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Lmklng Informal and Institutional Sources 1n the Rural Financial Market

l ol the infor-

cnders in the
rural areas cstabllshes their
abllity to serve quickly and effi-
ciently. The informal sector lend-
ers like traders, shopk rs, big
farmers, and professional money-
- lenders are particularly popular
not only to the groups wgg have
no access to Institutional sources
ol finance but also to a section of
Feople who are rather more com-
ortable in dealings with the
informal lenders. Moneylenders
and other informal sector lenders
are evidenced to be particularly
popular in the villages of the
country for their quick delivery
procedures, simple formalities
and minimum paper work. The
inefficiency in handling afore-

"mentioned advantages of the

informal sector lenders by the
formal sources has added
another positive point to the
informal sector lenders. Another
advan s thing on the part of
the informal lenders is that they
have enough knowledge about
their clients in thelr cular
sub-market that reduces infor-
mation costs and minimizes
default risks. Informal lenders
easily adjust with the changing
circumstances without any gov-
ernment regulation on them and

+ _enjoy a lot of flexibility in regard

to the procedure of loan process-
ing. fixation of lending rates,
repayment installment, repay-
ment period, etc. Moreover, there
are some areas where it is not
possible for the institutional
sources to offer services effi-
ciently and economically. Thus,
in a number of cases, the borrow-
ers' choice is not between borrow-
ing from institutional or informal
sources, but between borrowing
t:arl?m informal sources or not at

In Bangladesh, most informal
lenders lend out of their own
funds and do not mobilize depos-
its. Mobilization of savings
through informal channels is
observed in the case of various
samities, under which a fund is
created through the
monthly/weekly contributions of
the members. However, these
samities are also generally do not

collect deposit from the non-
members. Thus, informal lenders
of rural Bangladesh mainly
depend upon their own funds for
lending pu s. The reasons
for the absence of deposit bank-
ing by the informal lenders may
be as follows: Both depositors
and borrowers are mainly
engaged in agricultural work, and
when borrowers need to borrow
depositors want to withdraw
dcposits at that time to start the
production season. On he other
side when depositors want to
make deposits borrowers want to
make repayments at the same
time after completion of the sea-
son. After a bad harvest a deposi-
tor wants to withdraw deposits to
cushion a shortfall, but borrow-
ers are not in a position to repay
at that time. Another obstruction
may be the absence of informa-
tion gap between depositors and
borrowers who are generally
known to each other and are
engaged in the same occupation.
However, [t has been reported
that the volume of deposit bank-
ing in some rural areas by Infor-
mal institutions has been found
in areas with diversifled agricul-
ture. and a well-developed non-
agricultural sector. For example,
the volume of intermediation Is
reported to be high in Kerala in
India (CL Dadhich, 1999). Bul,
other than a few exceptional
examples, such atmosphere for
financial intermediation by the
informal lenders has not devel-
oped In our agrarian rural econ-
omy. Thus, informal lenders are
always in need of fund for lending
operations.

The combination of the advan-
tages of the informal system with
those of the formal may give good
result in the rural areas of Ban-
gladesh. A linkage of formal and
informal funding may also help in
eliminating the disadvantages of
their independent operations.
Rotating banks' or institutional
loans through an informal agent
or intermediary such as money-
lender or samities at the village
level may prove to be eflective in
ralsing the outreach of the formal
fund In the rural areas. Such
linkage operation, on the one
side. may reduce the prevailing

No doubt, the emergence of microcredit raised supply of fund to the rural areas but has never
proved to be a substitute for the moneylenders and other informal sources. It is time to recognize the
role of moneylenders. It is time to use the potential of existing informal lenders to channel fund to

the rural areas and pushing the interest rate downward to help the rural economy.

by S M Ahsan Habib

very h interest rate of the
info sector, and, on the other
side, formal sector would be able
to disburse credit at a very low
transaction cost. These may also
recluce the default risk of loans
through minimization of the
information

rower and len

In a number of developing
countries, a popular form of
linkage of the Institutional
sources with the informal sector
is on lending through Self Help
Groups (SHGs). The SHG Is a
group of people (who usually
belong to the same or similar
profession or of income group)
generally organized by NGOs o
work as Intermediary. On the one
side, SHGs are supposed to enjoy
the rights to evaluate the project,
select the borrower, disburse the
credit and monitor, and, on the
other they are expecled to bear
the liabilities and responsibilities
of monitoring and repayment of
loans. Various studies (Dash,
1999 for example) have shown
that the self-help groups have the
potential to bring together the
formal banking structure and
rural people for mutual benefit. In
Bangladesh, MSFSCIP (The Mar-
ginal and Small Farms System
Crop Intensification Project) is a
linkage scheme with the informal
sector initiated by IFAD and GTZ
in 1989 in the district of
Kurigram for providing linancial
services to the marginal and
small farmers. The project aimed
at testing a model of linkage
between banks and SHGs with
active participation of NGOs. The
project ended in 1996, and the
banks have accepted the outcome
as a viable model replicable in
other areas. Along with some
other micro credit programmes
RAKUB has already started repli-
cating this model in rural areas of
Rajshahi division. But, in a num-

gap between bor-

ber of Instances SHGs formed for
such linkages are mere Joint
llability groups. Such system of
credit deltvery through SHG In
Bangladesh s rather a form of
group lending approach followed
by a number of NGOs in the devel-
oping countries including Ban-
gladesh.

