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Foreword

Bangladesh embarked upon small and medium enterf8E) policy during 2003-04. The Bangladesh
Bank (BB) had formulated guidelines for Small Eptese (SE) financing by 2004, and the Ministry of
Industries (MOI) had the Policy Strategies for depeent of SMEs in print by 2005. The modality of
resource transfers under the SME Development Ri$&EDP) of the Asian Development Bank (ADB)
had got entangled with the larger debate betwewméie though banks and technology transfers through
MOI or agencies affiliated with it. The urge to mdiéy beneficiary enterprises led BB to define wais
segments of enterprises in 2007, which were sulesgiyunotified via ACSPD Circular of 2008. With the
Industrial Policy (IP) 2010 spelling out the defioins, BB chose to align its definitions accordingp
guide SME-targeted lending activities of participgtbanks and NBFIs. The IP 2016 adapted a new set
of definitions for CmSMEs, following which a SME f{&lopment Strategy is under preparation.
Bangladesh Bank (BB) is expected to revise its Sidancing policy and guidelines accordingly. BB has
also extended supports to the Microcredit Regwakarthority (MRA) in the latter's efforts to enable
microcredit organisation in the country to bettegage in financing micro-enterprises (mEs). In sach
changing setting, Business Finance for the Po@aingladesh (BFP-B) programme, funded by UK-Aid
and implemented by the Bangladesh Bank, has bematopy since 2013-14 to foster increased access to
finance for Bangladesh’'s micro- and small entegxi$mSES). The Policy component of the BFP-B
programme, which aims at facilitating enabling detpry environment for the mSE sector in Bangladesh
and for increasing financial inclusion for smallsiness, commissioned the present study. The study i
meant to review Bangladesh Bank Policies on mi&mmll and medium enterprise (MSME) financing and
make recommendations for improved access to finfaramicro and small enterprises, to understand the
stakeholders’ views on current SME Policy of BB amtommend areas of further improvement.
Economic Research Group (ERG), a not-for-profieagsh organisation, operating out of Bangladesh,
was awarded the contract in early May 2016.

A group of ERG researchers, along with inputs freaveral consultants with direct experiences in
working with SME lending, undertook the exercigeiniolved compilation of all relevant documents,
reports and circulars, and detail review of thddsts were prepared of stakeholders from demand and
supply sides of the market, as well as from regusatpolicymakers and academia. Beside intervidws o
individuals, consultations were mostly done in dngmbups. Several FGDs were conducted outside
Dhaka, of which Bogra, Narsingdi and Bhairab ard¢eworthy. The research team developed an
analytical framework to place all the informatiom & single comprehensive canvass for reasoned
understanding of the issues and contextualisesitemmmendations. A policy brief in English and aeoth

in Bangla have been separately prepared for ctionlawhich substitutes an executive summary f@& th
report.

The team expresses its gratitude for valuable camsnéfom several anonymous reviewers, to the
members of the Working Committee and the Policyisaky Committee for sparing their valuable time
to hear presentations and comment on earlier diaits to the BFP-B team and Nathan Associated Ltd.
(London) for financial supports. Insights providiedthis report would not have been possible without
long consultation hours spared by numerous bankbusiness persons, researchers/consultants,
government officials and policymakers the team iemgrateful to all.

Sajjad Zohir

Team Leader,
ERG Study on mSME Credit-related Policy
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Review of Bangladesh Bank Policies on mSME Finanain
Recommendations for improving access to finance fonicro and small enterprises (mSE)

I. Introduction
1.1 Background

Drafting of the National SME Development Strateg§l1@-20 followed the adoption of
Bangladesh’s Industrial Policy (IP) 2016, and timirtg coincided with commissioning of the
present study. Note also that we use ‘SME’ as awamd, whose content is perceived to have
undergone changes over the years. While all doctsy@m IP continue to interpret SMEs as
‘small and medium enterprises’, there appears te leeen gradual shift in emphasis towards
small and micro enterprises (mESs) in practice. pbkcy document recognises the roles of the
SME Foundation (SMEF), which largely addressesstiimall enterprises (SE). The shift from
medium and small to small and micro is also visdi@ongst financing institutions, especially in
multilateral lending agency (such as, the Asian é@@yment Bank - ADB) and in Bangladesh
Bank’'s (BB) SME financing strategy. BB has alsorbe&tending supports to the Microcredit
Regulatory Authority (MRA), in latter’s efforts tenable microcredit organisation in the country
to engage in financing mEs. In such a changingnggtBusiness Finance for the Poor in
Bangladesh (BFP-B) programme, funded by UK-Aid andlemented by the Bangladesh Bank,
has been operating since 2013-14 to foster incdeaseess to finance for Bangladesh’s micro-
and small enterprises (MSEsThe Policy component of the BFP-B programme, Whitms at
facilitating enabling regulatory environment foetmSE sector in Bangladesh and for increasing
financial inclusion for small business, commissibribe present study. The study is meant to
review Bangladesh Bank Policies on micro, small mrediium enterprise (MSME) financing and
make recommendations for improved access to findocenicro and small enterprisesto
understand the stakeholders’ views on current SMEcY of BB and recommend areas of
further improvement. Economic Research Group (ERQ)pt-for-profit research organisation,
operating out of Bangladesh, was awarded the atritr@arly May 2016.

I.2 Study Objectives
The overall objectives of this study are the foliogs:

- To understand the stakeholder perspectives andierpe of using the mSME and SME
Policy of BB;

1 BFP-B is reported to have commenced its work ib3Mough it took a while to sign an MOU for thedertaking.
2 See the Terms of Reference attached in Annex &.Widrking title of the project had been “Review BBIE
Credit-related Policies of Bangladesh Bank: Idgnéifeas of further improvement by focusing on M$tarice”.
An alternative was suggested at the RFP stagesamskbquently, the current formulation is proposeteflect the
comments made on the draft Inception Report. Ttierlavas submitted by ERG on 25 May 2016. We puvebs
use lower case ‘m’ for micro, to distinguish itifinccapital ‘M’ used for medium.

3 Some of the activities for the study were undemmalong before the Inception Report was formallgepted in
early July 2016, and the first draft report wasrsifted on 7 September 2016. Based on reviews/consmeceived
from the Nathan Associates on 1 October 2016, #peiphas been revised. Subsequently, two presargatiere
made, to Working Committee and to the Policy Adiws@ommittee. This final version addresses all eons
raised during those meetings.



- Recommend suitable definition of mSMEs that maytiouate towards formulation of
SME Strategy document of the Ministry of Induéfrgnd MRA’s attempt to defining
microenterprises (MES);

- Appraise the feasibility of developing two separpt#icies for financing of different
enterprise segments, say, mSEs and medium enesgNtESs), or, mEs and SMEs; and

- Recommend further improvements of Bangladesh Bariw'sent SME Policy, which is
presumed to include micro enterprises as well.

[.3 Study methods

Unlike academic undertakings that dig into datahwéncy tools to verify hypotheses and/or
delve into mathematics of decision-making of midtiagents and their outcomes in a (financial)
market, the present study is pitched at a pragmiatiel. It raises a series of inter-linked
guestions: (i) what are SMEs? (definition); (ilnat have been the key elements of Bangladesh
Bank’'s SME financing policies, including a questiom what is meant by ‘policies’? (review),
(i) what have the experiences been in translatingse policies into practice by different
stakeholders, including those who had receivedwere keen to receive)? (Stakeholders’ view),
(iv) given various segments within the loosely itfied SMEs (CmSMES) would it be more
appropriate to have separate (segment-specificjcipsl and institutional arrangements?
(consultations and analytical review, as well ansiary of practices in other countries), and (v)
given the government’s industrial policy and thechdor a well-functioning financial market,
what changes or amendments need to be made inBBESCredit Policy?

The methods to arrive at answers to the above-ormdi questions involved an iterative process
of desk reviews (of reports, academic papers, karsuand policy documents), cross-checking
with available sources of data (including analyséslata where availability permitted), and
consultations ranging from meeting individualskitag to workers and management at work
places, and focused group discussion (FGD). A biadof stakeholders was agreed upon
during the inception phase, and it included reprieg®ns from regulators and policymakers,
supply-side actors (including those who demanded fuom one source and supplied at lower
tiers in the financial market), mSEs and their aggmns who represent the demand side of the
market, several external development partners,thaedacademia-researchers and consultants,
who have long been working in the field of SMEs ahdir financing. The complete list is
attached as Annex 2 at the end of this report.

The team of researchers had reviewed a wide ranigerature, often digging deep into specific
issues. None of those were meant to be summaasédielevant ones are referred to only when
a related issue is discussed in this report. Whitelist of references is included at the ends it i

* The Terms of Reference mentions of ‘unified’ difim, which may be interpreted to imply a singlet ®f
definitions applicable to all sub-sectors. Basecerohanges with the consultant responsible fortidgathe SME
strategy paper, it is proposed that a common sdefifitions should be sought, without restrictihg exercise to
finding a single definition (i.e., on thresholds,feay, small) for all segments of enterprises. [akter is recognised
in policy documents of recent vintage where cus-efiry across manufacturing, service and traditigities.

® CmSME stands for Cottage, Micro, Small and Medanterprises, which is noted in the Industrial Bglac
departure from past practices of having cottageteamdiloom lumped into one, or cottage and smallvehander
one head (as in BSCIC, Bangladesh Small & Cottadadtries Corporation).
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worth mentioning that the following policy documerand Bangladesh Bank circulars were
considered important in defining the core conteinthe policies. A selected few are listed in
Table 1.

Table 1: Selected List of Policy Documents and Rept Reviewed

Strategic Plan (2010-2014), Bangladesh Bank

Strategic Plan (2015-2019), Bangladesh Bank

SME Policy Guidelines and SME related circularsn@adesh Bank
SME Credit Policies and Programmes (2010), Bangla@ank
Microcredit Regulatory Authority Rules (2010), Béampsh Bank

Nationa Industry Policy (2016), Ministry of Industry
Nationa SME Development Strategy, 2016-20, Ministry ofustties
Nationa Handicraft Policy, Ministry of Industry

Policy Strategie for Developmer of Smal & Mediurr Enterprise (SME), 2005
SME Cell, Ministry of Industries

Memorandum and Articles of Association, SME Fouiutat

Chapter-8, 7th Five-Year Plan, Ministry of Planning

Note: For a complete list of articles, reports, wlnents reviewed, see References.
Master Circulars of BB with directives and guidenhave not been discussed elsewhere.

1.4 Brief outline of the report

The report is organised to assist policymakershia fields of financing micro and small
enterprises. In particular, we have the Bangladgesfk (BB) and the Banking Division of the
Ministry of Finance (MOF) in mind, both of whom widube collaborating with the Ministry of
Industries (MOI) and other relevant line ministreasd departments to realise broader goals of
the Government to promote inclusive growth. Theppses of targeting a sector (‘enterprises’)
and identifying segments within it (such as, miaod small enterprises) for preferential
treatments are closely tied with definitions. Ird#idn, there is close correspondence between
the instruments used for transfer of benefits, wigional vehicles used and efficacy of
targeting® The general conceptual framework, with few unaabld abstractions, is presented in
the following section (ll). A glossary with analgail/technical terms and their relations is
attached in Annex 4 for better understanding of ghkcy canvass. Section Ill presents basic
features of current policies and practices. Thobgtorical perspectives were unavoidable in
both the sections (Il and lll), the details on #@se relegated to Annex 4. Section IV draws

® There is lot to learn from our experiences in égirgy poor and poverty, particularly, in the fielfsfood and credit
distributions. One may like to consult literaturetargeting social transfers as well. See Deveetak(2015).
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upon the consultation sessions with various grafpstakeholders, as well as the researchers’
interpretation of available evidence, to summatize experiences from implementing past BB
policies of SME financing. The purpose is to drasy kessons that may guide us into defining
future actions. The latter is undertaken in Secdgrwhich presents a number of alternative
settings, including that posited in the draft SMé&elopment framework of the Ministry of
Industries. The section also discusses in detadsgsues on definition, and possible needs for
availing alternative organisational vehicles tocteaut to various segments of enterprises in
Bangladesh. As noted before, the details are rddg annexes, and the main body of the
report is kept brief.

Il. Detour on Concepts and Analytical FrameworK

There are three broad themes raised in this section

0] Contextualising SMEs in terms of purposes so thetesl shades may be
differentiated. Perspectives on definitions arespneed to have close correspondence
to those shades.

(i) The various policy instruments that are at therdisan of Bangladesh Bank; and the
various ways these are announced, such as, thioigly, Guidelines, Directives and
Regulations. Distinction between financial and fioancial measures is emphasised in
discussing various policies.

(i)  The organisational elements in the financial casyvesich have potentials to mobilise
finance for SMEs, and the segment within which shepe of the present exercise is
confined.

II.1 Perspectives on SMEs and Rationale for SME#ed Financing

The literatures on SME unanimously agree that tiemo unanimity in our understanding of
SME. The literature reviewed during the course oifrent exercise reveals of at least four
different takes on SMEs, which are worth notingider to contextualise SME financing and the
role of a regulator (such as, the Bangladesh Ba&nk3t, SMEs are a clientele group who could
not be reached out with the financial products #meir delivery mechanisms traditionally
practised by the commercial banks. Often, therl@ssociates the potential client on the fringe
with small loan sizes, peculiarities in time-paftdemand and repayment, and with those having
legal entitlements perceived by lending communitgdiequate as securities to guard against
(lenders’) risks. It is perceived that certainiadisupports, on both demand and supply sides of
the market, will enable the banks to break thetimemnd engage in a sustained path of win-win
exchange. Thesecond is from the domain of public policy, where redisitive justice is
perceived to be associated with provisioning ofeésed assistance to the ‘smaller’ (and poorer)
entities. Thehird is a technocratic-economic perspective that takgsisance of inter-industry
linkages and presumes that failure to perform answige of the weaker segments in the links
may lead to greater loss in the economy. Thus,hiegcout to those segments with special
efforts is justified on ground of aggregate rettorthe economy. There isfaurth perspective,
more appropriate in the context of Bangladesh, whie view as ‘institutional’. The country has

" Much of the content in this section, even thougiuohed under methodology, evolved out of iterative
consultations and review of reports and documents.



a rich history in microcredit, and many of the mimedit (microfinance) institutioAgraduated
to engage in multiple activities and some may cotafdy lend-out large loans. In the context of
SME discourse, there are four distinct aspectdiminstitutional transformation, which remain
to be comprehensively addressed by appropriaté fegaework. These include, (i) increase in
loan sizes, irrespective of uses, due to both adsngnominal value and growth in client group
with long history of borrowing from same sourcé} gradual shift in portfolio from home-based
income-generating activities (IGAs) to cottage anatroenterprises; (iii) some of the MFIs
borrow from commercial banks and act as interméstiary lending to their borrowérsand (iv)
some of the NGO/MFIs have also engaged in entereigel activities outside finance, and
several of them may be ‘small’ to ‘medium’ underrremt definition. Beyond the four
perspectives mentioned, there is also the casdadfups, or, the “Startupreneurs”, a term
recently coined for new entreprenédrdn the absence of prior information to assedesria
lending to Startupreneurs, the banks as well andimebank financial institutions (NBFIs) have
generally avoided them. It has largely been thaurercapital firms who dominate such lending.
Since functioning of venture capital firms are witlthe jurisdiction of SEC, the links between
SMEs and ‘start-ups’ have hardly received any &tian

Though little mentioned, the effort for meticuloukefinitions arises where targeting and
monitoring are involved. Past initiatives to defipeor’, ‘food-insecure’ households, or ‘under-
nourished’ children were tied with targeting as Ivas monitoring. It is therefore expected that
differences in one’s position vis-a-vis the entegs influence the way one wants to define one
or the other segment among enterprises. Theretdeast two groups of stakeholders having
exclusive focus on financial lending — the commedrbanks (and NBFIs) and several (all credit)
MFIs. The banks, with traditional banking practicephold the first perspective mentioned
above. For them, moving from large loans and ent&p in the formal sector to borrowers of
small loans having less organised balance sheass#ts and liabilities, involves declining net
pay-off. Reverse is the case for MFIs, which hanewg beyond their original mandates (Figure
1)*. Both stakeholders however find loan size as apoitant variable to identify various
segments of their client groups. The technocrat@soc perspective, often manifested in the
position of the Ministry of Industries and SMEF, wla prefer to identify ‘economic sector’s,
and fit those with notions of micro and small, aspagated by lending agenciéshere are
however actors on both sides, finance and industing appreciate the need to tie the two ends
in effective manner. Examples may include, PKSF,EEMand a handful of SME wings of
commercial banks (e.g., BRAC bank). The subtleedéfiice one observes is as follows: those

80nemay make subtle difference between the two termgdsgribing credit to be specifically dealing wignding
and borrowing, while finance is more generally abmanaging assets. However, both these terms casdmkto
describe a purchase in which one promises to paif fver time — ‘to finance a purchase is to bu$on credit”,
and in this usage, they are synonymous’. To benawith current practices in the literature, we tise term MFI.
We cite relevance of MFIs in the context of SMEcdisrse, but do not probe into policies of MRA tregulates the
MFI sector since the scope is confined to BB pefci

° One may consider it as one manifestation of ‘apanking’.

