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Abstract

Micro-credit has been found the most imporiant tool for fighting wig
paverty through development of income generating activities among the
poor, whe de not qualify for bank loans under the traditional banking
system, In 1983, Grameen Bank in Bangladesh revolutionized a new
banking concept on the fact that credit is a basic human right; poor
people must guulify for credits despite thetr financial and socinl status
At present, Grameen Bank, which mainly targets the riral women, 15 the
most successful micro-credit institution in the world. Commercial bans
in Bungladesh have also been engaged in micro-credil programs aimed
al poverty alleviation. However, their success rates in these programs
seem unsatisfactory. The study is intended 1o identify success factors of
Grameen Bank, and assess the micro-credit programs of Bungladesk
commercial banks

1. INTRODUCTION

Micro-credit allows the poor o have access to lending institutions to
borrow at bank rates, und stari their own small business. In 1978,
Mubammad Yunus, o Bangladeshi economics professor first tried the
targeted credit programs through an experimental project to test the
credit worthiness ol the poor without any physical collateral. He became
successful in developing a micro-credit model in which group collatesal
substituted physical collateral. Finally, Grameen Bank was founded s a
specialized bank in 1983, Currenily, Grameen Bank is the largest rural
finance institution in Bangludesh. 1t has more than 2.3 million bormwen,
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04 percant of whom are warnen. In 199, Grameen Bank's coniribution
alane 10 GOT was 1.10% (Crameen Hank 1999).

Since 1960, Bangladeshi commercinl bonks have been engeged in
micro-credit progmms tnrgeted for the rural poor, malnly waomen,
Although their micro-credil programs are performing better than thals

large-scale projects, micro-credit programe seem unsuccesslul a4 in the
epse of Grameen Bank.

The study is intended 1o understind (he concept of micto-credit model of
Grameen Bank, evuluste micro-credit programs of swome selected
Bangladeshi commarcial banks, identily the success luctors of Grameen
Bank, and explore the possibiliies of replication of Grameen Bank's
micro-credit model in the commercinl banks.

2, RESEARCH METHODOLOGY
Data collection

Al present, 35 banks mre operating In Bangladesh, These may be
calégorized into 4 wypes (numbers are given in purenthesas):
nationalized commercinl banks {(2), private commercinl banks (19),
foreign banks (10), and specialized banks {4), As foreign binks and
private banks are dut of the scope of the study, they have been excluded
from the sample. From amony the nationalized commercial banks, Jannt
Bank hag been excluded from consideration, as its micro-credil programs
are similar to that of Sonali Bunk. In the category of specialized banks,
RAKUB has been excluded from the snmple as §t focuses on o specific
region (Rajshahi) of the country. In fine, Sonull Bank (us nationalized
commercial bank) and BASIC and BKB (as specialized bank) have been
chonen as sample units for the sludy, The study draws most of its dats
from secondary sources, Dais was collected in between December 1999
and January 2001

Analysis

Both guantitative and qualitotive anafyses were done on the findings. The
quantitative analysis included deposit mobilizaton (loan disbursement),
coverage, recovery rate, profitability, and share in micro-credit programs,
Qualitative anilysis, on the other hand, was based on dependence on
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NOOVInternational donot agencles, the loan deciilon process, and
imvolvement In socinl development progrums, For each ol the shove
criterih, banks have been ranked on w | 10 4 scale. The gualimbive
ranking was based on persunal judgment. Finally, an overll finding has
been drawn combining the positions of each hank based on both the
quantitative and qualimive eritena.

Previons Research and the Study

Several studies have been conducied to compare Grameen Bank, NGOs
and micro-fimance institutions’  (MFls) micro-credit acrivities in
developing comntries, One of the key success [actors of NGOs und other
MFls appears to be the introduction of a social mechanism that lowers
transaction costs (Yaron 1994; Stiglitz 1990). Iis absence calls for the
formal sector finms fo adopt the same in their lending strategy. instead of
being intervened by the govemment in the form of providing cheap ind
politicized credit to rural customers (Workd Bank 1994),

Commerciglization of Grameen Bank's micro-credit model may
minimize the social cost for the poor by way of overcoming the problem
of market imperfection, The previous studies, however, ignored locusing
on the possibilitles of inroducing Grameéen Bank-type micro-credit
model (collateral-free) in Bangladeshi (or similar) commercial bunks,
The current study provides an opportunity 10 compare Grameen Bank's
micro-credit activities 10 that of commetcial banks in Bangladech, and

prvide recommendations for improving their positions based on the
lessons lenmt from Grameen Bank operations.

