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Of late, there
has been a
trend among
the financial
institutions to
reach out to
the SMEs.
Credit goes to
the central
bank for this.
Bangladesh
Bank set tar-
gets for the
financiers in
2009 for SME
banking

Fresh

SME takes centre stage

MD FAZLUR RAHMAN
ONE are the days
when budding
entrepreneurs in
Bangladesh stum-
bled to get access to funds to
start their own ventures or
expand existing operations. Com-
mercial banks and many other
non-banking financiers are now
more than willing to facilitate
their dreams with funds.

Banks and other financial
institutions have been in oper-
ations in Bangladesh since its
independence in 1971. But it
was not until 1999 when banks
paid heed to the small and
medium enterprises (SMEs),
which make up 75 percent of
the domestic economy.

However, getting a loan is not
an easy job for the first time
entrepreneur. There were a num-
ber of banks in the country before
the new millennium, but they
were not serious about standing
next to the SMEs, say entrepre-
neurs. They believe there have
been positive changes in how
banks look at them, but there is
still a long way to go.

“Banks should look at the
potential of an entrepreneur
and make investments accord-
ingly, rather than giving prior-
ity to their likes and dislikes,”
said Abdul Mannan, owner of
Remo Chemicals in Dhaka.

“Banks still only look at
things like whether the bor-
rower will be able to make
regular repayments or not. This
is not entrepreneur banking.”

He said small enterprises
have become large over the
years around the world. “We
can do the same. In Bangladesh,
there are many potential entre-
preneurs who can do a good
job. But they cannot go far for
an absence of easy credit.”

“We are still talking about the
cost of funds, whereas other
countries have progressed far.
We cannot develop in this way.”

Mannan said the banks are
more interested in trading
activities rather than manufac-
turing.

Of late, there has been a
trend among the financial insti-
tutions to reach out to the
SMEs. Credit goes to the central
bank for this. Bangladesh Bank

(BB) set targets for the finan-
ciers in 2009 for SME banking.

Local banks disbursed Tk
38,283 crore among 234,969
SMEs in the first nine months
of 2010, against a target of Tk
23,995 crore. BB data shows
that less than Tk 15,000 crore
was lent to the sector in 2009.

In 2009, the central bank
redefined SMEs and loan lim-
its, and directed the banks to
prioritise small enterprises and
women entrepreneurs. The
loan range for small entrepre-
neurs was set at Tk 50,000 to Tk
50 lakh. For the medium enter-
prises, no limit has been men-
tioned. The banks decide the
amount for such entrepreneurs
on the basis of need.

There are about 6 million
SMEs and micro enterprises in
Bangladesh, according to Asian
Development Bank.

The SME is the largest sector
in terms of employment gener-
ation, even though it accounts
for 6 percent of the country's
$100-billion economy, accord-
ing to Bangladesh Economic
Review 2009.

The SME sector now contrib-
utes up to 25 percent to the gross
domestic product and accounts
for about 40 percent of manufac-
turing output, 80 percent of
industrial jobs and nearly 25
percent of total labour force,
according to SME Foundation.
Currently, banks have marked
interest rates for the SMEs at
between 14 and 20 percent.

Central bank officials said
there is still apprehension
among banks about SMEs as
they do not have a clear picture
of the sector and its potential.

“However, they are gradually
becoming interested. Now,
banks are interested for two
reasons -- new business and
persuasion from the central
bank,” said an official of SME
and Special Programmes Divi-
sion of BB.

He said under the liberalised
financial system, BB can not
force banks to go for any par-
ticular area. “But we have been
very effective in telling them
what areas and segments they
should cover. We have intro-
duced some awards for the

banks that comply, like easy

approval of new branches.”
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A BRAC Bank billboard displays the bank's offers for SME loans.

“As a result, many banks
have come forward and are
disbursing loans to the sector.”

The central bank official
said banks in Bangladesh have
always wanted to net large or
corporate clients. “There is
huge competition among
banks today as there are a
significant number of banks in
the market. But the number of
corporate houses is not that
big compared to that of finan-
cial institutions.”

Banks' scope for large loans
is shrinking. As a result, SMEs
have emerged as a new area of
business.

BB and SME Foundation are
arranging a number of
programmes to give banks a
better understanding about the
sector, to change their
mindset. “But the momentum
is still not there, but we are
hopeful,” the official said.

SMEs face difficulties due to
reluctance by banks to provide
loans. Many banks are shy to lend
to them because of high process-
ing and monitoring costs.

Bankers however said banks
are enthusiastic about tapping

into the sector.

“We are very aggressive.
Today, clients do not need to
come to banks; rather our field
level officers identify them and
take products to them,” said
Syed Faridul Islam, head of
SME banking of BRAC Bank.

“SME is a major sector for
growth potential for banks. We
have proved that banks can
still be profitable by serving
SMEs. The sector has brought
new growth opportunities for
us,” he said.

He said: “Whenever we
receive any query about loans,
our officials visit them, take
note of their demand and busi-
ness conditions. After verifying
the applicant's qualifications,
we offer products.”