10 See, Halima Sadia’s write-up, ‘The Chronicles @hBladeshi Startupreneurs’, Tine Daily Sar, 2 September
2016.

" The MFlIs, rather ironically, ought to lower intsteate in order to expand into upper stratum. &lieralso the
possibility of reduced access to ‘poverty fundl, &l which may effectively imply declining net pa§®. Further
discussion is made in Section V.

12 Earlier works on SMEs looked into specific sectbat were deemed to deserve privileged attention.
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coming from banking and finance would like to emshealthy returns with reduced risk to their
financial engagement while the promoters of enisegr (industry) appreciate the need for
finance without necessarily tying those to banlangy.

Figure 1: Development of financial institutions fran two ends of the ‘enterprise’ spectrum

Large Large Medium Small Micro Cottage enterpriseg| IGA
external trade|| enterprises|| enterprises || enterprises|| enterprises|| & Home-based act

»
»

y \

Commercial banks Microfinance institutions

Finally, there are policymakers and regulators juidiag the Ministry of Finance and the
Bangladesh Bank, who have significant influencend8ME sector. Though public policies,
particularly on distribution, are articulated inaRl documents prepared at the Ministry of
Planning, the latter apparently has no direct eflze on regulations and policy implementations
in the financial markets. The Industrial Policy endhe Ministry of Industries provides the
overall guidelines, but the Ministry may only cabtite indirectly to design and implementation
of financial policies through coordination commése For the purpose of the study, we will
therefore consider higher management of Bangla&sstk and the Banking Division of the
Ministry of Finance to be prime movers — in tratiskg policies of other ministries (Industry in
our case) as well as for regulating the bankingoseo ensure its contributions to growth of the
real sector of the economy.

In summary, from the perspective of the financrtitutions, SMEs embody a client group of
businesses (‘entrepreneurs’) who are at the frofgermal banking operations, and reaching out
to them often require incentives. Policymakers keerpromoting industrial growth would like

to see more resources go into specific sectors;vaould be willing to package those under
SMEs if better resource inflows are assured. Rnalhe expects the regulators to ensure that the
financial sector contributes to the growth of tealreconomy; and that the financial health and
governance of the financial institutions are notveadely affected while they facilitate
government’s development objective of inclusivewvgto It is in the latter context where
concerns with SMEs arise, though there may be cosogith smaller/weaker players in each
economic sector to ensure universal access todamand for growth with equity.

I1.2 Policy, targeted transfers and implementationdesigns

While the umbrella policy for SMEs is derived frothe Industrial Policy® and the SME

development strategy (to be finalised), it is then8ladesh Bank, along with the Ministry of
Finance, who formulates the relevant financing ipes’ and oversees their implementation.
Clearly, preferences of funding agencies, choicgacdet, and of financial and non-financial

13 While this has been the trend, SMEs cut acrossdjiations of several line ministries, such as, owrce, ICT,
Agriculture, Youth and Women Affairs.



services/benefits along with delivery mechanisme,al inter-linked. This sub-section outlines
the broad canvass for better understanding of #ssohs to be drawn and the multi-
dimensionality of changes proposed at the end isfréport. It also takes cue from the earlier
discussion, to link purpose, choice of targets definitions (of SMEs), choice of policy
instruments and organisational vehicles, and theraldl efficacy of policies in terms of
strengthening or distorting a financial market @sdyjovernance. The last two of the three issues
identified at the beginning of subsection 1.1 digcussed below separately.

I1.2.1 Policy, Guidelines, Directives and Regulago

BB’s documents pertaining to SME financing over trears took different names, such as,
policy frameworks, policy guidelines, prudentialidglines, Circular, Master Circular and
Circular Letter** The themes, covered in those documents, range éxpression of general
intent, general modality of implementation, to direes for achieving specific targets expressed
in numerical figures. The study team reviewed nufsihe items addressing SME financing, a
list of specifics, grouped under several ‘policpeay’, is presented in Annex 3 (Table A.3.1).
Amidst this apparent mixed bundle of issues andug@nt types, which have multiple overlaps,
the research team chose to search for a consistardture in the understanding amongst
practitioners at various levels through a dialogmathod. This section summarizes the elements
of consensus.

At the onset, we distinguish between issues thatganeric to general operations of the banks
and non-bank financial institutions (NBFIs) fronose related to SME financing. The policy
document offers a flavour of the broader perspeatiwvhat is to be done and the ulterior goal to
be achieved by doing so. Since it is decreed gnéral authority, a policy has legal bindings. In
other words, a policy may often be developed witkifive externalities in mind, or in order to
reach some socially desirable state, which may heote been, otherwise, possible when
individuals act out of their self-interest. Exangpla policies include: Loan rescheduling policy,
underwriting policy/approval, loan write-off policxustomer on-boarding policy, know-your-
customer (KYC) policy (which has been, subsequenmigluded under anti-money laundering
act), etc.

Guidelines cover dos and don’ts of the trade. it ba either (a) a starter’s-kit for institutions
new to the field or a run-down of good practicehd&ve, or (b) encouragement of practices that
lead to a desirable goal. Guidelines can be seé&vo#ispolicies, because the institutions are not
bound to follow the guidelines. Positive incentiveay be awarded, but institutions cannot be
punished for non-compliance. Examples include skchaoking guidelines, guidelines for credit-
risk management for banks, etc. If the guidelinesdad type (b), over time, these may get fine-
tuned and take the form of a consolidated policigeline, similar to a formal declaration (i.e.
formulation of a policy) meant to reach a certavalg

1At the national level, Policy Papers are followgrhy Plan of Actions, submission and inclusion iRRXMTBF,
and approval of Operational Manual, before theviis are brought under the jurisdiction of Implemting
Agencies. In this case, such a sequence of aetvitiecedes the undertaking by a central banks tithe, possibly,
the operational manual.



At this point, these policy guidelines, which be@m part of the policy document, provide
instructions on how to achieve said goal, as itlarp to the concerned parties specific
behaviour to adopt and actions to take. A direcBueh as X% has to be lent to W’ is an
example of a policy guideline. The specific stegsch the central authority wants the financial
institutions to take/follow, in order to ensure ligation of policy objectives, can be termed as
regulations. These involve mandatory adoption diaveour and undertaking of actions as stated.
Organisations may be awarded positive incentivesektraordinary performance in line with
achieving the goal, though they may not be entit{&ad the other hand, violation of compliance
is met with punishment. Regulations are in placensure that policy guidelines are followed.

[1.2.2 Multiple actors in the Financial Market atiet Scope of the work

Figure 2, along with the footnote, outlines thedaler framework within which Bangladesh
Bank’'s SME credit policy, guidelines and regulationay be assessed and recommendations for
future may be contextualised.

It needs mentioning that the outline in Figure Zwigveloped through inductions of various
information obtained during numerous consultatiessgons, and from prior knowledge of the
researchers regarding processes involved. Givernigtery of SME financing in Bangladesh,
and the way BB'’s role has evolved over time, ilmperative that the focus remains largely on
the right side of the Figure, with emphasis ontihttom part;®> Even though a host of issues are
addressed in BB's directives to the banks and NBRise important ones on SME financing are
the followings:

- Refinancing;

- Loan provisions,

- Incentives tied to share of loan disbursement t&eSKe.g., credit rating),

- Non-financial services, such as, dedicated ded{& &ntres or SME Branch,

- Linking financial services with providers of nomdincial services.

Generally, these policies will be looked into watlview to assess,

- If the incentives (or, penalties) could realise fiodicy objective of increasing access to
finance by SMEs;

- To what extent, the interventions (no matter howl-weaning those may have been)
distorted the financial market and practices of financial institutions, and thereby,
hindering the contribution of financial intermedés towards growth of the real
economy; and

- Upon understanding the relative roles of finanaiadl non-financial measures to promote
micro and small enterprises, arrive at desiredsrofeBangladesh Bank and its policies.

®However, policies are effective only when thoseoaat for the responses to policies, it is importantecognise
the multiple roles of BB (as regulator, potentiahtributor to development through financial marketgplementing
agency and occasionally, service provider), somewvbiich may run into conflicts. The broader struetwf
governance has not been addressed in this report.

¥ Table A.3.1 mentions of delivery mechanism, gehguidelines, such general restrictions as mininsimare in
disbursement, media coverage and non-financiahihes, non-financial services such as dedicatesttsjdinking
SME financing with other objectives on ICT or womentrepreneurship, loan terms & conditions, incersti
through refinancing and favourable loan provisiomproved supervision, etc.
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I1l. Overview of current Policies and Practices

The draft SME development strategy paper (MOI 2046des that Bangladesh Bank made
progresses in motivating commercial banks to s&Ws through directed lending programs
and financial products. The services identifiedude:

- Providing refinance to accredited banks and NBRisu&ing its own fund and financial
support (as loans) of external development partieaiding agencie¥,

- Opening of Dedicated Desk and SME Service Centtkdrbanks and special services for
the women entrepreneurs,

- Establishment of a dedicated department named ‘SMifl Special Programs
Department’ to formulate policy, facilitate creddad monitor the development of small
and medium entrepreneurship.

- Setting indicative targets for SME loan disbursenfen a year and is involved closely
with the banks and financial institutions to acleiév

The above clearly tally with the ones listed in fhveceding section, other than the need to
disaggregate the financial incentives further irginancing (which is addressed above) and
favourable loan provisioning for SME lending. Basiformation on these is summarised in
Boxes 1 to 3, separately dealing with loan provisrefinance and SME branch/centres.

A brief history of SME banking in Bangladesh, alosigh evolution of policies and governance
structure, is presented in Annex 4. It is worthimptthat SME-related policies are now in the
domain of SME & Special Programme Department (SMESRragmented from the newly
emerging broader theme of financial inclusion, & as from sustainable developmé&niMore
importantly, the erstwhile core policy unit, BRP&hgages on SME issues only on a horizontal
plane, coordinated by the Project Team Managenm®&Milj. Several tables in Annex 5 list all
the circulars having relevance for SME financingg @urrently, SMESPD Master Circular No.
1, dated 07.01.2016 overwrites all previous oné® [6an provision facility, provided in BRPD
Circular No. 14, dated 23 September 2012, howetilestands.

Following the discussion allured to in 1.2.1, anay characterise the SME-related BB ‘policies’
at various tiers. At a more general first leveg tbllowings may be mentioned:
1. Following the articulation in the Industrial Polic$ME is a buzzword that refers to
cottage, micro, small and medium enterprises (CmBSME
2. Following the Industrial Policy, the segments witlmSME are distinguished by either
the replacement value of fixed assets (other thad &nd factory building), or, number of
labourers/workers employed. Details on the detingi and how those evolved over the
years are summarised in Table A.5.5 and A.5.1 ineXrb.
3. The ‘enterprise’ part of SME is not explicitly deéid in the Industrial Policies. Such
terms surface only as ‘industry/entrepreneur’. Otige alignment was established in
IP2010, for all practical purposes, BB’s circulars defining cottage, micro, small and

" The draft SME strategy paper carried the followstatement, ‘Credit wholesaling by using the graetived
from different development partners’ (p. 35). Thias later corrected by the SMESPD.

18 There are two new departments by those namesTabkes A.5.2 and A.5.3 in Annex 5.

19 We use the term CmSME for the whole range of enisas, though most references in this report@re$ME.
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medium enterprises have been extensions of Industalicy. SMESPD Master Circular
No.1 of 2016, which preceded the approval of IP2@theres to the criteria stipulated in
IP2010, and differentiates across manufacturingjice and trading, and have different
cut-offs to distinguish across micro, small and med There has been a clear departure
in emphasis in the Industrial Policy 2016. Thedattefines small and medium separately
for manufacturing and service, has cut-offs foepasate definition under (micro) service
and another definition for general category undé&raon There is however no sector-
specific definition under cottad®@.

4. Almost all sectors of mMSME, except M, have beergéalgas preferential sectors. The
‘preferential sector’ tag does not offer any tamgibenefit except that Banks and Fls
have been advised to treat their loan applicatioa priority basis.

At a second level, SME-related BB policies incldie followings:

5. BB’s SME financing policy chooses commercial bakel NBFIs as intermediaries
through whom benefits are expected to be transinitbethe sector. In other words,
incentives are provided to these financial indting so that they engage in lending to
SMEs, presumably in favourable terms and conditions

6. Though outside the direct jurisdiction of SMESPIB Ban promote cottage and micro
enterprise financing through policies of MRA, whichreality is closely associated with
BB. To our knowledge, there is no unified policy.

7. As shown in Figure 2, there are funds channelledutih projects — SMEF, PKSF, or
through project offices funded by EDPs, some ofclhinvolve commercial banks as
well. This segment, to our knowledge, remains detsihe purview of BB's SME
financing policy.

8. Several line ministries also administer credit paogs aimed at micro enterprises, which
also appear to be outside the purview of MRA or8BESPD policies.

Policies at the implementation level had alreadgnbdiscussed. Some of those are highlighted
with specifics.

9. Refinancing fund for lending to SME loans to wormemtrepreneufs restricts lending
agencies from lending at interest rates abovel@%alllother cases of refinance under
SME financing, the circulars explicitly mention a¥ailing market (or, mutually agreed)
interest rates. Refinance is not available to Bdraksng NPL exceed 10%.

10. The differential loan provision exists since 20t2s 0.25% for unclassified SME loans,
lot lower than 1% applicable for general unclassifioans.

11.Share of SME loans is now included in CAMELS rafittgpugh the weight is as low as
1% in total rating.