3. GRAMEEN BANK

Founded in 1983, Grameen Bank currently operntes in 39,346 villages
through its 1,140 branches in Bangladésh. 75% ownership in the bank i
held by the poor while the rest remains with the Bangladesh government.
The bank has a total of 12850 emplayees (s of 1998).  As of December
1999, Grameen Bank serves 2,352 867 people in Bangladesh. The hank
charges 20% rate of intecest per annum. In the year of 1998, the bank
earned a net profit (before tax) of Tk, 62.60 million'. As of December

"M refemn to the Bangiadeshi currency Taka. As of 1008, 1 LSS = Tk 4450
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1999, ity recovery tale stands af 9LOGS (Appendiz ) Geimeéen Bank™s
collateral-free micro-credil has been replicatod In many countries in the
world,

The Grameen Bank Micro-Credii Model
The Grameen Bank micr-credit medel has been shown in Figure 1.

Figure 1: Grameen Bank's Micre-Credit Model
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Grameen Bank's llexible otganizstionsl structure allows he bormowers
(identificd as bank members) participate in the loan decision process. lis
growp approach of 5 like.minded mombers (and 1he “comter” concep!
where weekly mectings are held, and all wanisctions take place) ®
largeind credil slong with sirict mbniloring and supervision of pmjects
makes the micro-crednt programs 8 success. The bank has a well-trained
and dedicated work force; they are glven snough authority to fix term
and conditions of loas agreemonts in fitld opertions. They are highly
motivaled in serving the rural pooe.

Grameen Bank programs are of two typeo ecomomic developmens
programs and social development programs, The cooaomic development
progrims are meant 10 provide financial secimity 1o the poor in case of
unprecodented evenis. These include group fund, emergoncy (und,
special savings fund, and children’s welfare fond. The wocial
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developiment progrims inclide workshop, center school program, and
supplies and skill training.

40 Micro-Credit Programs - Bangladeshl Commercial
Banks' Experfence

41 Sonali Bank

Sonali Bank, the largest state-owned commercial hank in Bangladeah,
was established in 1972, As of March 1999, the bank has 1,311 branches
(427 in urban arcas, 834 in raral arcas) tn the country, while 7 branches
are functioning outside Bangladesh (6 m UK, 1 in Indiak As of
December 1998, the bank has a paid-up capitul of Tk, 3,272 million,
Sonali Bank had a vol of 26,125 (officer; 11.629, swmff: 14.496)
manpower by the end of 1998,

Sonali Bank's activities include deposit mobilization and funding
productive and priority sectars- crop and agro-based sub-sectors. For its
micro-credit programs, the bank follows the group approach, which
stands 25 a guaranize far the collateral-free credit. Compare to other
banks, groups formed in Sonali Bank's micro-credit programs are of
larger size (5-20 members). The bank charges 10%-12% interest mies
with a loan ceiling between Tk. 10,000 and Tk. 15,000, Barmowers repay
the loans through installments within 1 year (sometimes, 2 years),
Beneficiaries' suggestions are nol valued in the loan decision process,
The bank is dependent an Partner Organizations (NGOs and international
donor agencies), for funding and providing technical assistance to run its
14 on-going micto-credit progrums in the country, It eamed a prafit
(before tax) of Tk. 105358 million in the year of 1998. The bank's
recovery rale in micro-credit programs stands at 88.94% (as of June
1998). However, Sopali Bank's micto-credit programs are not well
organized, Lack of proper training along with lengthy process of loan
decisions and inadequate supervision prevents the bank utilize its funds
more efficiently.

