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OECEF to give
Tk 15.46 cr for
power sector

Overseas Economic Coopera-
tion Fund (OECF) of Japan will
provide Tk 15.46 crore to con-
strucl <cooling tower at
Fenchuganj 90 mw Combined
Cycle Power station, says BSS.

The total cost of the project
has been estimated at about Tk
22.50 crore,. a Power Develop-
ment Board (FDB) press release
said here yesterday.

The project is expected to be
completed in 14 months.

An agreement to this effect
was signed here yesterday by
PDB Secretary Mohammad
Igbal Hossain Khan and Man-
aﬁfr of Sumitomo Corporation
Shoji Ebato on behalf their re-
spective organisations.

KAFCO output |

exceeds capacity

The ammonia and urea
plants of KAFCO at Anowara,
Chittagong achieved record
production levels in the last fis-
cal year, says a company press
release.

Compared with the annual
capacity of 500,000 tons of
ammonia, KAFCO recorded
504,670 tons of production.
Urea production exceeded the
capacity of 570,000 tons by 7
per cent to 609,131 tons.

Foster Wheeler, a major in-
ternational contracting com-
pany, is undertaking a techni-
cal audit to ascertain the cur-
rent condition of KAFCO's am-
monia/urea complex and its
long-term technical viability.

he audit is part of a finan-
cial restructuring being under-
taken for KAFCO by IFC, an af-
filiate of the World Bank. This
financial restructuring is
needed as a result of very low
international market prices for
urea and ammonia over the last
year, the release said.

Low international market
prices for urea are expected to
continue for a further 2-3 years
due to dumping by Russia and
reduced import demand in In-
dia and China.

The KAFCO board requested
IFC to prepare a long-term fi-
nancial restructuring to take
account of adverse market con-
ditions and ensure KAFCO's
long-term viability.

Plant problems during the
period of 1995-98 an as
shortages had a serious effect
on the company's cash flow in
the past but the main cause of
current concern is world mar-
kels, it added.

Prime Bank earns
Tk 220.74 m profit

Prime Bank Limited has
earned an operating profit of Tk
220.74 million during 1998,
representjn% a 130 per cent in-
crease over 1997,

This was disclosed at the
fourth annual general meeting
(AGM) of the bank held at its
head office in the city yester-
day, says a press release.

The meeting was attended by
all the shareholders. auditors,
directors including Chairman
of the board of directors Md
Nader Khan and Manf:f;ing Di-
rector Kazi Abdul Mazid.

The meeting approved the
directors' report and audited ac-
counts of the bank for the year
ending on 31st December, 1598.

The total capital fund of the
bank as on 31st December 1998
stood at Tk 293.70 million with
a capital adequacy ratio of 9.86
per cent which is well above the
stipulated 8 per cent.

The deposit of the bank in-
creased by 25 per cent to Tk.
9315.25 million during the year
1998.

The loans grew by 78 cent
to Tk. 3127.77 million and for-
Eign exchange business grew by
158 per cent to Tk. 10711.30
million, _

During the year the bank
opened 4 branches and at pre-
sent it has 20 branches all over
the country.

With an authorised capital
of Tk 1000 million and paid up
capital of Tk. 100 million, the
bank was set up in the private
sector as a scheduled commer-
cial bank in April, 1995.

The bank has been recog-
nised as "A" class bank under
Camel Rating of Bangladesh
Bank.

The bank is in the process of
issuing shares to the public
shortly which will raise its paid
up capital from Tk. 200 million
to Tk. 400 million.

TSP complex sets
production
record

The TSP Complex Ltd, the
only Phasphatic fertiliser in-
dustry under Bangladesh Chem-
ical Industries Corporation
(BCIC}, scored the highest pro-
duction record with 1,80. mt
duringslg]f 1998-99 fiscal year,
says .

The total production in-
cludes 58,497 mt of TSP and
1.22.141 mt of SSP. The previ-
ous f'ear‘s production was a to-
tal of 1,50.499 mt, a BCIC press
release said here yesterday.

It said the TSP complex paid
Tk 9.50 crore as tax and cus-
toms duty to the government
treasury.