20 Exchanges since the submission of the revisedtrepeeal that BB had extended classification afling sector
and BB will soon issue a new circular defining agt, micro, small and medium on the basis of IP2016

2L \WE sub-segment has received highest attentiomBipdicy, rightly aligned with national focus onrger
balance and bring the larger segment of the pdpualainder income earning activities. This is thy@egment
where collateral-free loan has been permitted.
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Box 1: Use of Provisioning for Promoting Lending toSMEs, from Master Circular 2012

BRPD Circular No.14, 23 September 2012

4. Maintenance of Provision:
a) General Provision: Banks will be required tomain General Provision in the following way:

(1) @ 0.25% against all unclassified loans of Sraal Medium Enterprise (SME) as defined by the
SME & Special Programmes Department of BangladestkBrom time to time and @ 1% against
all unclassified loans (other than loans under @ores Financing, Loans to Brokerage House,
Merchant Banks, Stock dealers etc., Special Mericecount as well as SME Financing.)
(2) @ 5% on the unclassified amount for Consumaeafg¢ing whereas it has to be maintained| @
2% on the unclassified amount for (i) Housing Fireand (ii) Loans for Professionals to set up
business under Consumer Financing Scheme.

Box 2: Refinancing Fund for lending to SMEs
ACSPD Circular 01 Dated May 02, 2004 on SME Re-finzcing BB Fund

Bangladesh Bank issued a circular to commerciakb¥amd financial institutions to launch its refioan

Banks and financial institutions to receive 100%nance against disbursement of both working cép
and term loans to the small enterprise sectorjdhie amount ranging from Tk. 2 lac to Tk. 50 lagek
though the expectation was to facilitate lendindpater interest rates, the circulars allowed legdi@anks
or financial institutions to apply their own intsteate on the loans made to the ultimate borrawers
The facility was not applicable for personal or semer loans, and a bank was eligible to avail iy @
the share of classified loan was less than 10%.

Box 3: SME Service Centres

BRPD Circular letter No.-06, Dated May 04, 2008 ointroduction of SME Service Centres for loan
disbursement and recovery in the Small and Medium Bterprise (SME) sector

areas, Bangladesh Bank decided in principle toracpermission for opening SME Service Centres for|
scheduled banks. These Service Centres would deelto perform the following functions:-

monitoring and recovery of loan to SME sector.
2. The SME Service Centres will be allowed to reedbreign remittances and deliver /hand over drees
in domestic currency to the payees concerned.
3. The SME Service Centres will be allowed to opeseparate desk in order to prioritize the woni
entrepreneurs involved in the promotion of Smatl Mfedium Enterprise (SME) sector.

fund of Tk. 300 crore for the development of neviremreneurs. The refinancing facility allowed the

ACSPD Circular Letter 03 dated June 12, 2008 ratisedund amount from Tk. 300 crore to Tk. 500 eror

With a view to increase credit flow to the SME secind increase employment opportunities in distant

a

1. The SME Service Centres will render banking isessonly for receiving application, disbursement,

en

1. Opening of SME service centres were encourageag@®08-10, and no new approval
is reportedly being given now. There are also dedit desks, particularly for women.

2. Of total SME loans disbursed, the lending agenaiesnstructed to ensure a minimum of
40% for small enterprises. Similarly, a minimuml1&®s6 is set for women entrepreneurs.

For all practical purpose, these remain guidelines.
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IV. Experiences of Past and On-going Practices inME Financing
- Summary lessons drawn from interviews, FGDs and limed data

IV.1 Findings from FGDs and Interviews

The study team engaged extensively with stakehslddr diverse backgrounds, having a
common denominator in their familiarity with SMEsiges. While few have been left out from
the earlier list, it had been largely compensatgdnblusion of several important individuals.
Beside group-based and individual level consultetim Dhaka (see, Annex 2), members of the
study team had visited Sirajganj, Bogra, Narsingdld Bhairab. Of several factory premises
visited, there were shoe manufacturing, plastidpets, yarn & dyeing, jute bags using power
looms, etc. Broad observations and findings ararusgd thematically.

IV.1.1 Supply Side

1. Our attempt to construct what constitutes BEBME financing policy’ had been raised
earlier. From the practitioners’ perspectives, leytstaff of implementing commercial banks or
the executives at BB, SMESPD Master Circular N(ddted 07.01.2016) is identified as the key
document. The BB officials however recognise twganiant umbrella frameworks which
define the parameters of BB’s general SME finangialicy. These are, (i) the Industrial Policy
of the Government, and (ii) operational guidelilreproject documents of lending/aid agencies,
when financing is done under such project arrangeifpease see Figure 2).

2. The SME financing policy and BB’s perseveramredd the banking community, particularly
those in private banks with grooming in foreign kaand having knowledge of segment-wise
business management, to extend their net to borsowfesmaller amount, and to enterprises
having insufficient books of accounts. The fastangon of the banking industry with new
banks entering the market also forced them to loeyond the traditional clients in import-
export business, and subsequently, beyond largesindl groups. There are however
apprehensions that the traditional commercial bamkth their institutional culture and the
prevailing package of lending (interest) rates, matybe keen to stretch their nets much beyond.
One observes an exception in BRAC Bank’s SME aati However, that is said to be possible
due to management’s recognition of two segmentedtetmwhere the bank charges differential
interest rate$?

3. Refinance once formed the most lucrative ingentdr the lending institutions, but timeodus
operandi is reported to have been difficult to pass on teeefit to the borrower on time.
Refinancing allowed commercial banks and NBFIsuailgund at low interest rates (5%), and
had been an attractive option when they could &rdgh interest rates. With declines in deposit
rates, the cost of fund to commercial banks and ISBE&s declined (reportedly, below 5%), and

2t is widely known that the MFIs charge higher nest rates. With zero slacks in utilisation of bdokd, the
annualised interest rate is calculated to be 25%are. In contrast, the client groups of most comonak banks
borrow large amounts at presumably lower annuak@st rates, currently, in the range of 10 to 18¥e view in
the literature suggests that these are two ‘segrdemarkets and financial products served in the tearkets are
not comparable.
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the lending rates have also declined. Thus, comaidranks find little or no interest in availing
the option offered under Refinancing. Though banel data on availing refinance fund could
not be availed, the FGD revealed that such facilias (more likely) being availed by fourth-
generation banks having shortfalls in liquidity.

4. Preferential (lower) loan provisioning for uredéied SME loans still remains attractive. With
any amount of annual disbursement, 25% of whichraeperted to be under SME financffig
and given a profit-disbursement ratio of (say) 0(65%) and a tax on profit @ 42.5%,an
additional amount of almost 26% of the post-taxfiprman be retained for distribution if loan
provision is reduced from 1%to 0.25%. For an anwisbursement of (say) Tk. 1,25,000 crore,
the size of additional profit for redistribution @myear can be as high as Tk. 234 cféiEhe
calculation does not address the additional reveéhaemay potentially be generated with the
retained fund, including all effects of money muiigr. It is therefore no wonder that the
banking community was (could be) incentivised bguction in loan provision under SME
financing.

5. The above-mentioned inducement could encourage fanding to the target enterprises, or,
could lead to biased reporting of accounts, andptiesibility of the latter makes it difficult to
verify the former using existing (reported) dat@&v&al consultation sessions confirmed that
reporting on SME loan disbursements have often la@eax-post activity and it could be done
more efficiently by those who had computerised dataranch levels.

6. Private commercial banks as well as the NBFid the definitions of mMSMEs, in terms of
both replacement value of ‘fixed assets’ and empleyt size, operationally difficult to adhere
to. For them, the variables that define target pettn are stocks (e.g., fixed assets), which do
not normally have one-to-one relation with turnov&rsmall-sample survey administered under
the study reveals presence of large proportionutfiess when enterprise-level value of assets
(other than land and building) and turnovers aramared (see Table A.6.2).

7. Employment figure to target enterprises is fouadbe equally flawed by well-meaning
bankers. Several categories of employment may ted ei casual/daily, part-time to permanent
(salaried); home-based workers tied to enterptls®aigh putting-out system or some other form
of labour arrangement; and there is wide rangekdFraix. With heterogeneous labour, no
unique relation between turnover and employmeng, s between employment size and
replacement value of fixed assets is expett&everal activities may be cited which are small in
terms of business, but very large (and by definjtibighly labour-intensive) on account of

2 The arithmetic is meant for illustration, but useal world figures. See Table A.7.1 on reportegrstof SME in
total bank disbursement, assumption of 5% pre-tafitpon disbursement came out of consultation viagmking

community, and the annual disbursement figured®se approximate.

% For every 100 taka disbursed, pre-tax profit iaka and post-tax profit is 2.875 taka [5*(1-0.428Yith 1% loan

provisioning, redistributable profit is 2.875 — EQ1.875 taka. Redistributable profit increase2.625 taka if loan
provisioning is 0.25%. The additional (2.625 — 58y0.75 taka can be expressed as 26.09$ of prertdit.

% One could rationalise choice of employment figtmetarget sectors if it was a good proxy and lesstlg to

observe. At an aggregate industry level (such asufiacturing and services), for which the IP presidiifferent
definitions, the proxy does not appear to work (Eable A.6.3). Moreover, economic activity of a imess is more
readily observable.
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employment (and often, turnovers). One examplénésrecycling of waste fabric for stitching
activities involving home-based women workforcet baordinated by a women entrepreneur
facing difficulty in accessing bank credit. Shoeking is another example where the fixed asset
is very low, though employment and turnovers aghhi

8. MFIs have incentives to increase loan sizesthakfore define microenterprises in terms of
loan amount, and report on mE loans accordinglye PICBs are less keen on lowering loan
size€®. Thus, almost unanimously, the supply side acpsoposed turnover as a workable
definition to target a segment of their cliéitdt is also worth noting that almost 75% of all
SME loan amount went to trading activities (seebl@aA.7.4), and the corresponding share
increases to 85% to 90% when microenterprisesarsidered.

9. The offer of opening up SME service centresalelbed to have been availed to expand
banks’ network in locations, which would not haveeb possible under general regulations.
While no conclusive inference may be drawn in theeace of location-specific figures on such
centres, several stakeholders opined that crowdeting centres, often in Dhaka, were in the
first choice set. There is possibly a need to Idokely into the matter.

10. Our FGD discussion reveals that the WE segrpessibly runs a high risk of recovery

failure®®. The purported benefits like refinance, collatéraé loan as such are not rightly

utilised. WEs have been defined as a businesswirete the entity is owned by women sole
proprietor or 51% of the shareholding belong to wanirhe definition perhaps needs a revisit to
ensure that the enterprise is indeed owned and gedny women. There is also a need to
develop mechanisms to reduce default rates.

11. BB credit policy had directives to achieve 26f4otal lending to SME sector of which 15%
ought to be lent to WEs. Section 2.2 of SMESPD erasitcular also instructed the banks and
NBFIs to increase the share of total loans to SK&® 20% to 30% in next 5 years. There are
also directives to ensure that at least 40% oSHKIE loans go to small (and micro) enterprises.
The targets have however remained unfulfilled. &Eva&akeholders suggested that the pressure
do ‘work in this culture’.

12. The nationalised commercial banks (NCBs) armblento avail refinancing facility due to
having high NPL. They do however get the benefitewer provision for SME loans. It is often
argued that the NCBs, with their branches spreatiywiacross the country, are better able to
reach out to the cottage, micro and small enterpria rural areas. One of the FGDs revealed
that the branches of NCBs at upazila levels hawitdd capacity, most of which have to be
devoted to service government social and otherrpromes involving money transfers. The

%An exception has been the BRAC Bank, which possilsigounts for almost half the number of loans bseai

their extensive involvement with micro enterprises.

2" 1n reality, bankers look into credit worthinessbafsiness in annual turnovers, which is comparbhaonthly or
annual income (flow) for individual clients.

% No figure could be obtained on the NPL. A BB syr¢¥ounus 2014) found 7% of the women borrowergéo
‘irregular’. It also noted banks with aggregate NB&s than 10% and compliant with capital adequatiy (CAR)

were eligible to participate in refinancing scheme.
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latter involves large number of clients who, ialkeged, often crowd out the (potential) banking
population?®

11. Monitoring such processes as loan application-around time, tracking borrowers via
mobile contacts, etc. consume valuable time ofciafi$ at BB and bank branches. Moreover,
there is heterogeneity in the software used byviddal banks, making real time monitoring
difficult. *°

IV.1.2 Demand Side

1. CIB clearance was raised at several FGDs, péatly from the borrower sides. Concerns
were raised on delays and possible dillydallyingolaypk officials who may blame the CIB unit
for delays. It was therefore suggested by few B Clearance could be waived for SME loans,
particularly the ones within one lac taka. Presesfcprecedence in agriculture loan was cited,
where, reportedly, CIB is waived for loans below ZI5 lac. The majority, among bank officials
as well as from Association Heads/Presidents, Wwevweever against such proposal. The urge has
been for quick clearance (decision), and cliendisyeaccess to such decision. It is proposed that
information be posted by CIB unit on such decisiagainst unique loan application numbers, so
that privacy is not compromised.

2. Collateral is an important issue. Some entregrenin rural/upazila settings mentioned that
the bank official consider only land within munialfty areas. It was suggested that the urban
human habitats often expanded beyond the limiisiaffy set for municipalities, outside land be
also considered as collateral.

3. The issue of collateral came up more emphayicalldiscussions with manufacturing units

among micro and small enterprises (particularlyBhrairab). Their demands for finance could

not be met by existing loan products with fixedagment period, which made the loans costly
for their business. Thus, the demand was for C@, ledoich the banks normally offer to large

borrowers and against which there are collatefdls.small entrepreneurs felt that options to get
CC loans would immensely help their business amy tlould be encouraged to bank more
often than not.

4. Small manufacturers felt that there is a disttrade-off between cost of finance (reflected in
interest rates) and wage rates that entreprenaufare willing to offer to workers. Thus, there is
a need to make finance available to them at loerést rates (single digit, preferably at 7% per
annum). This would allow them to raise wage rabesttract skilled labour.

5. Most micro-level (and less educated and lessutated) entrepreneurs recognised the need
for registration in order to avail bank loans. Hoee apprehension of harassment for tax

2 The claim may not be sufficient to argue that @B branches at upazila level would reach out t&Em# the
government opted to withdraw from those servicdge ThM Study (2016) notes, ‘physical proximity da own is
rarely sufficient for serving micro and small custrs’'.

% Several BB officials suggested that adaptations@ndardised accounting software would ensure great
transparency in banking transactions and therelydvease monitoring.
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collecting authority (as well as the additional dem of tax obligation) deterred them to take that
route.

6. The terms and conditions that apply to a loarat transparent to many due to writing in
English and in small fonts. There has been oneaingk that has been introduced, but illegible.
The team came across people who perceived the teandiffered widely from the actual.

7. Group guarantee is said to have generally fadezhsure healthy repayment.

8. There are demands for common facility, suchnes;hineries for finishing leather products.
However, individual producer is unwilling to takweetrisk, nor the liability of a bank loan.

9. The non-financial services, such as, market@ghnology, competition from foreign goods,
etc. were identified more important than finarte.
IV.1.3 Regulators and Policymakers

1. Proliferation of projects and mixing up of rokes regulators and service providers within the
BB has been a concern.

2. Excessive bias in current lending towards trga@sna concern.

3. Increasing NPL in certain categories of loardpieis may adversely affect the financial health
of lending agencies.

4. There are several bank-specific accounting so#twwhich are hindrances to effective
monitoring.

5. Need for greater coordination across policymgligencies is recognised.

V. Looking into Future — Summary and Recommendation

Without being narrowly prescriptive, the first paftthis concluding section outlines the context
within which policy options for future ought to b&oted. In doing so, it touches on the history,
experiences from implementation of past policiesl the roles of BB envisaged in the proposed
SME development strategy of MOI. The second pattesapecific recommendations, some of
which are in the form of alternatives from which BBlicy makers may choose the feasible
ones.