42 Bangiadesh Krishi Bank (BKD)

isublished in 1973, BKB Is o 100% government owned specialized
bank 1 in agriculture financing. As of March 1999, the bank had a
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BEI's activithes Incloile depdalt mdbilizhtion and fdnding ctive
and priovify sectom erop ot agrichised subAetine, dach s wrp.,
Yvestock, poultry farm, lishery, ondd e Toan, Like othet Barky, BEKR o
fullows the group spprosch of micro-credit pro iFIIml., which stands s a
guaranice for the collatert-froe credit, The bank 1 gdts the I less dnd
masginal rural formens. It charges 10°8-12% interest rates (flal) or 1015
167 teducing bakinde intertst fir s micro-credits, fhe masimom loan
st beitig T 10,000 per perian, Lbans are repiyatle ot 50 equal weekly
installments. The bank's micoieredit progrims  do ' not - sllow

participation by the borrowers inﬂ:hmdnhm process, and are
hiihly d:prmltnl. lp'n_ Panner, {'.Ilprllnwip[n Out of total 17 micro-credit
programs, only 4 Heell Rest of the programs
Is . colluborativa ,Irll:h Hﬁ uuﬂ inlm!imhl donte. sgenches, which
provide fund and technicul assistance to-the bank. BXB incurred 1 net
Jos of Tk 2,062 million in the year of 1998. The bank's recovery e in
micro-credil programs stands at 71.58% (is of June 1998), which s not
satigfactory. Lengthy loan decision progess and imdequate supervigion
result In m.t:'l:l}n-r pnfurmn;: in the micro-credit programs.

43 Hnlt ul' Small Industries nned Enmmnrtn Bangladesh
I,.Imlhd{mq .

'Eitiﬂlrﬂind O, IthEIE'i: a lﬂﬁ government awned scheduled
bank! At the ' end of 1598, the bank had ‘n paid'up capital of Tk, 160
million. At present, it bas 22 branches and 368 employees. The bank has
a policy of pmvming 50% of i fund 1o small scale and cottage

WE‘“ LF ail juskla = o2 T EF Frw i

Like other banks, BASIC's activities iinclude deposit mobilization and
fumdimg the pridrity sector smull and cottuge industry. The bank targets
the urban poor who earn Tess than Th. 5,000 per month for its 4 on-going
'micro-credii progmms. The progmms are conducted through 3 modes:
BHEIC-HW benefictary, BASIC-bencficlary with NGO u.rpﬂvhm
and: BASIC-beneficiary, withoul NGO supervision, BASIC's loan size
vanesfrom Th. 2,000 10-Th (15,000 per person. It charges the murket rate
of ierest for its credits. Loans ire repaysble i equal Instalimeits within
2 years. For manitoring and superviking prajects, the bank is dependent
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an NOOs 10 somte extent, BASIC eamed & profit (before we) of Th 227
million in the year of 1998, Ax of June 1999, the sverge recovery mie in
micro-gredit programs wits 97%, the highest being 105, and the Jowes
7%, Howevet, lack of wtall training in serving the ruml poor and
absence of rural hranches prevent the bank undertake = number of
projects under it micro-credit schemes.

50  THE FINDINGS

1) BASIC has been found 1he most profitable (in teems of return on
total asselx) among the 4 selected banks; while BKB was found

incurming substantial losses (Table 1),
Tahle 1
Manks' return on fotal ssets (before tux) 1997-98
(figures in Tk million)
Mame ol the Dank | Aversge pralii Average Return ot | Rank
hoas) 199750 Podnl mesets | fodsl wasels
199198 (%)
" Cameen Bank 54 19435 304 2
Sapatl Hank 16 745 169,566 0.2087 3
NI {1 J01]) 4557 - ]
BASIC 199 A4 580 Lo i

Sewren: Activinied of Banks aned Finonciaf Inrituiees P89, Minuery of Fizsnce,

2) Gmmeen Bank provides neurly half (47.39%) of the entire micro-
eredit loans o the poor in Bangladesh. NGOs play more important
mle (25.89%) than commercial banks in micro-credit activities
(Table 2}

Tabhe 2 ]
Disbursement of Credil for Paverty Alleviation by MFls, fanks and Government
Organlratinn
(Aa of June 1999
Diebiyrsement {cusmnbativel in The | Percomtage
milllina
M}mim 1 (i 4l 1.7
NCHOw M 4y
Hanas L IRa?
Graingen Hash V7000 an
o o 900
Saristies IR, irmmern Hawd, wed Maisry of Finance, Danghadeih
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1) Gmmeen Bank ix the mowt efficlent in deposit  mobilization
(L1605 Among the three selecied commercial banks, BEKR
mobilizes i1s deposi tn the most eflicient way (H0.57%) BASIC's
deposil mobilization rate is very low (Table 1),