The enterprise fixed the tar-

t of production at 70,000 mt of

P and 1.30.000 mt of SSP
during the current fiscal year
following completion of its
BMRE at own cost of Tk 10
crore.

The press release said the
Agriculture Ministry estimated
the total demand for TSP at 4
lakh mt and SSP at 6 lakh mt.

Huge shrimps stockpiled in Khulna

Vessel, container dearth
hits tish export

A large quantity of ex-
portable frozen food Iitems,
mainly shrimp, are stockpiled
in Khulna region due to lack of
carrier vessels and containers
at Mongla port. reports UNB.

With extreme peak season of
cultivation, at least 30 contain-
ers laden with shrimp worth
some Tk 15 crore are awaiting
vessels at the port.

- On the other hand, a huge.

uantity of shrimp worth about

k 35 crore remain
godowns in the iﬁk#éé M

quate number of containers.
Besides, there are also un-
sold frozen foods of Tk 20-25
crore in the greater Khulna re-
on, which produces 80 per
cent of total exportable shrimp

in the country.
Officials at Frozen Food Ex-

porters’ Association and Ship-
pers’ Council of Bangladesh
said that at least 40 reefer con-
tainers were needed for the
shrimp stockpiled in the
godowns,

Shippers' Council Chairman
Hasan Maniruzzaman appre-
hended that Bangladeshi
shrimp producers would lose
markets abroad if the frozen
food items ready for export
couldn't be sent immediately.

He urged the Shipping Min-
istry, Director theralf g}gShip—
ping as well as Mongla Port Au-
thority to solve the problem for
the sake of the foreign exchange
earning frozen food sector.

"We brnu%ht the problem to
the notice of the government.
But no step was taken," alleged

Environm ent—l_ninis

Sarder Atiur Rahman, advisor
to the Frozen Food Exporters
Association.

He said that the stockpiling
problem would seriously ham-
per the export as the buyers
could refuse the shrimp if those
reach them after a decline in in-
ternational price.

Bangladesh earned foreign
exchange to the tune of Tk 12
crore by exporting frozen foods
last year. This year, the ex-
}Fnrters are expecting another

k 100 crore export from the
sector.

The advisor urged the gov-
ernment to come forward to
solve the carrier vessel and con-
tainer problems at Mongla port

to help achieve the export target.

in the extreme peak season.
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An Ecuadoran boy passes striking taxis on. Tuesday in Quito. Taxi
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the 13.1 per cent raise in gasoline prices.
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Bid to reduce dependence on
rubber imports underway

Environment and Forest
Minister Syeda Sajeda
Chowdhury yesterday said the
guvemment is trying to reduce

ependence on rubber imports

by making the best use of the lo-
cally-produced rubber re-
sources, reports BSS,

She said the government is
committed to making the
Bangladesh Forest Industries
Development Corporation
(BFIDC) a profitable concern
through tapping the vast forest
resources without disturbing
the environment.

Inaugurating a refurbished
display and sales centre of the
BFIDC at Bangabandhu
National Stadium arcade as the
chief guest, she said more peo-
ple will know about different
wooden products of the corpora-
tion through this centre which
will boost sales,

The minister said that the
government was trying to fur-
ther develop 15 rubber planta-
tions of the country to discour-
age import, which was encour-

aged by the previous govern-
ments du the last 21 years.
She said that the govern-

ment had decided not to allow
establishment of any new poly-
thene factory and planning to
convert the existing ones into
environment-friendly indus-

Ares.. —

The government has made
the import of quality wood tax-
free to discourage smuggling of
the country's valuable forest re-
sources, she said.

Sajeda Chowdhury said the

Russian 1st half
industrial output
up 3.1 per cent

MOSCOW, July 15: Russian
industrial output climbed 3.1
Hf:r cent year-on-year in the

rst half of the year, the offi-
cial Russian Statistics Agency
said today, reports Reuters.

Output in June alone rose
nine per cent against June 1998,
versus a 6.1 per cent rise in
May, and 1.6 per cent in month-
on-month terms, the agency
said. '

Meanwhile, the country's
gold and fureign exchange re-
serves fcli to $11.8 billion on
July 9 from $12.1 billion a week
earlier, the central bank said.