31 The general views of agencies such as PKSF andFSMfze already been discussed, and therefore,aire n
repeated here.
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V.1 Summary — history, lessons and current context

The study developed a conceptual framework in Eigdirwhich will presumably provide a
meaningful way of discussing BB’s roles in the fioel market, particularly the segment that
aims at facilitating inclusive growth in the reaktsor of the economy. While the framework may
allow one to address issues on relative importaficegulatory and development roles and their
inter-linkages, we confine to the segment thattdeh SME financing.

The tradition of classification is an age-old preetin statistics, and has been applied in
empirical work, particularly to capture land (andset) ownership distribution and income
inequality. In the same vogue, past practices irv&uof Manufacturing Industries (SMI) in
Bangladesh, dating back to 1972-73, had looked vatines of output and various assets,
including inventory. One important purpose of seglercises was to estimate value addition, to
be used in national income accounting, as welbasnonitoring. Classification turned out to be
an art when its use for transferring resources target population came of importance; and
(subsidised) credit increasingly became an attraatesource that got transferred to ‘targeted’
countries and to ‘targeted’ segments within a patpoh, enterprises or geographic space.

Transfer of (credit) resources did not have todrgedted to ‘SMES’, nor did such transfers have
to be channelled through BB. The buzzword that wee& SME, however, entered the arena of
international aid transfers and development bankmgBangladesh during 2003-04. More
specifically, with the ADB loan project on SME déwement, that coincided with BB'’s
publication of ‘Prudential Regulations for Small tEprise Financing’ in 2004, and ‘Policy
Strategies for Development of SME’ by MOI (20058 B004) had addressed only SEs, with
thresholds defined separately for service, trading manufacturing. In contrast, MOI (2005)
had defined the thresholds for manufacturing angdmanufacturing under Small and Medium,
with more liberal upper limits on Fixed Capital #stment (Table A.5.5). Subsequently, BB
picked up the term ‘Medium’ in 2007 (Table A.5.2phd had operational definitions in place by
2008; paving the way for alignment of definitiomsce IP 2010.

One conclusion from the above narrative is, theeeeviimes when BB had proposed definitions
of SE and ME to target finance, remaining withie tiroader spirit of the strategy adopted by a
line Ministry (MOI). There is a second elementlwe tSME financing as practiced in Bangladesh
and elsewhere. In several other programmes of felaref public resources, intermediary
agencies providing the delivery service are paabsfand no incentive changes are introduced
that may adversely affect their regular activiti€his is not the case with BB’s SME financing.
Other than instructions to conduct business inagertmanner, or to provide non-financial
services (such as, training to women entrepreneBB)s SME financing opted for financial
incentives to participating banks and NBFlIs in fibxens of Refinancing and Loan provisions. In
addition, share of loan disbursement to SMEs watuded in the measurement of banks’
CAMELS rating, with reportedly, negligible impact gperformance measure. It has been
mentioned that the most effective tool had beed @mntinues to be) a lower loan provisioning
tagged to disbursements to SMEs. Unfortunatelyh sincentives led to malpractices in
reporting, with potentials to adversely affect gwernance of the sector.
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Lessons from targeting in several fields of deveiept (e.g., food distribution and credit) raise

several other issues that may have relevancergeted financing, either directly undertaken, or

facilitated by BB. First, targeting may avail mdten one option, particularly when there are

strong correlates of the target variable (say, sfzenterprise). Thus, the same objective may be
achieved by geographic targeting (say, rural aosgg to urban, or, specific clusters), targeting
specific sectors or economic activities (say, fayndr shoe manufacturing), demographic

targeting (e.g., women or specific age group), &thile some of these items have been

addressed partially, there has generally beenkeoleappreciation for alternatives.

The targeting literature also mention of develogingducts and delivery mechanism which have
built-in bias against client group one would like éxclude (large enterprises), and favour
inclusion of those who one would like to includaysmSEs). This appropriately applies to a
broad range of products currently being foreseeseuhe umbrella of innovative financing,
such as, value chain and work order & factoifnm addition, there are certain systemic changes
involving wider application of information & commigation technology (ICT), which are
expected to increase banks’ outreach by reducsikgamd/or enhance access of micro and small
enterprises to bank credit by increasing transpgréand trust) and reducing transaction cost.
Some such examples include, National Payment SWNEXE), Credit Information Bureau (CIB)
and e-commerce on credit disbursement side. Sigyilane may cite mobile financial services
for payment and recovery, and publicly availablglagform with information on status of loan
applications. In areas of both appropriate prodiesigns and systemic changes, access to
finance by mSMEs may be indirectly facilitated thgh supports to complementary activities.

To bring the discussion to the current context, wevelopments are highlighted. The first
involves the institutional space, and the secomrrthpes to Strategy for SME Development that
awaiting government approval (discussed later).

Figure 1 in this report identified the two setsfisiancial organisations starting off from two
opposite ends of the spectrum (of clients). Ther@a hard evidence as to whether the two
arrows overlap. While MFIs continue with their mstieam IGA loans, many have separate
windows for ‘microenterprise loans’, and hardly 1@¥sthe borrowers from the latter group is
said to ‘graduate’ to access credit from commeffoimhal bank$®. As there are signs of
saturation in the mainstream microcredit markefpsuiing IGAs (and with increasing financial
self-reliance of MFIs), MFIs are redefining theev@lopmental role and finding it within the
boundaries of their legitimate credit operationgtomote credit constrained small enterprises
that are scaled up beyond IGAs. Yet their cliem@sndt overlap with the clients of commercial
banks. There has generally been a failure to ajgteethat the two markets are segmetited
More importantly, the two segments cannot be distished by simplistically associating cottage

32 value-chain financing and work-order financing aracticed in several parts of the world (ACCA, 2D1By
ensuring capital generation for suppliers at thveeloend of the value chain, work-order and valuaitlinancing
have generally proved advantageous in countries 8kain, Mexico, as well as in Bangladesh. An examjp
practice thereof can be drawn from East Africannties where an enabling environment was subselyuent
developed for the local coffee producers throughogramme dubbed The Coffee Initiative (Snyder, 5301

3 Credit and Development Forum (CDBRgngladesh Microfinace Statistics 2012.

34 Sustenance of different interest rates in thertvaokets with no signs of integration is indicatofesegmentation.
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and micro with MFI-served market, and associatiMES with financial market served by banks
and NBFI$.

This subsection is concluded with an update omptbposed action matrix in SME development
strategy. The details on action matrix are inclusiednnex 9 and several observations are made
in Annex 10 on BB’s roles proposed in the stratpgper. Beyond that discussion, the three
distinct roles of BB conjectured with regards toMES may be worth repeating. First, to play
supportive role in realising the objectives enveshgn the Industrial Policy and the SME
development framework (once approved). Secondlgreeide policy and regulatory supports to
the lending agencies to encourage them in promaérget sectors. Finally, take regulatory and
other measures to ensure protection from (possitégative effects of engaging financial
organisations in development activities. On thst fiseveral observations have been made in the
Annex 10, and it would be premature to elaboratiéu till the SME development framework is
finalised. One limitation of the Strategy paper (BME development) is in its failure to
appreciate the various roles of BB.

V.2 Recommendations — definitions, delivery meckiamand institutional arrangement

Of the four overall objectives of this study, staklkelers’ perspectives have been documented.
This report is concluded in this section with speececommendations on the other three themes,
along with rationale. The themes cover, suitabld anified definition, on having (or, not
having) two separate policies for financing of ei#fint enterprise segments, and
recommendations to further improve Bangladesh Banlitrrent SME Policy. The last theme is
discussed at first as well as at the end. Attesiphade to sequence the recommendations in a
logically sequenced manner.

1. Need for an umbrella policy for development ficiag:

Currently there is much arbitrariness in BB’s eregagnts in development oriented financing
activities. Such a situation, if unattended for tong, may adversely affect institutional culture
and give rise to conflicts between BB’s dual rgéegured in Figure 2 in this report.

Thus, it is recommended that a single unified dgwalent financing policy framework be
developed that addresses working through/withpiiyate (and foreign) commercial banks &
NBFlIs, (ii) nationalised commercial and developmiggks, (iii) MFIs through MRA, (iv) other
ministries and departments within the governmend weed supports on the financial front, and
(v) other development agencies, including extedsslelopment partners (EDPs), who are keen
on promoting a target sector and need collaboratitindomestic financial organisations.

2. SME financing policy to be subsumed under thénetta policy as a targeted programme:

Ideally, SME or mSME financing policy can be subsdnunder such an umbrella policy
framework. In this regard, BB may like to keepatgtions of engagements open by not adopting

% In the former case (MFI), allegation of ‘missiorifti may be misplaced, which unduly constrain arigational
transformation and legal framework to realise re@itransformation.
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a single set of implementation rulfsAn extreme position would be to define the pqliaying

out BB’s engagement as ‘service provider’. Howegearen the extent of current interests among
different stakeholders, such a role may be unabbédan foreseeable future. Thus, BB may
choose to include specific measures in the unipeticy aimed at eliminating or reducing
negative fallouts arising from conflicts between’8Bole as a regulator and its engagement as a
‘service provider’ under the guise of developmemarice.

On Definition:

3. Almost by definition, mSME financing policy ajgd to a subset of targeted programmes
which aim to promote mSMESs. Like every other taeggbrogrammes, such a policy would have
to address operational definition of the targetuggoto whom resource transfers are desired.
However, the purpose, and therefore, the targetsvagy between programmes. In its role as a
regulatory body in the financial marR&tBB does not need a definition of mMSME, other tfan
distributional concerns. The latter (i.e., disttibo) does not require cut-offs for operational
distinctions between segments of enterprises, asteéad, can be addressed with distribution of
enterprises over a single variable. An example didngl loan size, or business turnover, etc. The
compulsion to define arises when resource transfegdargeted, and in the context of mSME
financing, BB has to deal with at least three vasaof transfers. The report took note of, (i) IP
and SME strategy of MOI, (ii) projects under EDRdang programmes, and (iii) BB's own
programme in line with the government’s overalagtgy for inclusive growth. Since purposes
and therefore targets may vary, one may allow épasate sets of definitions to apply, and it is
recommended that the mSME financing policy remau8iciently flexible to accommodate
such variations.

4. In the very last case, the basic guiding prieciecommended is that of expanding financial
inclusion by dealing with the problems faced at thergin®®*There are two suggestions in this
regard.

4.A. The need to reach out to currently non-bark@blt willing) parts is recognised. The policy
may be designed to identify more explicitly the nAisankable’ component in terms of some
observables, such as, territory (rural, or spediitricts or upazilas), narrowly defined economic
activities (such as, agro-based light engineerangproducing units supplying to a firm in the
formal sector). With the advancement of IT appl@mat mobile banking and fruitful
implementation of agent banking, problems of adogsfinance is expected to be reduced,
making size-based concept of ‘missing middle’ kssactive.

% |deally, a unified development financing policy BB would distinguish between targeted and nonete
(inclusive) programmes, and mSME financing would €mder the targeted financing. All inclusive fim@ng
programme should not be mixed up with Financialusion. The latter may be realized by targeted el & non-
target (all inclusive) programmes.

37 As shown in the Figure 2, it regulates part oftiarket where banks and NBFls operate.

38 past practices of moving from formal to informettrs is one example, and moving from import-expaosiness
to large manufacturing and subsequently to smalerprises, is another example. From the bankindosec
perspective, moving from large-scale loans to snalized loans is similarly a desired route to tdkeall these
case, the “margin”, perceived synonymous with ‘frer, is a moving target, and a standardised csta¢ifinition
may hinder the progress in financial inclusion.

21



4.B. For the purpose of monitoring progress, distibn of enterprise loans in terms of such

dimensions as value of fixed assets, value of googput or turnover, or employment size.

Choice of cut-offs for size classes in such casest@ be generated from the distribution in

existing data. It is recommended that BB undertatkdsuse study to find suitable variables and
classification of business clients in terms of thogriables. Since targets may vary across
stakeholders on the supply side, no unique packagdargeting is called for.

5. In cases where BB accepts to implement a pragearof MOI or of an EDP, the target
segments (MSMES) are expected to be defined bjotheer. In light of past experiences, it is
recommended that such approaches to transfers beemmpuraged, since it encourages
accounting malpractices defeating the purposedefttansfer programme. Instead, emphasis
may be given on product designs (see below) whalehn-built bias in favour of marginal
segments of the clients within the business group.

6. Given that the IP 2016 has been okayed by thgin€g and given the changes in the
departmental structure within BB, it is probablattBB will have to fulfil obligations to MOI
and EDPs. It is recommended that detail loan aiethtclevel data be used to translate their cut-
offs (e.g., lower and upper limits in terms of dssdue or employment size) to reasonable cut-
offs on the loan size and turnover scales for eathsector of economic activities. Using those
cut-offs will have no or insignificant negativeltaits, and yet, allow the programme to achieve.

On the Modality and institutional arrangements:

7. The two markets served by commercial banks dmed NMFIs are segmented, and the
stakeholders as well as the products (and intea¢ss$) are not comparable. It is also suggested
that the two cannot be distinguished in terms ghsmts within CmSME defined in the IP 2016.
Thus, rather than making MFIs responsible for Crd edmmercial banks and NBFIs for SM,
enterprise development may be better promoted &igraag the two segments to two different
groups of supply-side stakeholders. In each segrtif@problems of expanding the financial net
at the margin have to be dealt with separately.

8. It is recommended that separate CmSE policydveonks for lending programmes be defined
for respective segments. We recommend two sepguédelines. One, in the domain of MRA, is
for the MFIs to guide them in reaching out to cgét@nd micro-enterprises, and subsequently to
small enterprises, without succumbing to allegeslsion drift. The other is for the formal banks
and NBFIs, encouraging them to extend their lendngmall and micro-enterprises. While the
former is tied to MRA’s regulatory and supervisaples in MF sector, the general principles
may be laid out in the overall unified policy gumda of BB. The latter clearly remains within
the jurisdiction of traditional banking organisaio Sufficient flexibility may remain for
potential overlaps as well as collaboration betw#entwo segments. Having a CIB for MFI
lending and real time information exchanges via the CIBs would facilitate such
collaboratior®.

% The importance of credit history as a componenbarking knowledge needs appreciation by all, arfélsM
contribute towards building that history and acbeseder of future clients for the banks.
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9. Those (willing to borrow) not included in thendincial/lending net are either due to high
transaction cost (of reaching them), or, the risklending them is exorbitantly high. It is
conjectured that the former will decline with thdvancement of technology, and the policies in
BB’s financial inclusion department will have beeys on it. Thus, BB’s SME financing policy
ought to include measures to reduce risk. IntratycCredit Guarantee Scheme under
appropriate authority, and avoiding conflict betweeegulator and service provider, is
recommended. Other innovative financing by baakssecommended in the SME development
strategy, is in the same direction of reducing o$kndividual stakeholder through risk-sharing
arrangement. BB may consider the option to devetspng in-house capacity to develop
financial products.