Tahis 3 1
lhp-ltnuhllulhih hanks for micru-credil programs (es of Deceviber | 9990
Afgures in The millinn)
Name of (he Nank Depmit | Dishwrsement [epanit Mank
mwrlsdbleatlvn
(%]

Sanadi Hank 142,795 18,197 50 184S 1
THE 20,350 5,930 W5 ;
| BASIC 4,509 1,21 iR 4
Total 177484 3249131 - =
Ciramezn fank ST 188348539 BN |
Source! Acuivities of Fands owd Fimanciol lnairutiond 799599, Minntey of Fian

Bangladesh: nind Annusl Reports (1997-08 & [9958-00) of the concerned baslks

4) As of June 1998, BASIC's recovery rate has been found the most
satisfactory (98%) in micro-credit programs, followed by Grameen
Bank (945) and Sonall Bank (HR.94%). BKB's recovery mite hos
been found unsatisfaciory (71.58%) (Appendices 3 and 4).

§) Among the 4 selected banks, Sonali Bank serves the highesm
beneficinries (220 per employee) through lis micro-credit programa.
BKB, on the other hand, serves the least beneficinries {Table 41,

Tabile 4
of mbcro-credil progroms (g8 of December 1990)
ame ofthe Bank | No of | Na.of Noof | Ramk
Employres beneliciaries benellclario
per empluyre
Gramecn Rank (RS pATTET)) E ?
%H_u._lq 1,15 5,74501]
i1A72 p E 11!
M _ML.Hn
'% SHE13 I.HL'?“ ™

Source: Activinies of famis and Financial Insttios JOUR.09, Minkiry of Finance. mm
Baagladeat; snd Micro-cvodd Hamdours of the conmernmd baals

6) Grameen Bank depends on international donor agencies for sources
of funds only. BKB Is highly dependent on both NGOs snd danor
agencies for both sources of fund und supervising micro-credil
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(2h weeks). Sonali Bag)
ils 1o have. significan

authorty, over loan, desisians.. Bosides, Grameen Bank welcomes

suggestigns, from jis mm [(barrowers) xo. as 0 improve. the
viability of any projects. features are absent in Sonali Hank,
KB and BASIC's lgan decision process (Tahle.6),
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%) Sonali Bank and Hlﬂ]- perform well (recovery rate ubove 0% and
100%, respectivaly) in those donor-nssisted projects, whicl are
supetvised by BRDE' or other similar agerzies (i the ather hand,
recovery rte of those donor-assinted/NGO- quppl!lﬂﬂf pmj.ﬂ:l:l'l. which
are supervised by the hanks* officials only, are quite unsalisficiory

(recavery rate lesshun 60% and TEFF mwﬂlu[y} {H-WII‘I‘IIIE-H 5
and 6),

10) BASIC performs very well (recovery rate! TN vweltien the fosin. is
disbursed 10 NGODs, which pgain lend the amouni in the
o baneficiaries Onlihe! othet hand, performinee I8 net sitisfactony
vilprfagh' (recoviery mie 776 when' BABIC dishurses loans 1o (e
(41 beneficiaries | firsty7 dod ihdn - NOOs supervise the  project
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Grameen Dunk has been the mosl sucoesslul in microeredit programs
umong b selocted bunks (Table 9), [ulim*u! by Semali Bank and
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BASIC, respectively. Howover, IARIC seoves the poor on o Hinited
sonle. Among the 4 selpcied banks, KR has heen the Ieast successul iy

ercred i) progTinT
i—° Tobbe ¥ -
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5.2 Discussion on findings

BASIC, hy targeting the wrban poor 1o a limited scule, empoys e
wdvantage of low credit delivery cosm, which in tam, results in higher
profit. Crameen Bank has been making less profit {in terms of ol
ussets) thun BASIC. This may be caused by higher credit delivery coss
in the miral areis. Close monitoring and supervision require substantial
investment in human resources and logistics suppart. However, BANIC
overwhelming swccess in micro-credit programs does not necessanly
mean that urban aress provide more opportunities than that of rral ares.
Rather, the bank’s ¢lose monitoring and supervision of the projct,
which are operaled in a very limited scale, contnbute % such escellent

performance.