Though, linkage through SHGs
have earned popularity in a num-
ber of developing countries (like
India. Nepal, Indonesla, etc), one
important thing Is to be noted
that the success of such linkage
mostly depends

upon organization of capable
SHGs who are responsible for a
number of aspects of loans, Suc-
cess ol linkages through true
SHGs in Bangladesh would really
be difficult in our present soclal
and economic set up of the rural
areas of the country. An SHG
must look after some Important
lending issues like selection of
borrowers, monitoring, repay-
ment and book-keeping ol loan. A
group of literate and conscious
people who need credit for pro-
ductive purposes s expected to
perform such intermediary task
fruitfully. In rural Bangladesh, it
is not easy to have such people
together to make a group, and if
so they may not always be Inter-
ested to get Involved with such
activities to meet their own credit
needs. Rather, existing group of
indlviduals, moneylenders or
samities may be more productive
in this regard. A number of rea-
sons can be identified: One, such
groups or moneylenders have
experiences of lending operation
in thelr respective areas. Two,
groups or samities are already
formed and no additional effort
would be required to form a
group. Three, as the moneylend-
ers and samities generally lend
their own fund and face crises of
fund, they are expected to be

interested to come forward to
accept such a source of fund for
their credit operations. Four,
generally, moneylenders and
mosl of the samities are economi-
cally sound and would be able (o
sive collateral security to get fund
rom banks.

There are instances that the
banks and NGOs in a number of
developing countries lend
through locally owned autono-
mous financial institutions or
village samities, ete. As Matin et
al. (1999) observed, by mind
1990s many sponsoring NGOs
have given up the ideal of promot-
ing village SHGs, and, Instead
lhw have become permanent
providers of financial services to
the member-clients of village
banks or organizations. Today,
some International non-
government organizations like
World Neighbours (WN) have been
working for strengthening local
organizations. WN recognized
fully the importance of strength-
ening local organizations and has
been working to strengthen user
groups, commitlees, samitles,
etc. In Bangladesh Initiative
should be taken to train and
strengthen local samities or
bodies and moneylenders Lo set
up * fruitiul linkages with the
formal sector lenders of the coun-
try. Three steps may be followed
in the process of establishing
linkages: Selection of intermedi-
ary, strengthening of intermedi

ary and establishment of link-
:lg(‘b
In forming such a linkage, the

intermediaries should be
appointed by the respective
banks or institutions. A particu-
lar .lending rate and maximum
allowable spread would be deter-
mined before starting operation,
and for determining such rates
flexibility should be there consid-
ering different target groups and

'Bombay' Moneylenders Take the Credit

ost of the moneylenders
in the Philippines, popu-
arly known as "Bom-
bays”, are from now here near the

‘ndian city.
Filipino villagers couldn't

distinguish ~between someone

from “Bombay - (the ¢ty now

known by its Hindi name of
Mumbai) or Calcutta but they do
know they offer hope to those who
dream of setting up a small busi-
ness of their own.

For more than a century Indi-
ans in the Philippines have been
the source of cash to launch
business ventures ranging from
peddling to catering, from shoe
shops to grocery stores.

Rosa Badang, 47, Is in the
restaurant business. "I have
borrowed from the Bombavs for
almost 20 years,"” she says. "I still
do because it's easy.”

Indian moneylenders lend
without collateral. There are no
contracts and there is no paper-
work. They loan to people they
don't know even to people they
have just met as long as they
think they can be trusted.

“We give credit not only to those
we think we can trust, but also to
those who show good business
sense,” says Shanti Ramnani, a
moneylender who followed in the
footsteps of his father and broth-
ers. "All my clients are paying
regularly and no one has fooled
me,” said the Philippine-born 20-
year-old.

The loans are good from one 1o
six months, depending on the
borrowers’ capacity to pay. The
monthly interest is 10 to 30 per
cent based on the amount bor-
rowed.

The interest rate appears huge,
but Badang says: "You cannot go

Belated recognition is now being given to the Indian moneylenders of the
Philippines for their role in offering unsecured loans to small-scale entre-
preneurs, reports Gemini News Service.

