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ABSTRACT 

Poverty alleviation is the toughest challenge facing policy makers in 

Bangladesh. This is one of the poorest countries on earth . The majority of the 

rural people are desperately poor. The landless peasants and the marginal 

farmers live in grinding poverty. They are hungry, nearly naked and virtually 

homeless. They are illiterate and suffer from high morbidity and mortality. They 

have short expectations of life . They are socially degraded and politically 

powerless. They deserve the nation's full attention and help. 

National and international development agencies have already dedicated 

much effort to develop the economy of Bangladesh. After nearly three decades of 

development activity, Bangladesh has shown remarkable ability to make use of 

the scant resources. Compared to the situation in 1965, Bangladesh has tripled 

food production . The fertility rate has fallen by half; the literacy rate has gone up 

by more than 200 percent and the school enrollment has picked up dramatically. 

The death rate has declined by more than half and the expectancy of life has 

improved significantly. Despite all these, there are still a very large number of 

people living in abject poverty. 

The fruits of development did not reach the poor. Early emphasis on 

agricultural development did increase food production , but the benefit of this so

called green revolution mainly accrued to the rich landlords. The infusion of 

capital in the rural areas through rural development programmes also increased 

wealth and income. Again , this mainly went to the rich and influential rural elite . 

An emerging theme in development literature is that poverty alleviation is 

not the same as agricultural or rural development in the face of structural bias in 

favour of the rich and the powerful. Resources that are meant to go to the poor 

end up in the hands of the relatively rich . A new set of institutions must be 

designed to address the poor exclusively. 

This research began with the above theme. We conducted fieldwork in 

rural Noakhali. But as we began to gather primary data, many of our 

presuppositions began to crumble. As we began to analyse the data, our 
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presuppositions broke down more thoroughly. We are now in a race to ca tch up 

with reality. 

We are now convinced that the institutional framework to deliver and 

recover credit in the rural areas is not able to accomplish the job of poverty 

alleviation. The biggest crisis is that the institutional credit agencies are unable to 

recover the credit and hence can not continue to infuse fresh capital. This occurs 

because a class of powerful rural elite, with an 'entente cordial' with some 

executives of credit agencies, manages to take the capital and to keep it forever 

It is capital transfer in the guise of credit. The institutional bias in favour of this 

unintended transfer of wealth can not be removed without reforming the very 

structure of institutions. 

There are proven ways to escape the current predicament and make 

progress. The goals, approaches and orientations of the institutional agencies 

must undergo a fundamental change. Grameen Bank rightfully deserves 

recognition for having discovered a formula to reach the poor without taking the 

risk of unintended accumulation of overdue. The institutions must design poverty 

alleviation programmes exclusively meant for the poor. 

There must be some tool to keep the plunderers out. For this purpose, we 

strongly recommend the introduction and use of an Identity-cum-Monitoring 

Card. This will be a device to identify any applicant for credit. It will ensure that 

the applicant has a clean record of repayment and is eligible for special purpose 

credit. We then suggest that the institutions take up a new orientation by training 

the employees for customer service. The employees must recognise that the sole 

rationale for the existence of the institutions is to serve the needs of the 

customers. 

The government is facing a really dilemma. On the one hand, it must strive 

to deliver the badly needed capita l by pushing the credit. This push is 

inconsistent with a drive to recover credit. On the other hand, it must seek to 

recover the credit unless it wants to permanently bear the huge burden of 

unintended transfer of wealth. We think that a serious research is needed to 

identify options to separate the credit from the subsidy. On the one hand, the 
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government needs to provide subsidies to certain deserving candidates. It is 

necessary to determine the exact form of the subsidy as well as the reasonable 

extent of it. On the other hand. the government must also devise a programme to 

develop a healthy credit market. That credit market would deliver credit as 

needed but it will also recover it duly. It should be healthy enough for the private 

sector to undertake the job of offering and recovering credit on sound commercial 

principles . 

We hope that the findings of this research will induce the policy makers to 

take a fresh look at the prevailing structure of institutional credit delivery in the 

rural areas of Bangladesh. The poor are in desperate conditions. The nation can 

not wait too long to find an effective way to reach them. Nor is it possible to 

continue the present burden of unintended wealth transfer. With a reform of the 

institutional credit. we can hope to see the end of poverty as well as an end of 

unintended wealth transfer. 

xviii 

• 

Dhaka University Institutional Repository



CHAPTER I 

INTRODUCTION 

A. STATEMENT OF THE PROBLEM 

A.1 The Challenge of Poverty Alleviation 

The persistence of abject poverty among the majority of the rural people in Bangladesh 

remains the biggest challenge for the nation. The misery, indignity and hopelessness of the poor 

call for urgent and dedicated efforts to understand the nature of the problem and to undertake 

helpful actions. 