Sonali Bank’s profitsbility is not satisfactory, which might be the nesult
of high fixed cost of labor (ax of December 1998, 1otal employee wa
20,125, rwice as much as other banks). BKB most probubly has beey
suffering from the low mecovery mie on loans granted and high fised
oot such as over-munaing. Strong frde wmion and huresucracy along
with desmotivited work force prevent the bank o re-orient jis activities

iy promising véntures.

Commercial banks and NGOw have different mission. NGOs atin af
helping the poor w0 ax 1o facilitate improvieg thelr economic and socisl
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conditons. Thinmeen Dank sl has similar objoctives Commercial
banks, on (he other hamd, abm ol incrensing thelr prdibilig. For them,
involvement in poverty alleviating activitied s not the prime cnncem
Moreaver, it in convenient for commercial banks 1o enjage themselvei in
large-scate projects, which are eanler to monitor and supervise with their
exisiing resounces.

Highesi deposit mobilization raies of Grameen Bank show thul for
granting Toams (o the members, il highly depends on foreign banks and
international donor agencies al competitive interest rates, Tt indicales the
bank"s viahility as a bormower,

BRE's share in micro-credit programs hay been found high becuuse of i
specific focus ares- the agriculrel sectar.  BASIC, being o new-pliyer
In micro-credit programs is still focusing on the urban poor with limited
resources. This might be causod by “cantioun attitude™ of the bank,
which seeks 1o avoid losses from the very beginning.

Of the 4 selected banks, only Grameen Bank has the trained wark foree
and logintic supports ensbling it io monitor and supervise micro-credit
projects very closely. However, due to lack of ndequate sources of fund,
the bank has to rely on foreign Jouns on compefitive hasic. Grameen
Bank wied 1o get grants from imemational donor agencies wntil last 2
years. Now, the haik hes become sell-sufficient in the context that it can
borow al competitive rates from (hose agencies, rther than sccepting
grants. However, (he bank still recelves econdimic subsidy from the
Bangladesh govemmenl. The other 3 banks (Sonali Bank, BKB and
BASIC) nre dependent on NGOwdonor agencies for supervising their
micro-credit programs o a great extent. Lack of adequate trained work
force and logistics support result in high dependence an NGOs and donor

However, of the 3 banks, BASIC's micro-credit programs are
funded by imell. This might be possible as he bank serves only a very
small portion of the urban poor,

The findings show Sonali Bank and BKB's lnodequscy in monitoring
and supervising micro-credit pirojeots. Ove of the reasons may be the lack
of technical know-how of micro-projects by the bank stafl. International
denot agencies and BRDE have the expentise in delivering credit to ihe
rural poor. They are also able i provide technical know-bow for the
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projects, Therefom, joint mujwh wllhl['nmmuh:mln-ll llnnlmll.-lkﬂ
seoestll. 1

In ihe “uﬁ-u!l,’:llllp.’s.ﬂf;_il. hn. I;mtn .rumur Ahit. NGO monilor anl
sipetvise closely whep they are directly, participatiog in the loun ducivin
process. It impliex that their monitoring and supervising. sctivities of
BASIC's projects are directly related to financial matters (lending 10 the
poor and eam prafit by themaeives), Another reasan may be that Nty
prefor direct inyolvement in the, entire projegts fo marely performing ihe
wie of superymor, which. could, enbance their accepiahility a5, micrg
financial institutions., syl

ﬁJmeﬂﬁmﬂ'ﬁuﬂlﬂhthlmnlh n Elﬂh’imlm-
MFW}, S I.I_ o3 12 '

Fl:lqu lhm. :gn;rihum H-T ,I,'E-punp;n m.nk % :mm :rr.'lluh close
relationship between the bunk and the, brrowers; understanding among
the borrowers lh#msthm pear pressure (in case of loan ﬂﬂ‘nuhj an
suppart in gase of djfficultics); taggeling the pural women, wha are mors
practical than mea;, reaching (he poorgst of) the poor; motivated work
force with adoquate nuthority; wransparency; ownership mode; any
visigoary leadership by Prof h‘luhmmmi!muq.. i
o2l liny, wpeioa ¥Gh fpange s,
ﬁnmﬂ;%ﬂﬁﬂmm.mﬂ fre from, m":u'mm The bank operates i
 limited arep; its, personalized approach is viewed expensive and risky.
Texpanded foo fast o canform, quality in alk branches; the bank has very
limited, formyy| checkpolots Joo, Grameen Hank bas pat been sucogssiul
in including. eyeryans, who tally within the, target population, in by
proups. lmuﬂ:n argued that the bank does not atamp 10 make the poot
peaple rich, bll.mmillr. Ieks poar, However, the bunk has succeeded in jis
ulimate goal, reachiog, ﬂuum un the - bmmm nd serving them
,rl =y | Bigh) i n