On Instruments of Transfers:

10. Incentives such as through refinancing or |paovisioning can only work if there is
effective monitoring and the monitor-cum-regulat@mains immune from all allurements.
Increased use of technology, already under way, eresure it. However, BB needs to issue
guidelines on software within which individual banknd FIs need to store information, and
appropriate interface ought to be developed in rotdeaccess those information for reporting,
oversight and inspectiéh Since the distortion in the market has alreadiched a point, BB
may like to asses and take appropriate measutbelabsence of such facility, the likelihood of
misusing incentives cannot be ruled out. It is neg®nded that the issues raised in this report
regarding increasing ineffectiveness of refinan@ang misuse of loan provisioning incentives be
critically examined, and appropriate decisions laelenon the choice of such instruments.

11. BB’s mSME financing policy needs to formallycognise the importance of product design
and its relative merits in targeting segments dfitess enterprises. Several proposals raised in
the SME development strategy of MOI on innovatiweficing (value chain financing, work-
order financing & factoring), etc. should be aclyveursued with a view to reach out to
‘marginal’ enterprise segments in each of the tveokats.

Other recommendations at the systemic level to ptermSME financing:

12. BB Credit policy may develop a standard sinmgadifform in Bangla, especially for micro and
small enterprises, as well as for small borrowars] make its use mandatory for all lending
agencies.

13. Open access e-platform: to enable loan apptidarknow the status of their applications, as
well as other information (such as, charges angibdlity criteria for accessing special loan
programmes.

“0 Standardising core banking system is unlikelydamgcceptance from the banking community. Bankecssuch
systems based on their individual requirements staddard procurement procedures. We argue forlamd®m
between extreme standardisation and anarchy iruatiog, and hoping that individual client/custonrgormation
is not made available without knowledge of theclaftarty.
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Annex 1: Terms of Reference/ Scope of Work

Review the SME Credit-related Policies of BangladésBank: Identify areas of further
improvement by focusing on MSE finance

Al.1 Project Background

Business Finance for the Poor in Bangladesh (BFi&-R)five year programme funded by UK
aid from the UK government. The Bangladesh Banthésimplementing agency, and the Bank
and Financial Institutions Division of the Ministof Finance, Government of Bangladesh, the
executing agency. Nathan Associates (London) Ltdconsortium with its partner, Oxford
Policy Management, has been appointed as the memeageagency for the programme. The
programme seeks to promote innovative finance moallsbusiness and is designed to couple
social and economic welfare objectives with a dghlbe, commercially-sound approach to foster
increased access to finance for Bangladesh’s mamo- small enterprises (MSES), especially
those that are currently unserved / underservethéyormal financial sector. BFP-B seeks to
contribute to inclusive economic growth in Banglsiule BFP-B has three components, a
Challenge Fund, a Credit Guarantee Fund, and @yPGlomponent. The Challenge Fund will
catalyse and support innovative lending productd dalivery channels to foster financial
inclusion; the Credit Guarantee Fund will suppoanlk finance to hitherto unbanked, but
creditworthy, MSE borrowers; and the Policy Compuneill work as a support function for
these two components, unblocking regulatory bari@he Policy component of the BFP-B
programme is focusing on facilitating a collaboratiapproach to financial sector policy and
regulatory reform to create an enabling regulaterwironment for the MSE sector in
Bangladesh and increasing financial inclusion faak business. . This scope of work is part of
the policy component, which is overseen by a ‘Bofidvisory Committee (PAC).

Al.2 Background and Context of the Study

The Bangladesh Bank (BB) has championed the expamdi SME finance in Bangladesh and
provided guidelines for the inclusion of micro asmall enterprises (MSEs). The SME policy
has provided guidelines to banks and Non-Bank firsnnstitutions (NBFIs) on area approach
method, cluster development strategies, targetimy SME sector, and refinancing schemes.
Observing growth potential, the banking sector hather improved its focus on the small
business financing in Bangladesh. However, BB SMiicp covers both MSEs as well as
medium enterprises. The banking sector and othperex academics/ think tanks have often
discussed whether two separate policies are ndedlezhe for MSEs and the other for medium
enterprises. According to BB’s definition thereaslarge range between micro and medium
enterprises in terms of value of fixed assets amtiber of workers. There is an even bigger
difference in the skills sets, track records, pstifiles and financing needs for this diverse group
of enterprises. While large number of small buseeseed mass market products, many of the
small/medium enterprises are likely to have moexgised financing needs.

BB is following the SME definition of the Nation&hdustrial Policy 2010 developed by the
Ministry of Industries of the Government of Bangtatl (GOB). The Industrial Policy 2010
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defined micro, small and medium enterprises (NSMiased on the value of the fixed assets
excluding land and factory or number of workers.

The Ministry of Industry, GOB is developing a rexdsNational Industrial Policy 2015, where

SMEs have been identified as a priority sector.nglavith the National Industrial Policy 2015,

the government has taken an initiative to formulateseparate SME policy to provide

entrepreneurs with necessary guidance and strasegioort in respect of the establishment of
SME industries all over the country.

During discussion with the banks and NBFIs, somebaroposed to define mSMEs based on
turnover and loan ceiling and they also requestag\ise the SME policy with special focus on
i) detailed guidelines on establishing SME Servi@entres, ii) guidelines for documentary

requirements for micro, small and medium entergriseparately (currently BB has provided
uniform guidelines), iii) MSME operational guidas including recommendations on banks’
SME department structure and organogram. The pedatealities faced by the banks, NBFIs
and other financial institutions as well as theistomers have to be carefully considered while
finalising the policy e.g. small businesses needaaety of financing products (term loans,

working capital, overdraft, savings accounts etojl &ervices (e.g. paying employees and
suppliers); many micro businesses may not havetaotts fixed investments, may not be

formally registered and are sometimes financedctlirefrom the personal account of the

promoter. In addition, a clearer definition wilkalhelp in collection and analysis of appropriate
data which can help policy makers to assess politgomes and consider whether further policy
changes are needed. During the BFP-B Policy Adyisoommittee meeting, the issue of

definition of mMSME was discussed.

In this context, the policy component of the Buss&inance for the Poor in Bangladesh (BFP-
B) programme is commissioning a comprehensive stitldyl ‘Review the SME Credit-related
Policies of Bangladesh Bank: Identify areas of Hertimprovement by focusing on MSE
finance’ to understand the stakeholder’s view omesu SME Policy of BB and areas of further
improvement.

Al1.3 Objective and Purpose of the Assignment

The overall objectives of this study are to

- understand the stakeholder perspectives and erper@ using the mSME and SME Policy
of BB,

- come forward with a suitable unified definitionmmBMEs that will contribute to the current
draft SME Strategy document of the Ministry of Isthy.

- appraise the feasibility of developing two sepapatkcies on MSEs and medium enterprises
financing for BB.

- make recommendations for further improvement of 8BE Policy,
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Al.4 Scope of Work
The study is expected to cover five broad areas:

i) Supply side perspective: The supply side pertbpeavill explore the pros and cons of current
MSME definition in consultation with banks, NBF&)d MFIs. It will also identify the areas for
further improvement of current SME Policy of BBdansultation with banks and NBFIs.

i) Demand side perspective: The demand side aisaly#il capture the key opportunities and
challenges faced especially by the MSEs becausercédnt mSME definition and SME Policy of
Bangladesh Bank.

iii) Other stakeholder’'s perspective: The consultavill gather views of the different
stakeholders on current definition of mMSME and SPilicy of Bangladesh Bank. The other
stakeholders include different government/semiaatmous/autonomous agencies such as
Ministry of Industries, SME Foundation, Palli KarfBahayak Foundation (PKSF), Bangladesh
Small and Cottage Industries Corporation (BSCICiygte sector associations such as banking
association, chamber of commerce, women chambeignah small and cottage industries
association, microfinance association etc.; rebesy@academics and think tanks. The list of the
stakeholders to be consulted will be finalizedhat tommencement of the assignment.

iv) Regulatory perspective: The consultant will lsdeedback from BB and MRA on their
experience of implementing the current SME Poling &entify areas of further improvement.
The consultant will also explore the feasibilitydgveloping two separate policies on MSEs and
medium enterprises for BB.

v) mSME definition and good practices on mSME Bolaf other countries: The study is
expected to draw lessons from mSME definition usethe other countries and international
institutions such as The World Bank/IFC, OECD @&esides, good practices on mSME Policy
of other countries need to be explored.

Al.5 Detailed tasks including suggested methodology

Prior to starting the study, the consultant is expa to prepare a draft research proposal and
organise a consultation meeting with the head oESMpartments of 5 banks and 2 NBFls,
which have large SME loan portfolios, to refine huetology. It is recommended that the
consultant will also share the research methodolatly SME Foundation, Palli Karma-Sahayak
Foundation (PKSF), and Bangladesh Small and Cotiadjestries Corporation (BSCIC). Then
the consultant will prepare a detailed researcipgsal with a work plan and methodology to be
reviewed by BFP-B Policy Working Committee to emsuclear understanding of the
methodology, approach and main deliverables. Thalystwill involve literature review,
stakeholders’ consultation, analysis of secondata énd field work. The study should also
assess whether there have been any unintended/pacted results of the policies
implementation so far. The field data will be cotld through organising focus group
discussions and discussions with selected custonogrrational staff and management of
FIs/NBFIs. Consultant will be responsible for réwgsthe approach as necessary in consultation
with BFP-B Policy Team.

Literature Review: Undertake literature review oatidnal Industrial Policy of Ministry of
Industries of GOB, SME Policy of Bangladesh Ban# ather key Policy documents relevant to
MSME. The consultant will also review mSME definiti used in other countries and by
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international institutions such as The World BaRK/] OECD etc. Besides, good practices on
MSME Policy of other countries need to be reviewddwever, it is expected that the consultant
will review additional necessary literature reletvemthe study.

Secondary data analysis: Collect secondary data B8, MRA, PKSF, SME Foundation and
other sources to analyse the key trends in SMEBing.

Stakeholder consultation: The Consultant will cdinaith at least 10 banks (three state owned
commercial bank, one Islamic bank, one foreign bankl five private commercial banks) and 5
NBFIs which have large SME loan portfolios to urelend their views on current mSME
definition and SME Policy of BB. The consultant Malso consult with at least 5 MFIs, which
have large microenterprise loan portfolio. Besidesnsultant will interview with BB,
Microcredit Regulatory Authority (MRA), SME Foundatt, PKSF, Bangladesh Small and
Cottage Industries Corporation (BSCIC), the Chamife€Commerce (FBCCI, DCCI, Women
chambers), National Association of Small and Ceattégdustries of Bangladesh (NASCIB),
banking and microfinance associations, some ofseor associations (e.g. associations of
plastics, footwear and leather goods, light enginge electrical goods, handicrafts, and agro
processors), and other relevant stakeholders teeratashd their views on current mSME
definition and SME Policy of BB.

Focus Group Discussions: Organise focus group sissons (FGDs) with the representatives of
different women chambers, sector associations (plemrabove) to understand how the current
MSME definition and SME Policy of BB affect thercess to finance. In the technical proposal,
the Consultant shall propose the number of FGDi thi# key stakeholders to be organised.
Dissemination seminar: Organise a disseminatiorirssmo share the draft findings of the study
report. The participants of the workshop will bgukators, government agencies, banks, NBFIs,
MFIs, Chamber of Commerce, sector associationgibgrand microfinance associations, apex
foundations, academics, research institutes ané thnks.

Al.6 Expected output

The consultancy will have four major outputs:

i) Detailed analysis of the findings of the disdaas with supply side, demand side, and other
stakeholders. Identify and analyse the areas fdhdu improvement of current definition and
SME Policy.

ii) Based on in depth review of the current SMEi&olof BB, identify areas for further
improvement, and explore the feasibility to deveiwp separate policies on MSEs and medium
enterprises for BB.

iii) Draw key lessons from mSME definition and gopdactices on mSME Policy of other
countries.

iv) Provide policy recommendations to Ministry ofdustries to amend definition of mSME and
provide policy recommendations to BB to revise eattISME Financing Policy.
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Al.7 Deliverables

Name Type Estimated Submission Date
Inceptior Repor Repor June 15, 201¢
Draft Researc Repor (in English Repor Augus 31,201¢
Draft Policy Brief extracter from the researc | Policy Brief Septembe 30, 201¢
findings and policy recommendations (in

English)

Draft Researc Repor (in Bangla Repor Octobe 15, 201¢€
Draft Policy Brief extracter from the researc | Policy Brief Octobe 15, 201¢
findings and policy recommendations (in

Bangla)

Final Researc Repor (in English Repor Octobe 31, 201¢
Final Policy Brief (in English’ Policy Brief Octobe 31, 201¢
Final Researc Repor (in Bangla Repor Octobe 31, 201¢
Final Policy Brief (in Bangla Policy Brief Octobe 31, 201¢

A1.8 Schedule of assignment

Estimated start date: 15th May, 2016

Estimated end date: 31st October, 2016

The schedule of assignment might be changed throoigbultation with BFP-B Project / Nathan
Associates London Ltd. upon consent of DFID.

Al1.9 Reporting

The consultant shall report to the BFP-B Team LeaB&P-B Policy Adviser, and BFP-B

Policy Manager for overall strategic and technigaldance. The BFP-B Policy Manager will

work closely with the consultant, provide task aboation, attend stakeholder consultations,
review the research report, and disseminate tHereésearch findings. The BFP-B Team Leader,
BFP-B Working Committee, and BFP-B Policy Advisd@pmmittee will approve the study

report.
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Annex 2: List of Stakeholders Consulted

Table A.2.1 List of
Stakeholders
Consulte&upply Side

Banks

Name

Designation

Institution

Mishael Abu Imam

Head of Business Client

Standdrdr@red Bank Ltd.

Mohammad Abu Kausar

SAVP

Eastern Bank Ltd.

MdMohsinur Rahman

VP, SME Division

United Commelr8ank Ltd.

Sadat Ahmed Khan

SVP

One Bank Ltd.

Masihu Hug Chowdhun

Forme Additional Managing
Director

Shahjalallslan Bank Ltd.

Kazi Mahmud Karim

SEVP and Head of SME

Prime Battk L

RatantiTalukdar

SVP and Head of SME

Trust Bank Ltd.

Istiaque Ahmec
Chowdhury

Managing Director

Trust Bank Ltd.

M. K. Rasedul Hasan

Heac of SME anc Agri Busines
Value Chain

The City Bank Ltd.

Shaheda Milky Head of SME Sonali Bank Ltd.

Ishtiag Mohidduin Deputy Managing Director BRAC Balrtd.
NBFIs

Name Designation Institution

Md Kamruzzaman Khan

VP & Head of SME

Lanka-BangdteaRce Ltd.