After the devastation of the war of independence in 1971, much work has been done for 

the development of the economy. Rural development programmes did bring about noticeable 

development in agricultural production as well as rural infrastructure. Bangladesh did achieve 

what is known as Green Revolution . But the benefit mainly went to the class of landlords. This 

means that rural development was not the same as poverty alleviation. 

Poverty alleviation remained a top priority in development pol icy. Sadly, the benefit of 

development did not reach the rural poor in any significant degree. Poverty remains with us. The 

challenge of poverty alleviation remains as daunting as ever despite the dedicated work of 

development agencies over the quarter century after independence. 

A.2 Role of Credit in Poverty Alleviation 

The role of credit as a critically important tool in poverty alleviation has not been fully 

recognised in the development literature. Exemplary work done by Grameen Bank and several .... ' 
other agencies have shown the importance of credit in poverty alleviation. But much remains to 

be learned and done in this respect. The literature review in the next chapter shows that the 

current understanding of the nature of credit and its impact on poverty alleviation remains unclear 

and incomplete. 
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A.3. Focusing on Institutional Credit Delivery Mechanism 

This study begins with the assumption that poverty alleviation is a major goal of 

development policy and that institutional credit must playa decisive role in reaching the goal. We 

focus on the details of the mechanism to deliver institutional credit to the rural poor. The 

government and development agencies can bring about many desired changes to improve the 

situation greatly. However, significant gaps in knowledge regarding the linkage between credit 

and poverty alleviation and the institutional capacity to deliver and recover credit impede the 

progress towards poverty alleviation. 

A.4. The Nature of the Problem: 

Traditional agriculture dominates the rural economy of Bangladesh. Over 80 percent of 

the people live in the rural areas. The factors responsible for rural poverty are the widespread 

under and unemployment and the low wage prevalent in the rural areas. Creation of employment 

opportunities remains a major tool to attack the root of poverty. 

Half of the rural people are landless and a quarter of them finds it hard to live from the 

produce of their marginal farms. This implies that three·fourths of the rural people are desperately 

poor. 

Among all the sectors, agriculture is the largest one occupying three-fifths of the 

employed labour force. Nearly half of the country 's out-put is derived from this sector. It includes 

the production activities of four sub-sectors, viz., Crops, Livestock, Forestry and Fishery. In fact, 

agriculture means the traditional mode of rural life. Land is the main productive asset as well as 

the source of power and prestige. Nevertheless, land distribution is highly skewed. This lies at the 

root of severe inequality in economic, political and social resources of the rural people. 

"Between 1960 to 1984, the average farm size declined from 1.34 ha to 0.91 ha. The 

proportion of small farmers (under one hal increased from 52 percent in 1960 to 70 percent in 

1984. Many of these farmers now have to supplement their income through wage labour. ( I 1). 

According to the Agricultural census 1983/84, about 56.6 percent of the rural households 

are effectively landless, 8.7 percent owning neither homesteads nor cultivable land , 19.6 percent 
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having homesteads but not cultivable land and 28.2 percent owing homesteads and upto 0.2 ha 

of land. fI 2) Landlessness is rapidly increasing due to population growth, river erosion, socio

economic factor and political reasons . 

The inegalitarian distribution of land allows the large farmers to dominate over the poor 

small farmers. Since the poor are unorganised, the rich exploit them through below subsistence 

wages for labour and below-cost prices for their products. The result is that the poor become 

poorer. According to 1985-86 Household Expenditure Survey, 51 percent of the .rural population 

live below the poverty line. Their income is insufficient to meet the minimum nutrition need (2212 

calories/day/person). (31 

To alleviate poverty, the rural poor must have access to capital, both physical and 

human. Land is the principal physical capital and the poor do not have enough of it. Given the 

high density of population, there is no option available to increase the amount of land. Land 

reform is not politically feasible . Then the alternative is to look for physical capital outside 

traditional agriculture. The poor must be able to acquire the tools of non-farm trade. They must 

also gain the skill needed to operate in new professions in the non-farm sectors. Access to credit 

is critical for that purpose, since they do not have it from their own savings. 

The two main sources of credit in the rural areas are institutional and non-institutional. 