5.4 Factors cmmhllhr:tnlhu Bilure.of commencial Sunks e
o Sredil progrums | HNE g e ,. I

Fltlmmﬂ mmmhuk: Inﬁ:ummmm ilmtn I'lllqu ina:luﬂn unlﬂmﬂy
legal environpent (expecially the Banking, Companies Act [U91) ihal

prohibits, Joan, asnction  without, phywical sollsiend:, bk of | o
manapement vision; uresucracy; Inadequste emplovee training and
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motivation; bick of customer focus; lack of logistics supporn, especiall
information technology: and weak monitoring and Wﬁm ﬂ:.
HopeCTS,

5.5 Limitations of ihe stody

The sudy suffered from the back of common compartson bise among the
selocted bunks. T overoome this problerm, data for & very o periond (1
of 2 years in some cisen) were used. Findings wete analyzed both
quantitatively and qualitatively. Oualitative anulysis was bused on
personal judgment. No published relative weight of the criteria was
availuble for this purpose, Thus, findings may not necessanly represent
the real situation. However, the ovenll finding was based on equal
weight for all the favtor (deposii mobitizithon, recovery rate, coverage,
donor dependence, loan decision process and social dévelopment
projgeams), which signal the status of micro-credit proigraris of the banks.
This offsets any shortcomings, which could be generared fram the use of
qualitative fociors on the basis of persanal judgment.

5.6 Lessons lenrmt

Lessany learnt (rom the success stories of Grameen Bank are:

i physical collmieral canmot be n prime requisile for getting loans

. from banks

H)  muhuad trust and respeer between (he banks and the bomowers are
essential

iii)  occess tp credil should be provided in conjunciion with other
soctil development services

iv)  the poor do not defiull to loans willfolly: women are the better
entrepreneurs.

¥) & woll-trained and dediculed feld safl can make ganiuine efforty
8 success, and

vi) top management vision and support are noceskary for successiul
underaking of micro-credil projects

5.7 Recommendations

Grameen Bagk has been sococssfol in pursuing s main objective;
serving the poor with competitive price. The bank should mnintain sulus
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qiio it least Tor some yeans (e 5 yaurs). This will enable the Exitting
pesibees M mobilize among the various units within the hask and
develop formal checkpoints for ensuring iccountability in esch scrivity,
Bangladeshl commrcial banks, on ihe other hand, need W te-otlont ey
lctivities o micro-credit programs. Due o differeot settings, the banks
shouh! not replicate the Cirameen Bink s micro-credil model is it i The
bunks should: establish “wpecil micro-credit unhs™, recmil young
professionals with outstanding background, and authorize them i rese)
in the real operating environment, i.e. deating with the mum pooe. Foy
motivation purpose, rewerds most be linked o performance. As
commercial banks do nol have enough logistics suppont for eredii
delivery 1o the rutal poar, it is suggested that the banks and NGOs set up
a "oommon cell" 1o Jeam each other's experience in working with the
rural society, Fipally, the Bangladesh Government should modify the
Banking Companies Act 1991, and prowide all-oul supports (by nol
intervetiing binks' ativities) w0 (he commercial banks in undertaking
ricro-credil programs aimed ot poverty alleviation.

6.0 CONCLUSION

Grameen Bank's micro-credit mode! has estublished one of the hasic
human rights; access 10 credit. The overwhelming success of the bunk
siggests that Bangladeshi commercial banks (or similar) thould
undertake such micro-credit programs, afler some modifications. This
hopeltlly will result in better recovery performances, und hagher
profiability ot the end; Thus, through enhancing the scope for increnssd
income-generating activities nmong the poot, commerciol banks would
bie able to play due ol in poverty allevintion.
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