Farzana Chowdhury MD/CEO Green Delta Insurance Ltd.
Start-up/Venture Capital
Name Designation Institution
Ziauddin Ahmed MD SEAF
Both Demand and Supply
MFIS/NGOs
Name Designation Institution
Shams Azad General Manager BRAC
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Mosharrof Hossain Director (Finance) BURO Bangl&des
Pranesh Banik Additional Director BURO Bangladesh
Munawar Reza Khan Deputy Executive Director TMSS

Abdus Samad Joint Director ASA

Ratan Nag Managing Director Grameen Bank
Shah Rear Kabir Principal Business Consultant wigsct/Katalyst
Sagif Nayeem Khan Senior Business Consultant Swaigact/Katalyst
Tamjid Ahmed Senior Business Consultant Swisscoiitatalyst

Sector-specific Non-financial

Name Designation Institution

S M Shaheen Anwar General Manager SMEF

Md Hasanuzzaman Deputy General Manager BSCIC

Md Fazlur Rahman CEO Islami Bank Foundation
Wholesaling

Name Designation Institution

Fazlul Kader Deputy Managing Director PKSF
Associations/Chambers

Name Designation Institution

Ferdaus Ara Begum Chief Executive Officer DCCI/BDIL

Selima Ahmad President Banglades Womer Chambe of

Commerce and Industry

Associatiol of Grassrool Womer

Mousumi Islam President Entrepreneurs, Bangladesh

Anis A Khan Chairman Association of Bankers, Badgkh

Md. Abdul Awal Executive Director Credit & Develommt Forum
Demand Side

Sector-specific Enterprises and Associations

Name Designation Institution

Banglades Plastic Wholesaler

Hazee Harun President o
Association
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Mohiuddir Mahmuc

Banglades Finishec Leather

Mahin Chairman Leather Goods and Footwear
Exporters’ Association

Md Khalilur Rahman Owner Kushiara Engineering Wbiks

Nurul Islam Nilu Owner Nilu Engineering Workshop

Golam Azam Tipu Owner Pubali Engineering

Imdadul Haque Owner Probaho Engineering

Bashiruddin Bhuiyan Owner Rental agency, Narsingdi

Hazrat Al Owner Tomal Poultry Feed

Md Rubel Owner Ifra Poultry Feed

Sattar Owner Fruit wholesaler

Ad Azmol Hossain Owner lr_noaonrﬂ-fZitslfr‘ é.lrjte sack

Md Hemayet Uddin Owner Mridha Tech Center

Regulatory Authorities
Name Designation Institution

Arijit Chowdhury

Additional Secretary

Bank anc Financia Institution:
Division, Ministry of Finance

Abu Farah Md. Nasser

General Manager

Bankin¢ Regulatiol & Policy
Department, Bangladesh Bank

Manoj Kumar Biswas

General Manager

Sustainabl FinanctDepartmen
Bangladesh Bank

Swapon Kumar Roy

General Manager

SME & Specia Programme
Division, Bangladesh Bank

Md. Ashraful Alam

Deputy General Manager

Financia Inclusior Departmen
Bangladesh Bank

Aminul Islam

Director

Ministry of Womer anc Childrer
Affairs

Shazzad Hossain

Director

Microfinance Regulatoryhatity

Asif Igbal

Deputy Director

Sustainabl FinanctDepartmen
Bangladesh Bank
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External Development Partners

Name

Designation

Institution

Bidyut Kumar Saha

Senio Financia Secto
Specialist

Asian Development Bank

Sonya Hossain Firoz

Advisor

Sustainabl Energ)y Developmen
Glz

Ali Sabet

Team Leader

Bangladesh INSPIRED/EU

Table A.2.2 FGDs and other group-based consultatien

Bank and Financial Institutions Division, Ministry of Finance

Name Designation
Arijit Chowdhury Additional Secretary
Md Firozuddin Khalifa Deputy Secretary

Mursheda Zaman

Senior Assistant Secretary

Dhiresh

Senior Officer

SMESPD, Bangladesh Bank

Name

Designation

Swapon Kumar Roy

General Manager

Md Motahar Hossain

Deputy Director

Mr Mohsin Deputy General Manager
BSCIC

Name Designation

Hazrat Ali Chairman

Md Hasanuzzaman

Deputy General Manager

Md. Shafiur Rahman

General Manager (MIS)

and two others

Banks and NBFIs - Session |

Name

Institution

Masihul Hug Chowdhury

Shahjalallslami Bank Ltd.

Kazi Mahmud Karim

Prime Bank Ltd.

Ratanti Talukdar

Trust Bank Ltd.

M. K. Rasedul Hasan

The City Bank Ltd.

Banks and NBFIs - Session Il

Name

Institution

Mishael Abu Imam

Standard Chartered Bank Ltd.
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Mohammad Abu Kausar

Eastern Bank Ltd.

Md Mohsinur Rahman

United Commercial Bank Ltd.

Sadat Ahmed Khan

One Bank Ltd.

Md. Kamruzzaman Khan

VP & Head of SME, Lanka-Barkgnance

Women Entrepreneurs' Associations

5h

Name Institution

Selima Ahmad Bangladesh Women Chamber of Comnaerdéndustry

Mousumi Islam Association of Grassroots Womené&meneurs, Banglades
Swisscontact/Katalyst

Name Designation

Shah Rear Kabir

Principal Business Consultant

Sagif Nayeem Khan

Senior Business Consultant

Tamjid Ahmed

Senior Business Consultant

MFIs and NGOs

Name Institution
Ratan Nag Grameen Bank
Shams Azad BRAC

Mosharrof Hossain

BURO Bangladesh

Pranesh Banik

BURO Bangladesh

Munawar Reza Khan

TMSS

Abdus Samad

ASA

Bogra Cluster: Agro-based Light Engineering

Name

Institution

Md Khalilur Rahman

Kushiara Engineering Workshop

Nurul Islam Nilu

Nilu Engineering Workshop

GolamAzamTikul

Pubali Engineering

Imdadul Haque

Probaho Engineering

Tahedul Islam

Towhid Foundry and Industry

Kamal Mia

FBCCI, and M/S Kamal Machine Tools Feagt

Md Abdul Aziz

Hasan Habibur Rahman

Manager, Far-east Islamani€e Ltd.

MominulHoque

Shabu Medicine Centre (Surgical Bos)

Meftaul Islam

Imperial Business Centre (Surgiealducts)

Saleh Abdur Rahim

Manager, The Premier Bank Ltd.

Yarn twisting and Dyeing, Sirajganj

Name

Institution

Mehedi Bokhari

M/S Soheli Yarn Enterprise
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Md Sarwar Hossain Sabuj

M/S Twisting Mills and/idg Factory

Muniruzzaman

Megna Twisting

Narsingdi Cluster

Name Institution
Aman Ullah Modina Enterprise, Cement
Hazrat Al Tomal Poultry Feed

Abdus Sattar

Fertiliser

Md Hemayet Uddin

Mridha Tech Center

TMSS, Bogra

Name

Designation

Hosne-Ara Begum

Executive Director

Foyzoon Nahar

Director (HRD and Training)

and 6 other senior members of the staff and adviser

Shoe Manufacturers Association, Bhairab

Name Designation

A. LatifSarker Chairman

Abdul Matin General Secretary

Nuru Mia Assistant General. Secretary

Sadek Mia Member and Proprietor, Jihan Sandals

and 5 other members

Sonali Bank Ltd.

Name Designation
Shaheda Milky Deputy General Manager, Head of SME
Hafizzuman Microcredit Department
Mahfuzur Rahman Microcredit Department
Ms Farzana
And 1-2 more

Note: Some individuals may be repeated fitoeprevious section.
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Annex 3: Glossary on Categories of BB’s SME relateRolicy Directives

F =Factoring= If Firm A and Firm B are on two points on the valkigain where the former
supplies to the latter, a ‘factor would be a thipdrty in-between, that intermediates the
transaction. The factor buys the deliverabled=afin A, allowing it to raise funds immediately,
and is then owed by Firm B for the invoices. Faompias a means of raising finance is desirable
for enterprises at the earlier end of the valueircha industries with relatively long-term
receivables.

FInc = Financial Incentives = Monetary incentive offi@ this context, to individual financial
institutions) in order to encourage certain behavior actions which may not have otherwise
taken place. Financial incentives can increasenstitution’s pay-offs by either increasing their
revenues, or decreasing their costs. It may alstude incentives that are book-keeping in
nature, and influence accounting profit, withoutemsarily changing actual costs and revenue.

(d) R = Refinancing = The central bank lends banks dahdranon-bank financial institutions
at bank rate, which can, then, be lent to conswgraips (in this context, SMES) at a rate
determined by commercial banks (not exceeding 10P@wever grant of such
refinancing is subject to approval of central bagust-disbursement. The difference
between bank rate and the lending rate is the maNpte, generally the final lending
rate is cheaper than the regular lending rate.

For example:

-Central Bank lends toBank PQR at an interest rate of 5%.
-Bank PQR offers to lendentrepreneur ABC at 10%

-If the market rate is 12%, the benefitBntrepreneur ABC is 2%

(b) P = Provisioning = A percentage of amount disburseti aside to cover loan losses, e.g.,
on account of anticipated default, etc. A loweringthe percentage of required loan
provisioning will lead to an increase in distriboia profit, since provisions are deducted
from post-tax profit once the profit is realised.

G = Guidelines, e.g., cluster approach, area appredch,
GR = General Restrictions/Regulations

(a) QR = Quantitative Restriction = The term, as coined byn@mists, refers to mandatory
floor or ceilings on (relative) amount to be diskea to a given sub-sector or -segment.

(b) MR = Mandatory Restriction (Conditions) = Other condi8dhat are to be fulfilled, e.qg.,
advertisement in the media, having environmentitiig operations, etc.

(c) LC/LTC = Loan Terms and Conditions = Terms and conditionso@ated with
borrowing, e.g., collateral requirements.

(d) D = Delivery Mechanisms = E.g., details on repaymehedale

LOT = Linked to Other Targets = Within the broader dé¢iom of SME, there may be specific

intersectional (cross-cutting) groups, e.g., woneatrepreneurs, third-gender group, or other
socially disadvantaged group, that are targeted.
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MC = Media Coverage

NFInc (NFI) = Non-financial Incentives = These are non-monetacentives offered to
encourage certain behaviour or actions that mag hat otherwise taken place.

(a) Awards = Banks and non-bank financial institutions thatfprm well in certain fields
deemed desirable by a central authority may bengsgeecial recognition. This acts not
only as good publicity, but also boosts morale imithe institution, and encourages other
competing financial institutions to engage furthmesaid field.

(b) CAMELS rating = CAMELS is an acronym comprising ofa@ital Adequacy, Asets,
Management Capability, dfnings, _liquidity (i.e. asset liability management), and
Sensitivity (to market risk, esp., interest ratd).id a means of evaluating a bank’s
performance and overall condition by regulatory ibsdEach category is rated from 1
(best) to 5 (worst). Banks may be awarded pointghigir CAMELS rating as an
incentive, e.g., to expand their SME portfolios.

Non-Financial Services (NFS)y Other services provided as means of encouragnagcial
institutions to engage in certain behaviour angi@ctices. An enabling environment could be
created that eases transactions and interacticaishglewith, say, SME refinancing. One-stop
hotlines, help desks, etc. are other examples.ttt be noted that non-financial services and non-
financial incentives are differentiated by the faloat the former is not particularly for an
individual institution whereas the latter is. Anaexple would be roads built to ease access in
rural areas, where the benefits from the roadsbeareaped by whichever institution agree to set
up there. A common platform/marketplace may betece&r exchanges between buyers and
sellers, supplies, and other stakeholders of theewzhain.

S = Supervision= Monitoring-related instructions, e.g., quarterlgtetnents to be presented to
the central bank

T = Targeted programmes such as, Women EnterprisE$, @c.
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Table A.3.1: Policy Categorisation of Selected Batafesh Bank Decisions/actions

Policies/Decisions by Bangladesh Bank Codes
Bank branches will play a dynamic role in sanctignand disbursing SME credit G
Encouraged Banks/Fls to develop ‘clusters’ in dmlative method to for

development and expansion of sustainable and campéaechnology, skill G
development, marketing channel development, basslinvey etc.

Identify real WE, assistance from BSCIC, SMEF, Masamity, WEAB, NASCIB, G
Bangladesh Homeworkers Women Association

Interest rate to be reasonable G
Quick settlement of borrower’s complaints G
Simplify Credit application forms G
Application to CIB should be marked ‘SME, the pitigr G
Rationalise timeline for credit processing G
Respective bank branch will sanction SME loan lioaihsidering annual G
requirement and following existing credit norms

Area approach method to be followed like agriaalksector, along with cluster G
based approach for risk analysis and intensive toong of SME loans (Cluster)
Banks/FIs may outsource credit disbursement t@fpgiorganisations/NGOs G/D
T(_) match demand side, organise training, skill tigyaent, Fairs etc in association GIMC
with BBTA, BIBM, DCCI, FBCCI, NASCIB, BWCCI, SMEF

In 2010, licences were granted to open SME Se@amre to involve banks in |
SME and Agriculture

Loan defaulters will not be entitled to new loan LC
Loan up to 25 lac against Personal Guarantee LC
Collateral free loan up to Taka 25 lac may be giagainst Personal Guarantee, LC
Group Security or Social Security

Consider reasonable grace/moratorium period LC
Special facility for women entrepreneurs (WE) LOT
Banks/FlIs will fix interest rate sector/sub-sestise. WE 5%+ Bank rate LOT/FI
Advertise facilities in media MC
Banks will display information on SME credit in lagte, branch notice boards MC/G
_BB Area wi§e list of potential sectors for SMEditelo not show correct MC/G
information in most cases.

Mobile phone number of each borrower should begyked MC/G
SME loan should extended to Rural areas insteaémtfalising at urban areas MC/G
All supplementary queries should be made to théiGgy in one instance MC/G
Cell to be established to monitor SME credit diseanent MC/G
Guidance for filling up the application form shoudd provided MC/G
Mobile phone, email to be used to monitor actigitie MC/G
SME officials to be rewarded, trained MC/NFI
BB recognises that less attention has been giveriapresent market mechanism, NES
as such, SME and Special Programmes Departmeieleasestablished

Dedicated desk for SME NFS
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Policies/Decisions by Bangladesh Bank Codes
SME Service Centre NFS
Dedicated desk for WE NFS/LOT
Service Centre for WE in selected branches NFS/LOT
General provisioning for SME loans assigned at%.2&s opposed to 1% P

At least 40% of the total disbursement target oESdhould be in Small enterprises QR
Loan of TK. 25,000 to WE against personal guara(fés) QR
Special support for WE. 15% of total BB refinanoe WE, interest rate not more OR
than 10%, Loan application will be settled withtegt priority

Priority shall be given to small entrepreneurs (SE) QR
SE Credit limit Tk.50,000 — 50,00,000 (Fifty lac) RQ
Success of SME loan disbursement yardstick to éurdipproval of new branches QR/I
Industry and Service sectors given priority ovesibass with 100% of claims being R
refinanced, in order to support employment genemnati

Refinance scheme funded by Bangladesh Bank, |DAAdD®E R
Regional offices will visit branches, coordinatelwiHO, address complaints S
SME programmes shall be monitored at Regional edfiaf the bank S

3 tier monitoring systems> BB Head Office, BB branch office, Bank HO to

achieve overall target of loan disbursement, gravitimdustry and service sector,

district wise employment generation, credit to draatrepreneurs without S
harassment, monitoring of Bank’s performance, enavea and cluster based credit
disbursement, recovery etc.

Banks are required to send to BB their target oE3b&an sector wise, region wise S
and branch wise.

Definition of SME was given by Better Business Faru

Follow ‘Area Approach Method’ to attain targets teh-wise, region-wise and T
sector-wise

Target of SME loan disbursement has been introdtecechall, medium and WE T
Highest priority to small and medium WE T/QR
Priority to WE T/QR
Note: D = Delivery mechanism, G = Guidelines, GBeneral Restrictions, | = Infrastructure coverdde; Media

coverage, NFS = Non-financial services, LOT = Lishkeith other targets, LC/LTC = Loan terms & conalits, FI
= Financial incentives, R = Refinancing, P = Prinri;ng, QR = Quantitative restrictions, S = Supsiom, T =

Targeted programme, WE = Women entrepreneurship.
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Annex 4: Narrative of a Banker involved with early SME Banking in Bangladeslt*

Small and medium-sized enterprises account for prn@ounk of employment generated in
Bangladesh. Out of 43,000 business units, only3(BX%%) units fall under the definition of
large-sized enterprise and the rest 39,600 (91f&la)nder those of micro-, small- and medium-
sized enterprises (BBS, 2011-12). While large @miges employ 3 million out of 5 million,
micro, small and medium enterprises may be presumednstitute the rest. In this survey, BBS
had defined the sizes of the enterprises in tefnesnployment size, that is, enterprises with 10-
24 employees were considered to be Micro, 25-99|@yaps constituted Small, 100-249
employees made Medium, and enterprises with overe2bployees were considered Large. It
may be mentioned that the number of manufacturinmigs un SME segment increased from
490,000 in 2003 to 869,000 in 2013 according toBB& survey.