Non-institutional credit is a euphemism for usury practised by moneylenders and loan sharks, 

except that friends and relatives may offer a small fraction of badly needed loans for short 

periods, usually without interest. Still now, many rural people are dependent on non-institutional 

source of credit despite the very high cost. Therefore, the informa l cred it instead of being a help 

to the poor becomes a burden on them. They need institutional credit at reasonable interest. 

Though this problem was identified, no effective plan of action has been devised to restructure 

the banking and credit polices for safeguarding the interest of the poor. 

In the past, the decision-makers equated rural credit with agricultura l credit. The result 

was the effective exclusion of the landless and the marginal farmers . It is known that the benefit 

of green revolution mainly went to the richer farmers. This was bolstered by institutional credit to 

3 
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finance agricultural development. Therefore, the policies did not serve the interest of the poor 

who must rely on non-land resources. 

The government found it difficult to quantify the volume of credit needs. That is why the 

Second Five-Year Plan did not specify the quantity of credit need. The credit target was shown as 

a share of agricultural credit in total advances. 

In 1979/80, the total agricultural credit provided by the scheduled banks was Tk 318 

crores. Actual disbursement was far lower at Tk. 272 crores which was only 12.4 percent of the 

total volume of Tk. 2564 crores. ('). However, the First Five year Plan (FFYP) estimated the 

credit need for the rural poor at Tk. 365 crores. Of this amount, 70 percent was shown as short

term and the rest as medium and long-term credit. The Planning Commission's documents further 

revealed that in the Two Year Plan period (TYP), the estimated credit was Tk. 921 crores. From 

that amount, Tk. 491 crores were earmarked for the year 1979/80 only . Out of this amount, over 

83 percent were specified as short-term loan and the rest for the medium and long-term loans. 

"The joint review of agricultural credit made by the Government of Bangladesh and the 

World Bank (GOB/IDA) estimated credit requirement to be Tk. 1650 crores by the end of TFYP 

(1990). (15) The TFYP set the requirement of credit to Tk. 2483 crores by the end of 1990. It was 

50 percent higher than the estimate made in the Joint Review. 

Usually the estimates of the rural credit needs were of ad /lOG nature. The Government 

generally considered the targeted production for a particular period of time in estimating the credit 

requirement. On the other hand, a borrower's decision to receive loans depends on his personal 

assessment of the probable return from the future investment. He considers timely availability of 

loan, its direct and indirect costs and the procedural readiness of document. Government 

estimates of credit need do not take account of these factors. 

From supply side, it appeared from government document that the flow of institutional 

credit increased more than 35 times from Tk 32.5 crores in 1970-71 to Tk. 1150 crores in 1984-

85. The volume of credit increased about eleven times from 1976-77 to 1984-85. In 1976-77, the 

amount was Tk. 1060.3 million. However, in 1984-85, it rose to Tk. 11498.4 million. The credit 

amount disbursed during 1986 to 1990 were Tk. 1024.85, Tk . 113.05, Tk. 686.46 and Tk. 686.78 
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million respectively. Supply of credit decreased sharply in 1989 and 1990 compared to 1987 and 

1988 respectively (1 6) 

The slow recovery of outstanding loans squeezed the recycling capacity of the lending 

agencies. The situation has reached a state of cris is. There is an urgent need to examine the 

cause of this situation and to search for rescue options. 

B. OBJECTIVE, SCOPE AND LIMITATIONS OF THE STUDY 

B.1 Objectives 

The objective of the present study is to examine the operational efficiency of the 

institutional credit agencies in contrast to the role of informal credit market in rural Bangladesh . 

There is a good number of credit institutions in the government or non-government sectors in the 

country. The government agencies have not shown substantial achievement in the overall socio

economic development of the poor. Indeed, government agencies have transferred resources to 

the rich and the powerful. The borrowers from that class have largely failed to repay the loans. 

There is a serious gap in objectively documented knowledge about this situation . 

In view of the above, the main objective of the study is to critically examine the prevailing 

credit delivery mechanism of different institutional agencies, vis a vis rural development 

programmes and to suggest means of efficient management for both credit delivery and rural 

development agencies. The specific objectives of the study are: 

1. To examine the evolution of institutional credit; 

2. To assess the accessibility and impact of institutional credit; 

3. To identify factors underlying the repayment performance of the borrowers; 

4. To discover options to improve the credit delivery and recovery performance. 

5. To suggest modifications in the rural credit delivery and recovery mechanism to 

strengthen poverty alleviation programmes. 
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B.2 Scope 

A full and thorough implementation of the objectives of the study would entail a very wide 

scope. Practical considerations of time and resource compelled us to restrict the scope of the 

study. 