“Things have changed in the
last three-four years, thanks to
Bangladesh Bank's awareness
drive,” said Islam.

BRAC Bank is the fourth
largest SME bank in the world,
with 429 unit offices across the
country, exclusively catering to
growing entrepreneurs. Today,
with over 10,000 crores of loans
disbursed till date, it is the coun-

schemes in the offing

try's largest SME financier.

Since its inception in 2001,
it has disbursed nearly Tk
14,000 crore among three lakh
entrepreneurs across the coun-
try.

[slam said interest rates for
SME loans are high due to high
cost of funds and monitoring.

Non-bank financial institu-
tions also have a strong pres-
ence in SME lending.

Shafique-ul-Azam, manag-
ing director of Midas Financing
Ltd, a leading non-bank finan-
cial institution, said they need
a maximum of 10 days to com-
plete a loan process.

“We need more time as we
have to collect reports from
Bangladesh Bank's Credit
Information Bureau about the
applicant on whether he or she
has borrowed money from any
other bank or institution.”

He said they only ask for
papers that really matter. “For
any businessman, we seek the
trade licence, record of six
month's sales and papers if he
runs his business on rented
house. We do not want to dis-
courage them.”

“We even help applicants
process the application, as
many still find it hard just to
complete the form,” he said.

Azam said his institution
gives up to 5 percent rebate on
interest to entrepreneurs who
make timely repayment. “I
think we are unique in this
regard. We see banks give
incentives to people who do
not make payment regularly.”

Unlike many banks and non-
bank financial institutions,
Midas provides up to a six-
month grace period to borrow-
ers to help them generate
money. “We give them time on
the basis of the project. For
example, a poultry farmer will
not be able generate profits in
the following month of a loan.
In that case, we give them
three-month grace period,
when he will only pay interest,”
Azam said.

In the last three months,
Midas disbursed TK 101 crore
among SMEs, taking its total
loan outstanding to Tk 400
crore in the sector.

fazlur.rahman@thedailystar.net

MD FAZLUR RAHMAN
HE central bank
plans to step up its
efforts to provide the
much-needed finan-
cial services to the small and
medium entrepreneurs (SME)
across the country, officials
said.

NEW GUIDELINES
Bangladesh Bank (BB) plans to
update its guidelines on SME
sector, prioritising a number of
areas for the benefit of the
entrepreneurs. BB has already
published a guideline for the
banks in this sector and a num-
ber of new areas will be added
this year, officials said.

“In the updated guidelines,
we will ask banks to keep a
minimum grace period of six
months to one year in case of
term loans, as it takes time for
the borrower-entrepreneur to
generate money using the
loan,” said an official.

He said a section of the
entrepreneurs in the sector,
like fashion houses, are keen to
take loans and use them, but
their business is mainly sea-

sonal. “We will ask the banks to
devise products so that such
entrepreneurs can take loans
three months ahead of the

season e.g. the Eid, and can
repay the loan at the end of the
season.”

The updated version of the

guidelines is due to be ready
for dissemination by end Feb-
ruary. Last year, the central
bank prepared area-based
plans and asked the banks
grant loans in areas where a
particular crop grows in abun-
dance.

This year, BB will ask the
banks to inform the central
bank about their plans, the
areas they want to cover and the
amount of money they want to
disburse, the official said.

“This will help us monitor
the credit programme of the
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central bank.”

The new additions in the
guideline will also require the
banks to devise special prod-
ucts to cater to the needs of the
growing number of women
entrepreneurs.

BB also plans to look at the
geographical distribution of
the loans in the SME sector.
“We will identify areas that
receive more credits or less. It
will help us broaden the credit
coverage and help areas that
do not get enough attention
usually,” the official told the
Daily Star.

CREDIT GUARANTEE
SCHEME

The central bank is also plan-
ning to introduce credit guar-
antee scheme so that banks do
not have to worry about reach-
ing the SMEs.

Banks usually take into
account the possible number
of default loans while setting
interest rates, which keeps the
lending rates at high levels.

“If we can decrease the num-
ber of default loans through

credit guarantee scheme then

the banks will be eager to lend to

more SMEs. But the government
has to come forward to make
this happen,” said a BB official.

In the past, the government
introduced special schemes for
small entrepreneurs. But offi-
cials said their experience was
not satisfactory, as borrowers
did not bother much to repay
the loans, as they thought that
they had taken money from the
government.

On the other hand, banks
also did not make efforts to
recover the loans as they could
easily recoup the loans from
the scheme, eventually com-
pelling the government to
cancel the scheme as many
borrowers defaulted on the
loans.

Due to the prior unsavoury
experiences, the central bank
will not, this time, provide any
guarantee; rather it is planning
to set up a separate institution to
handle the issue, the official said.

“The institution will run as a
separate entity and will get
premium to remain in the
business. The central bank will
provide the initial capital,” the
BB official said.

Banks usually
take into
account the
possible num-
ber of default
loans while
setting interest
rates, which
keeps the lend-
ing rates at
high levels