Among the key elements, the essence of ‘SME’ cachbeacterised by the following:

» Management and/or ownership of the business ismiltie control of the family
» Low levels of corporate governance, especiallyerms of keeping the audited financials
and necessary financial discipline

SMEs always played a significant role in the ecolodevelopment of the country since its
independence. The large businesses were establaigedwned mainly by the community
comprising people of Iranian-origin who migratednfr post-partition India in 1947. The large
businesses in jute, textile, heavy tools, and tealens still bear the examples. Names like
Adamjee, Bawani, Ispahani, etc. that are still mgayers in the aforementioned industries
illustrate this. Businesses undertaken by thogd ®Wangladeshi-origin were mainly small in
nature, primarily due to lack of entrepreneurskagk of capital, etc., but things changed post-
1971, when a number of these local small busineasds experienced a sudden surge and were
able to expand. A large number of small busines$disat period have successfully grown into
billion-dollar companies in terms of sales.

The other thrust in the industrial development camihe form of the evolution of ready- made
garments (RMG) industry in the mid-80s. Startingnira very humble beginning, many of the
smaller RMG units experienced a successful jouriey made it to the big league. It is the
success of these RMG units that Bangladesh hasrigeacstrategic sourcing country for all the
major global brands in the apparels business, beitlg second to China. This is despite the
negative image in international media due to theaRRlaza disaster and the heavy cost incurred
due to compliance issues.

The two examples above are a story of resilienceadrsuccess fully due to the hard work and
vigilance of these businesspeople with little tosapport from the policy level.

SMEs generally manage the finances through
* Family savings

L A narrative from a Consultant was meant to bevidet!. In lieu of it, some aspects of it has beeorporated in
Section V in the main body of the report.
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* Informal lenders
» Efficiently managing their cash flow, i.e., by dg@leg meeting payables and expediting
collection of receivables

Since independence, the state-owned banks andogewveht financial institutions (including
Bangladesh Shilpa Bank, Bangladesh ShilpaRinSaags#ic.) have helped industrial
development. This, however, got momentum with tealdishment of first generation private
banks. Of them, Islami Bank Bangladesh had playeportant role in the field of of SME
financing, made possible due to a relatively largeuntrywide presence and the international
support from Islamic Development Bank.

SMEs, especially the middle-sized enterprises wlaeemain focus of the commercial banks in
the country. However, due to the following reasotiee commercial banks were not that
aggressive in lower-middle and small enterprises:

» Excessive reliance on collateral-based lendingeratian cash flow-based lending
» Limited number of branches restricting marketiniyelr

* Insignificant or no information technology and estructural support

» Lack of skilled workers in this segment

* Risk-return trade-off

Taking cue from these, SME business was launchea toylti-national bank in Bangladesh in
2003.

* Proper layout of target market and risk acceptacrtieria documents whereby the
parameters were defined to set up the directiosdtes channels

* The bank was doing fairly well in terms of persolwan for businesspeople segment, but
the ticket-size of these loans was quite smallgybgcking this experience in terms of
defining product programs for small businesses.

» Putting up the right support from information teology platform

* Robust credit policy and underwriting policy

» Cash flow based lending on 30% to 50% cash marasisthence removing the issue of
collateral

» Drawing up clear walls between small- and mediuredi businesses. While small
businesses were catered by branches and salesethatie requirements of medium-
sized businesses were catered to by dedicatetrship managers.

» Properly incentivizing the sales channels to agjlasians

* Mandatory opening of transactions accounts to capthe transaction flows of the
customers

» Proper early alert system for account monitoringe Tecovery team became active when
dues from customers went past the 30-days mark.

Fast-paced cellular communication that enabledime-tsettlement of transactions is also
noteworthy as one of the major influences that beEteSME and SME-banking alike.
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Annex 5: Evolution of SME related Policies of Bangldesh Bank

Table A.5.1: Chronology of SME-related Policies iaged by BRPD-BB

Circular/

Date

Publication issued Code | Description Reference | Remarks
PG for - . C .
Consumer & 2004 SE Definitions, prudenﬂgl ggldellnes, Confined to only
. . and development guidelines SE
SE Financing
Prudential Guidelines for Consumer
(I?;QPD 2004- 03.11.2004 SE | Financing and Small Enterprise
Financing
Regulation 2, 5,
BRPD 2005- Amendments to Prudential BRPD 2004-| and 13; and
10 20.08.2005 SE | Guidelines for Small Enterprise 07, Appendix X under
Financing 03.11.2004 | SE financing
amended.
BRPD 2005- Amendments to Prudential BRPD 2004-| Appendix X under
17 06.12.2005 SE | Guidelines for Small Enterprise 07; SE Financing
Financing 03.11.2004 | revised
Introduction of SME Service
BRPD 2008- 04.05.2008 SME, | Centres for loan disbursement and Transition from
L#06 T w recovery in the Small and Medium 'SE' to 'SME".
Enterprise (SME) sector.
BRPD 2008-
(E;EPD 2009- 05.11.2009 S'Xl\E’ Opening SME/Agriculture Branch | L#06;
04.05.2008
. SME Branches are
BRDP 2011- 20.06.20 SME, Incluljl_oE of solafr energy system fg rBRDP 2009- required to be
L#10 .06.2011) —~ establishment of new 06; environment-
SME/Agriculture branch. 05.11.2009 .
friendly.
BRPD 2012- A, Master Circular: Loan
23.09.2012| mE, e ) N
14 Classification and Provisioning
SME
?EPD 2013- 19.12.2013| SME| Access to finance in the SME segtor
BRPD 2010-
Mapping of SME Rating Scales of| 35;
BRPD 2014- External Credit Institutions with 29.12.2010 |
03 20.02.14 SME Bangladesh Bank's SME Rating | BRPD 2014-
Grades 01,
01.01.2014
BRPD 2010-
Mapping of SME Rating Scales of| 35;
BRPD 2014- External Credit Institutions with 29.12.2010 |
08 15.04.2014)  SME Bangladesh Bank's SME Rating | BRPD 2014-
Grades 01,
01.01.2014

Notes: A= Agriculture, W= Women, G= Green,
Source: Bangladesh Bank circulars.
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Table A.5.2: Expanding Domain of SME

Dates | Reference Comments
56%4 ACPD 01/2002 | Loan guarantee funds fimrginal and small farmers
2004 é‘flgg& Refinancing schemes announceddorall enterprises (SE)
2007 ACSPD Special refinancing schemes feomer entrepreneurs announced
01/2007 in SE sector
ACSPD Surplus liquidity to be_ lent out Emall_and medium gnter_prises
2007 05/2007 (SME). Although Medium' was mentioned for the first time here,
the distinction had not yet been drawn between umedind small.
2008 églgg(% Broadband and IT recognised as potential SME sector
2010 SMESPD SMESPD established in Bangladesh Ba®dOB funds through
01/2010 Small and Medium Sized EnterpriseDevelopment Project)
SMESPD Cottage andMicro were inqlu_ded ir_l thg commonly used bL_Jzzwor
2011 01/2011 'SME', taking cue from their inclusion in the sachapter (6) in
National Industrial Policy (2010)
SMESPD Eundir_lg assistance programme uridtgmic Shahriah-basec
2013 01/2013 financing to 'Small Enterprises (including Women
Entrepreneurs)introduced
SMESPD Inclysion of micro enterprises aRMG sector safe working_
2013 L#02/2013 environment program for development of Small andlien sized
enterprisesJICA)
SMESPD Fls e_ncouraged to lend to tribals, physically d_isabsocially _
2015 03/2015 deprived entrepreneurs, and the people of 'thedtgr group in the

SME sector

Source: Own compilation from various BB circulars.
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Table A.5.3: Changing Governance Structure in BB'Special Financing Programme

Date Reference Description Remarks
SMESPD with
an elaborate
guideline
incorporating | ACSPD reorganised into | ACD became a separate
2010| the definitions | ACD and SMESPD department following the
of the Ministry formation of SMESPD.
of Industries
ACEID ACD restructured to _ _
18.03.2012 ACFID ACD — Agriculture Credit and
L#01/2012 . . )
Financial Inclusion Department
: Related reports made previously
11032013 oo 230 g;epzrr‘tﬁ';‘]‘:';‘f’eggcs'? to BRPD and ACFID are now to
be handled by GRCSRD
Agriculture Credit ACPD— ACSPD (2002)—
15.05.2013 ACFID 03/2015 Department restructured | ACFID (2010)— ACD (2015)
26.07.2015 SFD 01/2015 | Sustainable Finance GBCSRD absolved
Department created
Inclusion-related activities and
Financial Inclusion mo_nitoring of the_z former ACFID
03.10.2015 FID 01/2015 redirected. Previous relevant

Department created

GBCSRD circulars are still
effective

Source: Own compilation from various BB circulars.
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Table A.5.4: Selected Programmes with significantwerlaps with BB’s SME financing

Reference

| Description

Women Entrepreneurs

ACSPD 01/2007

Special refinancing schemes for women entreprersgursunced in SE
sector;

Interest rate for these loans capped at bank r&éé;+

Upto 15 lacs can be lent against only personalagee;

10% of SME loans to be lent to women entrepreneurs;

Banks to establish advisory/service desk in salgistanches to assist
women entrepreneurs

ACSPD 05/2007

Banks to establish SME desks under Refinancing8etfer women
entrepreneurs

ACSPD 02/2008

Suggestion made to employ womennmrastration of SME desks

ACSPD 06/2008

15%-40% of SME loans to be lent tonen entrepreneurs

ACSPD 2009/02

Quantitative restriction decreasadkto 10%

Provision made for group-based loans, to accomracstatller size loans

SMESPD 05/2009 so that the minimum requirement of 50,000 is metggregate
Funding Assistance Program for Islamic Shahriatetbdimancing
SMESPD 01/2013 | introduced td&SE including women entrepreneurs.
Women Entrepreneur Development Unit establishesMiEESPD to
SMESPD 01/2015 | monitor Women Entrepreneur-dedicated Desks/Helk®es
Each branch of financial institutions is to ideptifiree women
entrepreneurs (or those interested in availing $d4Bs) who have not ye
SMESPD 02/2015 borroSved, and(at least one of them is to recgiaes’.cun)der SME schen):e
for her endeavours
SMESPD 01/2016 | Loan amount to be availed against personal guaraatsed to 25 lacs for
women entrepreneurs
Agriculture
Pre-2004 Largely dealt with small and marginal farmers, agdo-based product

processing in rural areas

ACSPD 01/2004

Included under the umbrella term SE

2004 onwards

No special provision or regulation made during thiee specially for
Agriculture in the SME sector

SMESPD 01/2013

Funding Assistance Programming for Islamic Shahkbiased financing
introduced to ‘Agro-based Product Processing Irtksstn Rural Areas’

1Y

—

2S

in SME sector

Source: Own compilation from Bangladesh Bank cacsll
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Table A.5.5: Definitions of SMEs by different insttutions/agencies over time

Agency Cottage Enterprise Micro Enterprise Small Enterprise | Medium Enterprise
Industrial Manufacturing and service activities:
Policy 1991 Fixed total investment: Less than 30m (excludingt @f land, establishment, transport
costs of assets, tax, and duty)
Industrial FCI: Less than 100m FCI: 100m to 300m
Policy 1999 E: Less than 50 workers E: 50 to 99 workers
Prudential Service
Guidelines Fixed asset: 50,000 to 3m
for Small Employees: <30
Enterprise
Financing, Trading
Fixed asset: 50,000 to 5m
Bangladesh Employees: <20
Bank
(2004) Manufacturing
Fixed asset: 50,000 to 10m
Employees: <60
Industrial In which members of g Manufacturing sector Manufacturing sector
Policy 2003 | family is engaged in FCI: Less than 15m FCI: 15m to 100m
part-time or full-time
service-oriented Non-manufacturing sector Non-manufacturing sector
activities E: Less than 25 workers E: 25 to 100 workers
European E: Less than 10 workers | E: Less than 50 workers E: Less than 250 workers
Commission Turnover:<€2m Turnover:<€10m Turnover:<€50m
(2005Y Balance Sheet total: €2m Balance Sheet total: €10m Balance Sheet total: €43m
BBS (2008) E: Less than 10 workers E: 9 to 50 workers
World Bank E: Less than 50 employees, E: Less than 300 employees,
(2008Y Total assets: Less than USD 3m, and Total assets: USD 15m, and
Total sales: Less than USD 3m. Total sales: USD 15m.
BB, SESPD Services Services
Circular 08, TFA: 0.05m to 5m TFA: 5m to 100m
dt. 26.05.08 E: Less than 25 workers E: Less than 50 workers

Trading
TFA: 0.05m to 5m
E: Less than 25 workers

Trading
TFA: 5m to 100m
E: Less than 50 workers

48




Agency Cottage Enterprise Micro Enterprise Small Enterprise Medium Enterprise
Manufacturing Manufacturing
TFA: 0.05m to 15m TFA: 15m to 200m
E: Less than 50 workers E: Less than 150 workers
Industrial TFA: Less than 0.5m | Manufacturing Services Services
Policy 2018 | E: Less than 10 TFA: 0.5mto 5m TFA: 0.5mto 10m TFA: 10m to 150m
workers* E: 10 to 24 workers E: 10 to 25 workers E: 50 to 100 workers
*Workers are primary Manufacturing Manufacturing
family members. TFA: 5m to 100m TFA: 100m to 300m
E: 25 to 99 workers E: 100 to 250 workers
Bangladesh Services Services
Bank (2010 TFA: 50,000 to 5m TFA: 5m to 100m
E: Less than 25 workers E: Less than 50 workers
Trading Trading
TFA: 50,000 to 5m TFA: 5m to 100m
E: Less than 25 workers E: Less than 50 workers
Manufacturing Manufacturing
TFA: 50,000 to 15m TFA: 15m to 200m
E: Less than 50 workers E: Less than 150 workers
Bangladesh | TFA: Less than 0.5m Services Services
Bank (2011- | E: Less than 10 Services TFA: 0.5m to 10m TFA: 10m to 150m
2016Y workers* TFA: Less than 0.5m E: 10 to 49 workers E: 50 to 100 workers
E: Less than 10 workers
*Workers are primary Trading Trading
family members. Trading TFA: 0.5m to 10m TFA: 10m to 150m
TFA: Less than 0.5m E: 6 to 10 workers E: 11 to 50 workers
E: Less than 5 workers
Manufacturing Manufacturing
Manufacturing TFA: 5m to 100m TFA: 100m to 300m
TFA: 0.5m to 5m E: 25 to 99 workers E: 100 to 250 workers
E: 10 to 24 workers
World Bank E: 10 to 300 workers
(2014§ Total assets: $100,000 to $15m

Total sales: $100,000 to $15m

However, the definitions vary depending on its msea for enterprise survey (E: 5-99)
research (E: <99), or individual projects (accogdio specific country’s definitions)
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Agency Cottage Enterprise Micro Enterprise Small Enterprise Medium Enterprise

PKSF Investment: 40,000 to 1.5m
(2016§ (Land and building excepted)

In case the entrepreneur has multiple smal
sized enterprises, combined investment
cannot exceed 2m.