_Michael A Bengwayan writes from Baguio Clty, Philippines

tu the bank any time ynu necd
money, especially if you don't
have a collateral or a guarantor.
And besides, there are no time-
consuming legal papers to be
completed. The Bombays can
offer what you need any time you
want it.”

Don't they find it hard to repay
the money? Alex Flores, a butcher
who started his business from a
$50 loan from the Bombays, says
:"Not atall.”

Ramnani says: "We collect
every day so that our clients never
feel the burden of paying the huge
amount of their loan. For
instance, a S50 loan for three
months can be paid daily at 55
cents.”

Flores says: "The banks never
do that. They collect when your
time is up and more often than
not, it is difficult to raise the
whole loan all of a sudden. The
Bombays, on the other hand,
come to collect from your shop
dalily and you are never disturbed
in your work.”

Julian Santos, a Bagulo City
baker, says: "l used to borrow
from the bank, but it killed me.
They asked for 34 per cent Inter-
est and I got hauled in front of the
judge for failing to pay. I couldn't
ralse my loan when the time came
for it to be paid. With the Bom-
bays, I got my business back. It
was easler to pay daily.”

What happens Iif a client does
not meet a repayment scheme?
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‘We just come back again and
again until the loan Is paid, of
course adding up the interest as
the days go by,” Ramnanli says.

No Indian lender has asked the
police to act against a client who
failed to pay. Baguio City police
chief Roland Rafin says: "I have
been chief of police for 20 years
and I have never known of any
|such] case. These Indian lenders
can't file a case anyway as there
are no contracts singed between
the parties involved.”

Ramnanl says: "We trust our
clients, so there is no need for
police Involvement. If a client
really cannot pay, we strike him
or her off the list and life goes on.”

The blacklisted client will never
gel a loan from any Indian lender

again, as they all know each
other.

The impact of the Bombays on
Philippine villages has sent many
financial institutions back to the
drawing board. More and more
Filipinos no longer go to banks to
borrow.

The country's Technical Board
for Credit recently revealed that
moneylenders, especially Indian
moneylenders, are where 29 per
cent of small business holders
seck credit, particularly in urban
areas.

A study by the University of the
Philippines Department of Eco-
nomics shows that in 12 of the
most populated cities in the
country, street-hawkers depend
mostly on these Indian lenders for
capital.

They are helping pump back
life to the economy and doing it
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IF 1 GAVE UP CHEESE
AND YOU GAVE UP
MOUSEBURGERS.,

( WE COULD
BE GOOP
FRIENDS.

WOULDNT

By Honna-meero
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with little fanfare. Where there
were once no sources of credit,
the Indians arrived to provide it.

Mayor of Baguio City, Mauricio
Domoguen, says: "Twently years
ago, Indians used to provide
credit only in this city, Now you
see them everywhere.”

The Bombays' way of lending
can be said be a "school of learn-
ing" by micro-credit finance
institutions in the Philippines.
The micro-credit scheme is new
to the country, having been popu-
larised first in 1987 by non-
governmental institutions wuntil
the government picked up the
idea seven years later.

The Bombays taught what
banking officials from the World

ank (WB), Asian Development
Bank (ADB) and International
Fund for Agricultural Develop-
ment (IFAD) never thought was
possible that the poor are bank-
able.

Bombays never lend to the
rich. Banks usually lend to the
rich thinking they are the only
ones with capacity to pay.

Not so, a 1998 ADB reports
says. "Formal finance institu-
tions have shown their inability to
serve potential small entrepre-
neurs In urban and rural Asia.
Micro-credit supplied by informal
sources has shown how it can be
done."

Muzzammel Huq, director of
the Grameen Bank that popular-
Ised micro-credit in Bangladesh,
says commonly held views on the
effects of informal financial activ-
Ity for the poor are misguided.

Foremost among these nega-
tive perceptions Is the notion of a
crooked moneylender charging a
monthly 10 per cent rate.

ADB says the Interest rates are

- actually not so high considering
'~ the levels of risk. ADB also rejects
| the charge [rom formal lending
| institutions that informal credit

is unproductive. An informal loan
for subsistence consumption can
give a household the opportunity
lo be productive, it said.

