re fund  is m ade?

1.W eek ly  2. Fortn ightly  3. M onthly

4 .Q uarter ly  5. I l a l fy c a r ly  6. Yearly

19. C an  you  re fund  the loan regularly  ?

I .Y es  2. No

20. w here  from  do y o u  repay the loan ? 1, O ut o f  capital 2. O ut o f  Profit

3 .T ak ing  loan from family or o ther  sources.

21. W hen  did y o u  start repaym en t ? 1. Y e a r ly .................... 2. M o n th ly ..............

22. D o you  repay the loan 1 1. Regularly  2. Irregularly.
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Financial Scrviccs for Promotion and D evclonm cnt

23. Did you  get any scrv iccs  from the N C B s

1. Y es 2. N o .

24. w ha t  type o f  serv ices  did  you get ?

1. I 'iiK iiic ia l 2. N o ii-n n ;m c i;il.

25. W h a t  type o r i ln a n c ia l  .services ?

1. W o rk in g  capital 2. Fixed capital.

26. W h y  did you receive  fm ancia l serv ices  ?

1. S tart-up 2. Grow th,

27. W hat types o f i io n -n n a n c ia l  service diti you receive ?

1. record  keeping  2. l echnical

3. A dvice  4. Others.

28. H ave  you  got any  train ing from the Bank ov any Institutions?

1- Ves 2. No.

29. I f  yes. W hen  ?

i . BeJorc starting  2. A fter  .starting,

30,1 f  before starting. W hy  ?

’ 2. I low  to get loan.

3. To he laniiliar with the bank 4. O ther sp ec ify ......................

31. I f  you got the idea from the bank or luKinciiil Institutions, I low ?

I .Gave an idea 2. i lelp (o m otivalc  towards an idea

3. Im posed  an idea A. O th e r ................
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32. l i ' ,  afte r  s tarting, W hy ?

1 .H ow  to m anage  the en terprise  2. keep ing  financial rccord

3. H o w  to save 4. O ther spccify.

33. Did the B anks  heip deve loped  m otiva tion  and  co m m itm en t  ?

1. Y es 2. No.

34. D id the banks  liclp to validate  your idea ?

l . Y e s  2. No.

35. D o you  use any  tools or m ach inery  in your bus iness  ?

I. Yes 2. No.

36. I f  yes,  w ho gave you  the idea o f  using these ?

1- "^clf 2. B ank 3. I’riends

4 1-amily 5. Relatives,

37. D id  the banks  give any financial or technical serv ices  in purchas ing  this m ach ine  ?

1. Y es 2. N o.

38. D o  y o u  get an y  counse ling  from  the banks 7

l . Y e s  2. No.

39. I f  yes, o f  w hat k ind  ? ....................................

4 0 .H o w  frequently  do  you  get those c o u n sc h n g  7

1. W h en  necessary 2. A fte r  a fixed interval .

38, Did you  think to increase  your p roduc t line 7

l .Y es  2, No.

39. I f  yes, from w here  did you  get the ideas o f  d iversification  ?

S e l f  2. B ank 3. I 'riends

4. Fam ily  5. R elatives .
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40 . I f  y o u  get the idea from  the bank , h o w  did  they p lan  to he lp  you  ?

1. P rov id ing  add itional capita l 2, S upporting  g row th

3 .G iv ing  in fo rm ation  serv ice  4. Otlicr.

■* 41. D id  you  m ove y our location  o f  business 7

1. Y es 2. No.

42. D id  you  no. o f  cus tom ers  increase ? ,

-  l .Y cs  2. No.

43. D id  y o u  vo lum e o f  sales to ex isting cu s to m er  increase ?

^ I Y es 2. N o.

44. Did you  em ploy  any  d is tr ibu tion  technique 7

1. Y es 2. No.

45. H o w  co n su m er  feel about you r  produc t/serv ice?

l . G o o d  2 .Satisfactory  3, U nsatisfactory .

46. D id  you  get any  com pla in  abou t your p roduc t from the co n su m er  7

l .Y e s  2. No.

47. D o you  need  rew o rk in g  the goods be lo rc  they arc sold 7

^  l .Y cs  2. No.

48. T h e  d am ag e  and w astage ra te .......................................

49. A rc  the physical assets  being utilized?

1. Yes 2. No.

50. U tilization rate o f  physical a s s e t s ..................................

51. A rc  the hum an  icsourccs  being  ulilized?

, 1. Y es 2. No.

52. Do you think that y o u r  p roduc t is m eeting  the need o f  the cus tom er?

l .Y es  2, No.
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53. H ave  you  b een  appr ised  for you r  p roduc t o r  business?

l . Y c s  2. No.

54. I f  yes,  w h o  appra ised?

1. C u s to m e r  2. B ank  3. I 'r iends 4. Fam ily  5. R ela tives

Y ear 1994 1995 1996 1997 1998 1999 2000 2001 2002  2003 2004  2005.

55. Sales V o lum e .

56. Profit %  on sa les .

57 .TotaI ave rage  cost.

58. N e t  profit %  on sales .

59. Arc you  th ink ing  abou t the grow th o f  the en terprise?

60. Do you  have enough  capital to m ak e  the grow th  ?

1. Y es 2. No.

61. D o y o u  have enough  techno log ica l  capability  for p rom otion  ?

I. Yes 2. No.

62. D o you  have en o u g h  physical assets  for p rom otion?

1. Yes 2. No.

63. Do you  have enough  h u m an  resources  for p rom otion?

I. Y es 2. No.

64. Do you  hav e  enough  t im e for p rom otion?

I - Y e s  2. No.