The issues related to institutional credit are wide. but we delimited the scope of the study 

in order to focus on ly on a selected set of major issues. Our central concern is with the 

repayment behaviour of debtors. Though we covered the evolution of credit institutions and 

examined the accessibi lity and impact of institutional credit, these issues were not central to our 

study. 

We delimited the study geographically by focusing only on the rural areas of Noakhali 

district. In relevant respects. the study area is representative of rural Bangladesh. 

No attempt was made to isolate the urban character of certain parts of the study area 

such as Noakhali Pourashava since we focused only on the rural aspect. 

The issues of economic development in general and rural development in particular were 

touched upon to set the perspective only . A greater detail would surely help in many areas of 

exposition, but we had to leave them out. 

B.3 Limitations 

The two major limitations of the study are as fo llows: First, the study sample was not 

designed to be representative of the borrower population at large, but to concentrate on the 

institutional borrowers. Though we found general evidence of the wide accessibility of institutional 

credit, we recognise that it is possibly upwardly biased. We have also skipped in-depth analysis 

of non-institutional credit because it is no longer critical. 

The second major limitation of the study is that we did not spell out the full range of 

implications of the discriminant analysis of repayment behaviour. In particular. we did not 

undertake a detailed examination of the factors that enhance repayment performance. Hopefully . 

these factors will continue to keep a base level of credit repayment. Our concern was with the 

factors that impeded repayment. because we wanted to see if something could be done to 

remove the obstacles to prompt and full repayment. 
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C. METHODOLOGY 

To achieve the objectives of the study, relevant data and information were collected both 

from primary and secondary sources. The data so collected were tabulated , analysed and 

interpreted with the use of standard statistical tools. Discriminant analysis was applied to study 

the repayment behaviour of the loanees. 

C.1 Sampling Plan for Primary Data 

The study was conducted in all rural thanas of Noakhali district. This district consists of 6 

thanas, 79 union Parishads and 1,019 villages. Out of all the thanas, 50 unions were selected. 

From 50 unions, 250 respondents were selected randomly for the study. They were carefully 

interviewed. Their responses were examined for further verification. 

Apart from that, the Chairmen and Members of the Union Parishad, Managers and Field 

Assistants of the respective local banks, officials of Co-operative Department and BRDB office, 

Block Supervisors of Agricultural Extension Department, local leaders and activists of NGOs were 

interviewed in depth. 

Realising that a sizeable number of respondents may be illiterate, the interview schedule 

was carefully planned and employed to collect information from them. Based on information 

gathered from the secondary source, discussion with the field level officials and villagers were 

used to design a draft questionnaire. Then it was pretested with 50 vi llagers spread over 30 

villages of six thanas of the district. Next, it was edited, modified and finalised. Appendix -3 

presents the final questionnaire. 

The questionnaire contained three major parts. Part I consists of basic information 

relating to name, address, rel igion, educational qualification, number of family members, their 

occupations, size of land hold ings and their ownership pattern , annual income and expenditure, 

etc. to identify the socio-economic characteristics of the respondents. 

Part II covered information on credit, its source, purpose, requirement, total earnings, 

total debt, repayment et cetera in order to examine the nature of credit delivery and repayment. 
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In Part II I respondents furnished information on social status, educational and health 

facilities, availability of credit both in formal and informal sources and respondents ' awareness of 

rural development programs. In this part, the type of relation the respondents maintained with the 

lending agencies and the government officials was also examined to ascertain the pattern of 

infiuence. 

The author administered all the schedules personal ly. We examined the information 

collected from the respondents for completeness and internal consistency. After that, discussions 

were held in group-meetings to check the perceptions of the respondents. In a number of cases, 

the concerned official agencies were asked to verify the facts relating to credit disbursement, 

outstanding indebtedness and repayment. The officials were asked to offer their own views. As a 

test case, some of the respondents and officials were revisited after a gap of about three months 

to understand the impact of credit delivered to the borrowers. 

C,2 Use of Secondary Data 

In order to supplement the study, information were collected from secondary sources. 

These include /o.1inistry of Fin2.(lce, Planning Commi~sion , Ministry of Local Government and 
.. .. 

Rural Development (LGRD) and Co-operatives, B.B, BKB, RKUB, NCBs, BRDB, DAN IDA, GB, 
- -

NGOs, co-operative societies, etc. Apart from that, relevant references were taken from relevant 

journals, study reports (published and unpublished), official circulars and printed materials of 

different government and non-government establishments. 