Such arguments are now
encouraging formal banks to

regions. The following eligibility
conditions may be considered to
select a moneylender or samity as
an Intermediary. One, money-
lenders/samities are permanent
residents of a particular area or
village with good reputation and a
minimum level of education. Two,
moneylenders/samities have
good track record and are not
defaulters of any bank or NGOs.
Three, moneylenders/samities
have experiences of lending
among the target groups of the
banks. Four, moneylend-
ers/samites have the acceptable
securities and/or collateral to
provide to the banks.
Strengthening of Intermediary
would be a very Important step for
the success of such linkages.
Training would be essential to
familiarize them with the proce-
dure of selecting borrowers,
documentation and disburse-
ment of credit, securily aspects
and book-keeping of the loans.
While imparting training, it would
be essential to remember that the
intermediaries should not be
burdened with the longer and
time consuming procedures of
loan processing. Otherwise, the
main objective of establishing
such linkages would be lost.
NGOs may also come forward to
provide the strengthening ser-
vices to the formal sector banks.
Establishment of linkages is
Li.= final stage of the three-step

process. It Is very impm'tant to
allow flexibility In regard to a
number of aspecis of the Interme-
diaries’ loan operations. Inlerme-

diaries should have complete
freedom of fixing loan processing
time, repayment Installment,

repayment period, ete. The Inter-

vention objective by the sponsor-
Ing bank or Institutions would
Just be elimination of exploitative
nature of the moneylenders or
samities. A reporting system by
the Intermedlaries would be
developed. However, the pain of
getting report or Information
should be borne by the banks or
sponsoring institution only. Bank
can develop a monitoring proce-
dure or can develop a process of
obtaining information by employ-

ing fleld officers for a particular
region.

It Is obvious that there may
arise a number of problems like:
moneylenders may not be inter-
ested (o divert thelr higher return
earning traditional business;
Intermedlary itself may default
the banks' loan provided for on
lending; training may not always
be effective to familiarise the
intermediaries with all the critical
aspects of loans: chances of
charging higher interest; possi-
bilities of using the fund for other
purposes violating the banks'
terms and conditions, elc, More-
over, provision of collateral secu-
rity would limit the expansion of
establishing such linkages and
achleving greater outreach.

Yes, initially it may be difficult
in a number of cases (o altract the
existing lenders. But if supply of
credit can be raised through such
linkages with a few, then after-
wards the rest would come up to
stay in the market. Requirement

of collateral security and supervi-
sion system may minimise
default risk and credit diversion
by the intermediaries. However,
the most important Issue Is to
disseminate information In
regard (o the availability of the
credit among the target groups.
In regard to the provision of col-
lateral security, the institution
should also kctp the provision of
removing collateral requirements
alter attaining certain objective in
connection with the successful
lending operation by the informal
lenders.

Thus, Integration of formal
sector banks, semi-formal and
informal lenders can Improve the
efficien of segmented rural
financial market by exploiting the
comparative advanta% of each
sector. It would be a big push if
Bangladesh Bank takes an active
role in encouraging linkages with
the informal lendcra by (ssuing
clear guidelines that banks coulc
follow. No doubt, the emergence
of microcredit raised supply of
fund to the rural areas but has
never proved Lo be a substitute for
the moneylenders and other
informal sources. It Is time to
recognize the role of moneylend-
ers. It Is time to use the potential
of existing informal lenders to
channel fund to the rural areas
and pushing the interest rate
downward to help the rural econ-
omy. It is expected that traders,
private lending agents or local
groups or local samities may be
used, especially in the backward
region to deliver credit to the
farmers’ doorstep at a lower cost
and risk than direct delivery by
formal banks or by other micro
finance institutions.

The author is Assistant Profes-
sor. BIBEM
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Scaled Tocal tenders are hereby invited by the Bangladesh Power Development Board

tor the

procurement of following matenals:

SI No | Tender enquary

no o Lit]tl’

Descniption Oty
of materials

Cost of tender
document

Date of opening &
receiving of tender

=

3 4

5 6

Pur-223/99.-
2000/ Rev.
dt: 31.10.2000.

Farthing
Rod.

1,00,00
U nos.

[k. 2,000

22.11.2000.

I'he expenditure will be booked under operation & maintenance budget-2000-2001.
A complete set of tender document may be purchased by interested bidders on

submission of written application and upon payment of non-refundable fee of Taka-
2,000/- (laka two thousand only) in the shape of Bank Draft/Pay Order favouring
Director, Purchase, Power Development Board, Dhaka.

A bid bond equivalent to 2.5%

(two and half per cent) of the oftered price shall be

submitted with tender. Tender will be received up to 11-00 AM and will be opened at
11-30 AM on the same date as mentioned in col no. 6 above in presence of the intending

bidder or their representative if any.

Tender document will neither be sold on the day of

opening nor it will be received through Telex/Fax/Post/Courier elc

BIPDB reserves the right to accept or reject any or all bids without assigning

reason thereotf.
Biddut/lana-844(5)
GD-1002

2000-2001

any

Director, Purchase
BPDB. Dhaka.
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engage in micro-credit too. They
are opening their doors to the
poor for small loans payable up to
a maximum six months with high
interest.

The first cooperative bank in
the region ‘around Bagulo City,
~ the Cooperative Bank of Benquet,
started a micro-credit scheme
Lthree years ago.

"We realised even small credil

Bowo 15 kKNOCKED OFF WIS FEET
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