The bank has been using re-
serves to intervene in the for-
eign exchange market and has
been helping the government
service foreign debt. The an-
nounced fall in reserves was the
sharpest since late May.

government is keen to develop
the skill of the BFIDC person-
nel through improvement and
diversification of training. A
French expert will soon visit
Bangladesh to assess the ongo-
ing training crrc:-grammcs of
BFIDC, she said.

Presided over by BFIDC
Chairman Mohammad Habibur
Rahman, the function was also
addressed by Secretary of
Ministry of Environment and
Forest Syed Margub Morshed,
Chairman of the
Parliamentary Standing
Committee on the Ministry of
Environment and Forest
Tabibur Rahman Sardar and
BFIDC Director Engr AH
Talukdar.

Syed Margub Morshed said
that the opening of the centre
would help make BFIDC com-
mercially viable by raising its
sales and prominence among

" the people.

Tabibur Rahman Sardar
said that following visits to
different rubber plantations of
the country he was convinced
that the country could substan-
tially reduce the rubber import.

He said it is heartening that
the country would not have to
import electric poles and rail-
way slippers as it could be sup-
plied now with the help of the
BFIDC treatment plant. -
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Prime Bank Chairman Md Nader Khan
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presides ov

er the fourth
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annual general meeting of

the bank at its head office in the city yesterday. Managing Director Kazi Abdul Mazid and
other directors and shareholders are also seen. |
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‘New Janata Ins
- branch opens

al1
eport

Janata Insurance Co Ltd has
opened a new branch at city's
Mohakhali.

With this, the total number
of branches of the company
comes to 37, says a press re-
lease.

Chairman of the Board of
Directors of the company Aziz
Al-Kaiser inaugurated the
branch yesterday.

Zafar Ahmed Chowdhury.
Chief Adviser of Janata Insur-
ance, was the chief guest at the
function.

The function was addressed,
among others, by Md Jainul
Abedin. Managing Director
(current charge), and the owner
of the building Col. (rtd.) Ali
Haider.

A large number of bankers,
JIC branch managers, clients,
businessmen, patrons and local

clients were present. i
In his address, the chief

guest, urged the private insur-
ance sector to supplement the
private industrial development
programmes by providing in-
surance support to imports of
industrial equipment, instru-
ments, and vehicles with their
risk covered.

The chairman, asked the
clients, business community
and others to avail themselves
of all sorts of facilities from the
branch for the development of

and industry.’

Xpats, foreigners

may invest $50b
in India within
three years

NEW DELHI, July 15: Non-
Resident Indians {?\IHIS] and
other potential investors in the
United States and other major

.industrialised countries could

invest between 40 to 50 billion
dollars in India over the next
three years. a recent survey has
indicated, reports PTI.

Stating this here today, SP
Hinduja President of the:Inter-
national Hindusin Federation,
an umbrella organisation of
overseas Indians, emphasised
that this was dependent on con-
crete steps being taken by the
Indian government to remove
the hurdles that have bedevilled
foreign investors.

The hurdles include delays
in clearance of projects and

streamlining of procedures.

Matia for transparency
in NGO expenditures

Agriculture Minister Matia
Chowdhury yesterday asked
non-governnient organisations
(NGOs) to he transparent in
their activities and expendi-
tures, says UNB.

"You bririg money showing
the ?uur arid hungry people,
People have the right to know

how the money is spent.” she
told a seminar on "Role and ef-
fectiveness of NGOs and private
sector in agricultural develop-
ment of Bangladesh."
Bangladesh Agricultural
Economists' Association
(BAEA) orgaiiised the seminar
to mark the opening of its 11th
national conference at Ban-
ladesh cultural Research
ouncil ( C} auditorium.
State Minister for Planning

Dr Mohiuddin Khan Alamgir,

BARC executive chairman Dr Z
Karim, BAEA general secretary
Rafiqul Islam and Dr M A
Quasem also spoke at the semi-
nar chaired by BAEA president
Dr S M Elias. Prof M A Sattar
Mandal of Bangladesh Agricul-
tural University was the
keynote speaker.

- Matia Chowdhury lauded
NGOs' role in popularising hy-
brid maize, but criticised them
for offering poor price to the
farmers for their product
- She said farmers we
loss when they saw BARC of-
fered only Tk 5 per kg of maize.

at a !