C.3 Tools and Techniques 

The tools and techniques used for data collection from selected organisations and 

institutions include structured questionnaires , interview schedules and other instruments. In 

addition, opinions and observations of experts , academicians, political leaders and top policy 

planners of relevant fields were taken into consideration to supplement the study. 
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D. PRESENTATION PLAN 

After introducing the study in Chapter I, we trace the historical background of economy 

and society in rural Bangladesh in Chapter II. We review the relevant literature to assess the 

current level of knowledge about institutional credit in the rural economy. We then study the 

historical evolution of institu tional credit. 

Chapter III is the main body of this study. It describes the study area, looks at the socio· 

economic characteristics of the people and the development activities going on around them. We 

present our findings on the availability and disbursement of institutional credit in the study area 

and present an assessment of the impact of institutional credit. 

In Chapter IV, we apply an econometric method to analyse the observed non-repayment 

behaviour of the study sample. We examine the failure of credit recovery in the study area. 

Chapter V presents the conclusions and spells out the policy implications. 
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CHAPTER II 

A REVIEW OF INSTITUTIONAL CREDIT DELIVERY 

IN RURAL BANGLADESH 

A. ECONOMIC AND SOCIAL BACKGROUND OF BANGLADESH 

A.1 Geographic Base of Economy: 

Bangladesh is located in the Gangetic delta on the mouth of the Bay of Bengal. Much of 

the territory is a floodplain . II is one of the most naturally fertile tracts of land in the world . It is also 

the most densely populated rural habitat in the world . except for the Island of Java. The area of 

the country is 147.570 sq. kms. The population is about 114 million (Mid 1991). It ranks as the 

world's eighth and Asia's fifth most popu lous country with a density of 793 persons per sq. km. 

(2.1) It has 4,401 unions and 119 municipalities. (2.2} 

A.2 Political and Social Landscape: 

The fert ile land provided easy living for the people until the onset of industrial revolution 

in Europe in the mid-eighteenth century. Bangladesh was one of the most prosperous countries in 

the era of traditional agriculture . Foreigners lusting after her stores of grain repeated ly invaded 

her. But Bang ladesh is now one of the poorest countries in the world. At present. the per capita 

income is $ 283 in the country. According to national income estimates, the per capita income 

grew at an annual average rate of 1.8 percent over 1974-1990. 

There is an acute income disparity. Roughly, 80 percent of total population earned below 

the national average of wh ich 40 percent earned less than taka 350 per month. Most of those are 

unemployed and insolvent. {231. 

Why has Bangladesh fallen behind others in economic development? On the one hand, 

much of the rest of the world took advantage of industrialisation while Bangladesh remained 

essentially captives to an era of traditional agriculture. Agrarian people lacked both the 
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experience and the spirit of industrial and commercial enterprise. Except for traditional cottage 

industries that have long become obsolete, industrial technology was slow to arrive. When it 

came, it did so at the behest of foreigners. 

On the other hand, there has been a popu lation explosion in Bangladesh since the end of 

the Second World War, with a sudden decline in the death rate. The vast increase in population 

simply could not be absorbed in traditional agriculture . As has been demonstrated around the 

world, economic development based on industrialisation means that the population at large 

moves out of agriculture into urbanised industrial and service sectors. The growth occurs 

primarily in the non-farm sector. Bangladesh has only recently embarked on industrialisation. It 

has yet to create jobs for all adult people. 

To understand why rural Bangladesh remains so poor, we need to consider two major 

aspects of the rural life. Tradi tional agrarian societies are stratified . Some people have more 

power, prestige, and wealth by virtue of military connections, because such societies are 

inevitably ruled by the power of musclemen. However, Bangladesh was remarkably free from 

extreme forms of rural inequity until the British rulers introduced the system of Permanent 

Settlement in 1793. Before that time, a committee of rural elite allocated the cu ltivable land 

periodically for a short term, while the land belonged to the sovereign (or the nation). The right to 

use land was periodically changed in view of the needs of the people, the size of the family and 

ability to make use of the land. However, permanent settlement permanently settled the current 

occupants and privati sed land ownership. Tax collectors were given enormous powers, which 

they abused to evict families from their only source of income. It also resulted in sharp inequality 

in terms of landholdings. The process of landlessness and inequality that began in 1793 

continued for more than two centuries. By now, most rural fam ilies are landless or have only 

marginal amounts of land. Those are the most desperately poor. 

The sharp inequality in political power, economic wealth and social prestige increased 

with the onset of a green revolution that began with the arrival of international aid in the 1970's. 

The rural elite, which also took advantage of opportun ities to migrate to the cities, established an 

'entente cordial' with development agencies and lending institutions. Resources for development 
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