65. Do you  have organized  in fo rm ation  system  ?

l . Y c s  2. No.

66. D o you  prepare  plan and budget to control operations ?

l . Y e s ,  2. No.
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67. Did y o u  de lega te  y o u r  au thority  to em ployees  ?

l . Y e s  2. N o

68. D o you  have any  idea  lor future g ro w th /E x p an s io n  ?

1. Y es 2. No.

69. A re  y o u  actively  cons ider ing  the ideas ?

l . Y e s  2. No.

70. Did you  test the  ideas  actively  co ns ider ing  for p rom otion?

1. Y es  2. No.

71. W h a t  you  are p lann ing  for p rom otion?

7 2 .W h en  will the p lan  be irnplcnicnted?

73. W here  are  y ou  p lann ing  for to im jilem ent the p lan  ?

7 4 .W hy are y o u  p lann ing  to in troduce goods  or serv ices  ?

75. H o w  w ou ld  you  th ink that you  will have adequate  cus tom er for the product?

76. D o you  have  any  p lan  for required  rcsourccs  ?

 ̂ l .Y cs .  2 .No.

77. D o you  have  any  p lan  for required physical re.sources ?

l .Y e s  2.No,
I

yo*-* li^ve any  p lan  lo r  required  hum an  re.sources ?

1 1-Yes. 2.No,
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79. D o  y o u  hav e  any  p lan  for requ ired  financial resources  ?

l Y e s  2 .N0 .

80. Did you  p lan  for the required  ability  and co m m itm en t ?

l .Y e s  2 .N0 .

81. N o . o f  em p lo y ee  em ployed  in y o u r  organ iza tion

1.B eg in n in g ..................... 2. A t p r e s e n t .....................

82. T y p es  o f  em ployee

1.Full tim e 2. Part t im e .........................

83. No. o f  em p lo y ees

1.Full t im e ...............  2 .Part time

84. S ta tus  o f  the em p lo y ees

1. Skilled  2-Un,skillcd 3.N o . o f  em ployee

85. D o you  th ink  your  en terprise  is profitable  ?

l .Y e s  2 .N0 .

86. C an  yo u  m an ag e  y our fam ily  with the incom e from  the business ?

I. Y es 2 ,No

87. D o y o u  have any o ther  incom e source ?

l .Y es. 2 .N0

88. I f  yes.  W hat is the source ? ........................................................

89. I f  yes, percen tage o f  incom e from this e n te r p r i s e ..................................

90. D ocs  the fam ily  lias o ther ea rn ing  m em b er  ?

l .Y cs .  2 .N 0 .

91. I f  yes, H o w  m a n y ..............................

1 2 1
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Socio-cconom ic Conditions

92. D o y ou  th ink  a f te r  getting N C B ,s  serv icc  the en terprise  helped  in dev e lo p in g  y o u r  so c io ­

E co n o m ic  cond ition?

l . Y e s .  2 .N 0 .

93. I f  yes  h o w  did tiie soc io -cconom ic  cond it ion  changc?

1. H igh ly  increased  2. M odera te ly  increased  3. Increased

4. Poorly  increased  5. N o t increased

94. D id  y o u  pu rch ase  any  m o v ab le  or im m o v ab le  properly  by the en terp rise  incom e ?

l .Y e s  2 .N 0 .

95. W ha t type  o f  m o v ab le  ]Dropcrly did you?

96. W h a t  types  o f  im m ovab le  p roperty  did you  purcliasc?

97. D id  the  en terprise  increase  the con su m p tio n  level o f  the fam ily  ?

l .Y es .  2 .N0 .

98. D id  the en terprise  increase the quality  o f  food intake ?

1 - Ye s  2 .N0 .

99. D id  the en terprise  increase the v o lum e o f  food in take?

l . Y c s  2 .N0 .

100. D id  the enterprise increase  the d isposable  incom c o f  the family ?

l .Y es .  2. No.

101. D id  the en terprise  increase the educational expenses  o f  the ch ildren ?

l .Y e s  2 .N0 .

102. Did the en terprise  increase the quality  ol' food intake ?

l .Y es .  2 .N0 .

103. Do y o u  have any  savings from this en terprise?

l.Yes 2 .N0.
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A ppendix-B

Questionnaire for the NCBs' Officials.

1.N am c o f  the NCI3

2 .T h e  y ea r  o f  N C B ’s started S M E s devciopm ciU p ro g ra m ..................................

3. N a m e  o f  the person  consu lted  with .....................................

4 .D esignation  o f  the person

I . E xecu tive  O ff icer  2. B e lo w  E xecutive  Ol'ficcr 

5-No. o f  y ea rs  w o rk in g  w ith  the N C B

6. W ha t types  o f  financial serv ices  docs  the N C B  provide for S M E s p ro m o tio n ?

1. F inancia l 2. N on-H nancial

7 .W hat are the various  types o f  non-fm ancia l  serv ices  do you provide?

I .R eco rd  keep ing  2. Technical

3. A dv ice  4. O ther

8. H o w  m u ch  cred it  do  you  N C B  disburse  at a time?

9 .W h a t is the rate o f  interest on the loan d isbursed?

10. D oes  the N C B  induce the S M E  for force saving?

I. Y es 2 .N o

1 l .D o  the N C B s  pay  any in terest  to the S M E  on tiie force saving?

12 ,W h a t  do you  do in case  the benellc ia ries  canno t  pay instaUmcnt?

- 0 -
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