Then the government bought
21,000 tons of maize at Tk 7 per

kg to protect the farmers, she
a

"50, whatever the NGOs do is
not always good," she said.

The agriculture minister
called upon the agricultural
economists to evolve methods
o maximise cereal production
in a little land for a huge popu-
lation,

"How shall we develop if li-
on's share of our money goes to
buy rice, pulses, oil and other
food grains every year." she
said. Country's %ud shortfall
ranges from 18 Jakh to 21 lakh
tons. Besides rice, the country
depends on import for pulses,
oil seeds and many other food
grains, she added. -

She urged the agricultural
scientists to do research with
Fatrlutism utilising whatever
acilities they are provided
with.

"How can we stop those who
want to go abroad and stay
there?” she said. referring to the
"brain drain,” as raised by agri-
culture scientists, due to Lck of
research facilities at home.

She said government mea-
sures, including tax free import
of power tiller, smooth distri-
bution of fertiliser and timely
and hassle-free disbursement of
agricultural loan, added to the

_agricultural growth.

drivers are on the ninth day of a strike to protest

~ AFP photo

Sonali Garments
gets Arch of
Europe award

sonali Garments Ltd re-
ceived this year's Arch of Eu-
rope award lor its performance
in ready made garments busi-
ness in European market dur-
ing 1998-99.

The award was distributed
on the 25th International
Awards Commemorative Cele-
bration in Europe conducted by
Business Initiative Direction
based in Madrid, Spain, says a

ress release,

Every year this prize is given
to a firm among 9500 business
organisations through out the
world.

apan’s current
account surplus
down 24pc

TOKYO, July 15: Japan's
broadest measure of trade de-
clined 23.7 per cent in May, the
Finance Ministry announced
Thursday, reports AP.

The surplus in the current
account decreased to a season-
ally unadjusted 1.054 trillion
ven {S8.71 billion) from the
same month last year, the min-
istry said.

he current account mea-
sures trade in merchandise,
services, tourism and invest-
ment. [t is calculated by deter-
mining the difference between
Japan's income from foreign
sources against payments on
foreign obligations. It exclude
net capital investment. '

GMG Holidays launches

packasg

GMG Holidays, a new joint
venture company between GMG
Airlines and Holiday Nepal,
yesterday launched an attrac-
tive holiday ackaﬁe for
tourists to Nepal in collabora-
tion with Bangladesh Biman on
July 15.

Nepalese Ambassador in
Bangladesh Madhu Raman
Acharya speaking at the
launching ceremony hoped that
such joint ventures would help
develop the tourism industry
both in Bangladesh and Nepal.

Chairman of GMG Airlines
Abdus Sattar, Chairman of Hol-

i - e
ar Business Report

iday Nepal Tuttle and Managing
Director of Bangladesh Biman
Air Commodore Rafiqul Islam
also spoke on the occasion.
Terming Nepal as one of the
fascinating tourist spots, the
ambassador added that the Hi-
malayas and the cultural di-
versity of the Napalese people
are real attractions for tourists,
He sald Bangladesh and
Nepal had discussed last year
the possibility of starting direct
bus service between the two
countries, but this did not ma-
terialize. '
. The GMG Holiday package to

e to Nepal

Nepal includes return Biman
air tickets, airport transfers in
Kathmandu, three-night stay at
the four-star Grand Hotel or
five-star Scaltee Crowne Plaza
Hotel, three buftlet meals a day,
casino coupons worth USS
and two hall-day sight seeing
tours.. All these will be avail-
able for prices starting from
US$299.

However, the package could
be tailored according to the
choice of tourists; It Is possible
to extend the package for places
like Dhulikhel. Pokhara, Na-
garkot or Gaida Wildlife Camp.

SME development : Interest rate subsidy programme backfires

By Dr Zia U Ahmed and Asif M Touhid

Bangladesh, the pioneer in
micro-credit, has experienced a

generous flow of funds for fi-

nancing the poor. The bulk of
this money came. from donors
as loans and/or grants and is
generally used for development
of rural enterprises. While the
micro-enterprises are getting
much of the attention of the
donor-financed micro-credit
programmes, the small and
medium enterprises (SMEs] are
in much less favourable posi-
tion regarding access to credit.
Till now. much attention has
been given by the donor agen-
cies to alleviating the financing
problems of the small enter-
prises, The SMEs are generally
excluded from both the micro-
credit programme of MFls and
the formal lending programme
of the cornmercial banks.

Small and medium enter-
prises are mostly linked to a
nation's economic development
process. In most of the devel-
oped economies they are the
largest producing sectors and
account for the largest segment
of economic transaction and
output. They are involved in
producing and marketing end of
the line consumer products as
well as input materials for
larger enterprises producing
more sophisticated outputs.

SMEs generally start with a
small initial capital, most of
which come from informal
sources as personal finance,
friends or relatives. The major
portion of this capital is u to
procure machinery. set-up the
enterprise and cover other re-

lated start-up costs leaving
most nothing for maintaining
orderly operation. As a result,
firms face an incredible need
for working capital in order to
maintain cash flow particu-
larly in the early years of oper-
ation. Unaval{abilu}r of fi-
nance, in commercially rea-
sonable terms, as working or
expansion capital for SMEs,
has been identified as a key
constraint to the growth of
these enterprises. Two interde-
pendent factors result in ever-
shrinking access to loans for
SMEs. First, the funds that th
have access to are limited, an
second. the formal creditors are
shy to give loans to them under
the existing interest rate
regime. Consequently, SMEs
have suffered.

To promote the growth and
expansion of SMEs, successive
governments have offered in-
centives to the SMEs by offering
them access to loans at a rate
lower than the market interest
rate. Under Financial Sector
Reform Program (1990-91),
Bangladesh Bank has set up a
mandatory matrix of interest
rates for lending to different
sectors. For example, as of De-
cember 1998, the interest rate
band for agriculture sector is

11-15 per cent, while the bapnd .

for the small and cottage indus-
try sector (term loans) is 8 per
cent to 13 per cent. So, in tﬁs
matrix, banks will have to give
loans to small and cottage in-
dustries [i.e. defined as SME in
this paper) within the interest
rate band of 8 per cent to 13 per

o

cent. Under this interest rate
regime, SMEs are supposed to
get loans at a rate lower than
the market rate and the gov-
ernment would give a 3 per cent
subsidy to make up for the loss
to the banks for disbursement
of such loans. For example, in a

iven economic situation if the

anks are willing to offer loans
at 16 per cenl interest rate and
if they give loans at 13 per cent
interest rate, then the govern-
ment will reimburse the credi-
tor bank with remaining 3 per
cent for such a loan. This sub-
sidy payment mechanism was
intended to encourage banks to
open their doors to the small
enterprises. However, instead of
helping the growth of SMEs and
increasing the access to credit
for these enterprises, the gov-
ernment's subsidy programme,
in effect, has exacerbated the
SMEs' problem of access to
bank credit.

To a borrower, the loan in-
terest rate is measured against
the expected rate of return (the
rate at which future cash inflow
is discounted to equate the total
outflow) in order to evaluate
whether it is worth borrowing
the fund at that rate. At sub-
sidised interest rate (i.e. with
price of loans being lowered)
more borrowers enter the mar-
ket with projects having lower
rates of return. This leads to ex-
cess demand for bank credit at

the subsidised rate. In order to :

reduce this excess demand,.
bank officials take recourse to

nnn-pritc credit rationin ‘i
mechanism. This non-price ta-*

[Nt

tioning manifests in many

forms that increase transaction

costs of the borrowers. So. ul-
timately, even the (lucky) bor-
rowers do not benefit from the
interest rate subsidy. As for
those loan applicants turned
down by the banks. the addi-
tional expen'ses associated with
the process could have been
better used elsewhere. Thus the
government's interest rate cap
is, in effect, hindering the
growth of the SMEs by pas-
sively blocking their access to
bank funds.
In addition, banks that par-
ticipated in this subsidy Fm-
amme, have experienced long
elays in reimbursement of the
subsidy from the government.
In some cases. banks have yet to
recover these subsidies. Not
only do the banks face prob-
lems in receiving subsidy pay-
ment from the government, but
they also often experience addi-
tional red tape and associated
costs in processing for the sub-

ST e HERAde.
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financing SMEs at the sub-
sidised rate. As the banks are
accountable to their sharehold-
ers for their action, it became
unjustifiable for them to con-
tinue such credit facilitation
programme. As a matter of pol-
icy, banks cannot discriminate
against SMEs who apply for
loans. However, in practice,
bank officials often discourage
SMEs in various ways, such as,

projects as non-viable
heir credit analysis. Only a
dful of SMEs are able to

s through this iron cartel hﬁ
E:f.ring ood connections wit
the banks or simply by being
the lucky recipient of gestures
offered by the banks who feel
they fulfillment their quota of
assisting SMEs.

As an alternative, commer-
cial banks offer 'cash credit’
(cash loans extended for a very
short duration not effectively
exceeding three months) at
market rates to many small
and medium enterprises. Un-
fortunately, these loans are for
very short duration and, there-
fore. they cannot meet the needs
of the manufacturing SMEs.
Manufacturing SMEs need
loans for period of 4 to 6
months during which they
complete the entire manufac-
turing process from purchasing
raw materials to delivery of fin-
ished product to retailers (often
on credit). Moreover, the SMEs
need fund for expansion as well
as finan the equipment and
building for new ventures,
These are long term fund re-
quirements that the SMEs are
willing to borrow at the going
market interest rate. As the
banks do not de the needed
funds. the S end up borrow-
ing from informal sources at a
much higher rate (sometimes 10
Kier cent per month or even
‘higher) than the rate at which
banks would generally offer in
an unrestrained environment.

This exposes their business to

high-risk situation m

them more vulnerable to mar-
ket fluctuations. As a result, the
government initiative, despite

tance.

being well intended, dig not
work to achieve its tion.
NASCIB and other represen-

tatives of Bangladeshi SMEs
are supporting in different sem-
inars and conferences the lift-
ing of this interest rate band.
Several studies conducted by re-
searchers from Bangladesh In-
stitute of Bank Management,
Dhaka University and other or-
ganisations have shown that
the interest rate subsidy has not
aided much in the development
of small and medium enter-
prises. It is very unlikely that
subsidised interest rates will
help them in the future. In fact,
studies show that interest ex-
pense is a very small compo-
nent of the total cost of produc-
tion and appears not to
“very slgnilicant factor in in-
vestment decision. In this con-

text, it is safe to conclude that.
its influence on the SME devel&

opment is not of much impor-.
Rather, SMEs would
much prefer increased access.to
fund at the right time and in the
right amount. Experiences of
success with the micro-credit
operation in Bangladesh and
other similar economies
clearly indicates that the small

‘borrowers are more concerned

with the timely availability of
loans rather than the interest
rate of loans. In Bangladesh the
successful micro-credit pro-
gramme are char effective
interest rates between 20 and 36

per cent. The small borrowers

are borrowing at those rates

and successfully
wﬂlgcxpanﬂi_l}g Ew

ars not to be a

tions. Likewise, in the case of*
SMEs allowing the banks to
charpge market interest rate
would greatly increase SME ac-
cess to formal credit.

The JOBS programme of
USAID, in its own research, has
also found substantial support
in favour of the argument to
abolish the interest rate band of
8 to 12 per cent on SME loans.
JOBS, therefore, recommends
that :

1: The government allows
the banks to charge market
based interest rate for SMEs
without disturbing the price
mechanism directly; and

2: The banks provide some
incentive bonus to the good bor-
rowers of SMEs after full and

actions provide
necessary incentives for banks
to finance SMEs and Increase
their access to bank loans. As
well it encourage good financial
discipline among the borrow-
ers. Such access to credit should
rovide the necessary stimulus
or economic development of
Bangladesh in a free market
environment.

The authors are Senior Pol-
icy Advisor and Assistant Pol-
icy Coordinator respectively of
JOBS Programme, a USAID
initiative for enterprise devel-
opment in Bangladesh. Views
expressed here are from
the S discussions
with banks, small and medium
industries. The does not

. paper :
"r!giett in any way the views of
JOBS Programme or USAID.