The entrepreneur or his/her family members
(from the same household) have to engage at
least 25% of their time in the enterprise.

National TFA: Less than 1m Manufacturing Manufacturing Manufacturing
Industrial E: Less than 15 TFA: 1mto 7.5m TFA: 7.5m to 150m TFA: 150m to 500m
Policy 2018 | Workers are mostly E: 16to 30 workers E: 31 to 120 workers E: 121-300
family members. Service
TFA: Less than 1m Service Service
E: 15 workers TFA: 1mto 20m TFA: 20m to 300m
E: 16 to 50 workers E: 51-120 workers

The restriction on employment size under| The restriction on employment size und
manufacturing, however, does not hold for manufacturing, however, does not hold
RMG or other labour-intensive production| for RMG or other labour-intensive
production.

Notes: FCI = Fixed capital investment; TFA = Tdtaéd asset (land and building excepted); E = Emplent size

All monetary values are denoted in taka unlesedtatherwise.

Sources: [1] Islam et al. (2008); [2] European Cassinn; [3] National Industrial Policy, Ministry dhdustries (2010 draft; 2016); [4] Bangladesh B&2ix10-
2016); [5] Independent Evaluation Group (World BaiC, MICA) (2014); [6] PKSF (2016).
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Annex 6: Selected Statistical Observations

Table A.6.1. Size and Relative Share of differenegments within CmSMEs

Primary Source Secondary Unit Cottage Micro Small Medium | Total
Source
Number of enterprises
Survey of Manufacturing Number 17384 15666 6103 39153
Industries (BBS, 2012) % 44.40 40.01 15.59 100.00
Economic Census (BBS, Number 6842884 104007 859318 7105 7813314
2013) % 87.58 1.33 11.00 0.09 100.00
. Institute of Number 6946900 859300 7100 7813300
Economic Census (BBS, Micro-finance
2013) (2016) [Draft} % 88.91 11.00 0.09 100.00
Size of workforce employed
Survey of Manufacturing Number 27705 82375 109934 220014
Industries 2012 (BBS) % 12.59 37.44 49.97 100.00
Egi’gfm'c Census (BBS, Number | 13168327 558870 6600685 706112 21033994
Notes: 1. Only manufacturing units, 2. Micro inohsdcottage
Source: As mentioned in the first two columns.
Table A.6.2 Share of different Activity-Size Enterpise Groups,
BBS Economic Census 2013
Activities Cé&m Small Medium | Large All (row total)
Manufacturing 10.63 0.40 0.04 0.04 11.10
Other industrial activities 0.33 0.10 0.00 0.0d 4.4
Trading and related activities 39.11 6.79 0.0L 0.00 45.91
Transportation and storage 16.19 0.48 0.00 0.00 6816.
Other services 22.59 3.22 0.04 0.02 25.87
All (column total) 88.85 10.99 0.09 0.07 100.00

Note: InM (2016) includes electricity, gas, steand air conditioning under ‘Other industrial actig’ as well;

while ‘other services’ include, among other thingsdministrative and support service activities, ljgub

administrative and support service activities, putddministration and defence, compulsory sociatusggy,

financial and insurance activities. Our compilatinrthe previous Table (A.6.1) is lot narrower heszaof the focus.
Source: Reconstruction from InM’s compilation of B Economic Census 2013, See, Table 1-2 in InM (R016
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Table A.6.3: Compatibility of defining targets in nulti-dimensional space, 2016 Survey

Value of fixed asset excluding land & building (laka)

Number of | Monthly Turnover, 10,00( -
Workers ‘000 Taka <=5 5-50 50-100] 100-10,000 150,000
1-4 22((1.0) 69.2¢ 23.0¢ 7.6¢
5-9 69€ (1.1) 20.0( 80.0(
10-24 21875 (1.7, 25.0( 50.0( 25.0(
25-48 n.av. 100.0(
5C-9¢ n.av. 50.0( 50.0(
10C-25C n.av. 100.0(
250+ n.av. 50.0( 50.0(

Note: Figures in parentheses are coefficients natian (CV); n.av. = not available.

Figures under various fixed asset classes are sveeptages. Extreme deviations from expected n¢diagonal)

are considered outliers, and are shaded.
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Table A.6.4: Size-Sector Relations in Enterprise-le&el Employment
All valuesin percentages.

Sector/ltems Manufacturing Whol_esale 2 RO _Trad( U EIEpIEls e Services*
Repair of motor vehicles | Storage
Cottage
Women 28.31 3.51 5.46 8.63
Rural 76.32 67.96 84.94 61.89
Share in sector
employment 28.85 65.82 92.00 81.09
Micro
Women 22.16 X X X
Rural 61.24 X X X
Share in sector
employment 7.78 X X X
Small
Women 24.31 14.11 10.53 14.55
Rural 66.53 33.13 34.80 19.83
Share in sector
employment 16.23 33.84 7.25 17.95
Medium
Women 24.31 14.11 10.53 14.55
Rural 66.53 33.13 34.80 19.83
Share in sectis
employment 6.55 0.16 0.37 0.38

Source: Own compilation using Economic Census (B85, 2013)

Notes:

-Definitions for CmSMEs used in Economic Census38fe consistent with that of the National IndastRolicy
2010

-Unfortunately, the BSCIC categorization used ii2E&Economic Census amalgamates repair (of motoicleg¢h
services with wholesale and retail trade.

-The reported numbers (e.g. for women in smallesim@nufacturing enterprises) represent not womkatieur
force participation in that sector, but the peragetof workers engaged in that size-specific sebtrare women.
Therefore, if the 1,165,564 workers are engagexiriall-sized manufacturing enterprises, 23% of tkeenwomen
(and the rest are men). Similarly, of those 1,165%,@orkers, 67% are located in rural areas (andrdébtare in
urban).

- Service includes: Accommodation and Food SenAativities (Hotel and Restaurants); Information and
Communication; Real Estate Activities; and Othawvige Activities.
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Annex 7: Selected Statistics on SME Financing andh®ice of Vehicles

Table A.7.1 Percentage of total loan disbursemendtSMESs, by Financial Institutions

Financial Institutions

% of total loans to SME

2010 2011 2012 2013 2014
Total of Financial Sector 21.07 20.76 22.3% 23.85 452
Banks 21.48 21.23 22.93 24.71 25.45
State-owned Banks 31.79 28.55 18.16 18.38 19.98
Specialised Banks 20.64 20.74 26.36 29.70 29.11
Private Commercial Banks 19.12 19.87 25.29 27.06 5727
Foreign Banks 10.21 9.85 8.92 9.50 7.76
Non-bank Financial Institutions 13.91 12.35 1243 1.36 11.90

Note: Our estimates differ from those provided MESdevelopment strategy of MOI (2016), where SMEn@s
percentages of total loan amount from the bankeaos are shown to be 16.61, 13.73, 16.02, 18.@B 18105
respectively for each calendar year between 20ti®ah4.
Source: Compiled from Scheduled Bank StatistidBafgladesh Bank.

Table A.7.2 Percentage of total loan disbursemente SMEs, by types of Financial

Institutions

Financial Institutions Cottage | Micro | Cottage| Small | Medium % share
State-owned banks 0.06 2.19 0.0¢ 45,5 52.7 17.56
Specialised banks 5.63| 26.93 5.63 55.9 11.53 0.77
Foreign banks 0.11 30.74 0.11] 16.17 52.9 1.38
Islamic banks 10.53 8.66 10.53 28.11 52.7 34.33
Private commercial banks 0.1 6.12 0.1 50.67 43.1 42.21
All banks 3.86 6.83 3.86 41.23 48.08 96.26
All NBFlIs 0.11 9.66 0.11 45.83 44.4 3.74
Total of financial sector 3.72 6.94 3.72 41.4 47.9 100.00
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Table A.7.3 Refinancing Women Entrepreneurship, BEExtension-2014, as of 30 April 2016
- Private Commercial Banks

Average loan size (lac Taka) % share % share in
Name of Banks Industry | Trade | Service| . of all banks
industry
AB Bank Ltd 10.0 17.3 30.0 5.99 5.86
Bangladesh Development Bank Ltd. 9.8 8.3 11,0 26.43 3.90
Dutch Bangla Bank Ltd. 0.0 6.5 0.0 0.00 0.30
Dhaka Bank Ltd 29.7 22.0 11. 20.67 10.07
Eastern Bank Ltd 15.0 11.7 45 12.70 30.31
First Security Islami Bank Ltd. 13.5 4.1 20.0 24.15 1.31
IFIC Bank Ltd 5.0 0.0 0.0 100.00 0.06
Jamuna Bank Ltd. 0.0 19.8 0.0 0.00 2.08
Mercantile Bank Ltd. 20.0 10.9 9.2 11.54 22.30
Midland Bank Ltd. 5.0 0.0 0.0 100.00 0.06
Modhumoti Bank Ltd. 0.0 4.0 0.0 0.00 0.05
Mutual Trust Bank Ltd. 6.0 5.8 5.0 30.54 2.51
National Bank Ltd. 2.3 6.3 8.0 56.16 3.79
NCC Bank Ltd. 0.0 10.9 14.0 0.00 3.00
NRB Commercial Bank Ltd. 0.0 27.5 0.0 0.00 0.64
NRB Global Bank Ltd. 0.0 0.0 6.0 0.00 0.07
One Bank Ltd. 0.0 30.0 0.0 0.00 0.70
The Premier Bank Ltd. 12.5 13.0 22.5 10.20 2.87
Prime Bank Ltd. 0.0 12.0 25.0 0.00 2.12
SBAC Bank Ltd. 10.0 13.3 0.0 33.33 0.70
Southeast Bank Ltd. 0.0 24.0 0.0 0.00 0.56
Standard Bank Ltd. 0.0 15.6 5.0 0.00 1.33
Trust Bank Ltd. 27.0 4.2 9.4 66.26 3.81
Uttara Bank Ltd. 0.0 5.0 0.0 0.00 1.59
All Banks 8.9 11.4 12.5 16.27 100.00
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Table A.7.4 Refinancing Women Entrepreneurship, BEExtension-2014, as of 30 April 2016
- Non-Bank Financial Institutions (NBFIs)

Name of NBE| Average loan size (lac Taka)| % sé)r;are % share % share in
Industry | Trade | Service | inqustry of service | all NBFIs
Bay Leasing & Investment Ltd. 3.0( 100.00 50.0
First Finance Ltd. 5.83 8.2% 4.0( 12.41 5.6\ 4.5
IDLC Finance Ltd. 23.18| 27.52 37.40 8.50 6.23 48.11
Islamic Finance & Investment Itdl. 5.50 5.00 31.25 0.26
Lanka Bangla Finance Ltd. 28.00 27,0a1.00 27.72 5.45 3.24
National Housing Finance 10.00 24.2140.00 5.01 10.03 6.40
Peoples Leasing 30.00 100.00 0.48
Phoenix Finance Ltd. 5.00 0.08
Premier Leasing & Finance Ltd. 10.11 2.11
Prime Finance & Inv. Ltd. 50.00f 50.00 14.29 5.61
Reliance Finance 50.00 50.0010.00 31.25 6.25 2.56
United Finance Ltd. 5.00 448 26.50 36.27 2.4 17.24
Union Capital 50.00| 35.00 48.78 3.29
Uttara Finance & Investment 37.85 100.00 6.0y
All NBFI 9.28 14.57| 27.19 15.32 11.33 42.19
All Banks (PCBS) 8.9 11.4 12.5 16.3 7.2 57.81
All Private Fls 9.06 12.51 17.58 15.87 8.92 100.00
Note: NCBs and Islami financings are excluded.
Source: Own compilation.
Table A.7.5 Refinancing Islami Bank Loan, as of 3@pril 2016
Average loan size (lac Taka) % % of loan
Name of Fls in Islamic Finance . Female | share | amount
Industry | Trade | Service borrower | in all collected
Shahjalallslami Bank Ltd. 401.24 22.98 13.55 426 64.89
Al- Arafahlslami Bank Ltd. 8.37 4.61 0.00 0.4]
Union Bank Ltd. 7.28 2.50 2.00 2.40 0.20 52.41]
Islamic Finance and Investment Ltd. 300.86 2724 685 23.67 26.85 78.28
All Islami Financing 256.51 22.96 30.31 11.85 1000 68.60
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Annex 8: Practices in Other Country

Table A.8.1: Summary of Practices in other Countris

Bangladesh India Sri Lanka Singapore Thailand Malaysia Indonesia
National SME
Development
Council
Ministry of (policies);
Industry and The
Commercj‘e Standar_ds, Office of SME SME _ Ministry qf
- (policies); Productivity . Corporation Cooperatives and
Ministry of Promotion(OSMEP), : e
. and - Malaysia SMEs (policies
- Micro, Small, . under the Ministry of
Ministry of . An Inter- Innovation . (central and
and Medium N Industry; N . .
Industry . Ministerial Board of coordinating implementations
S Enterprises o ) .
(policies); Coordination Singapore agency), under | thereof);
SME Development 7
Body convened | (SPRING), ; the Ministry of
Reserve Bank o - Bank of Thailand - S
. Bangladesh S by the Ministry of | under . International Participating
Agencies X : India (included - along with several
. Bank (financing . .| Industry and Ministry of Trade and banks on a
involved . service sector in . scheduled banks ] .
and credit- L Commerce with | Trade and : L Industry; contractual basis
. priority sector- L . (financing); .
related policies) . other Ministries | Industry; acts as a bridge
lending and - - T
through . including Participating Several for funds
retains . i b SME Bank and Small N ) -
scheduled ; ' the Ministry of financial . . participating (including
discretion to . e Business Credit : . .
banks . o Finance, institutions .| banks including | venture capital)
include entities e d de | Guarantee Corporation K b h
in the category) Institutions an provide loans (provides credit S.ME B.an etween the
Stakeholders but SPRING uarantee) (financing); government and
(coordination, shares risk in | ¢ SMEs.
facilitation, and | case of default Credit
implementation) Guarantee
Corporation
(provides credit
Guarantee)
- - Ministry of Ministry of National SME Ministry of
Aggncy ,that . M|n|stry of Ministry 9f Law Industry and Trade and Ministry of Industry Development Cooperatives and
defines 'SME Industries and Justice .
Commerce Industry Council SMEs
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Bangladesh India Sri Lanka Singapore Thailand Malaysia Indonesia
Cottage, Micro, | ,,. . Small and .
Sizes defined Small, and Micro, Small, Mlcr_o, Small, and Medium Small and Medium Micro, S’T‘a”’ Sma_ll and
. and Medium Medium and Medium Medium
Medium (aggregated)
Defined . . .
differently for Service; Manufacturing Not Manufacturing; Manufacturing;

enterprises acros

| Business; and

and Services

Not differentiated

differentiated

Wholesale; Retailing;

and Services an

1 Not differentiated

) : ” Manufacturing and Service Others
industries
For
Number of manufacturing: Number of
employees, and Investment in employees; Fixed asset (land
. Number of full- P
. fixed asset plant and Number of annual sales | Number of employees; .. .| and building
Defined . ] ) : time employees;
; (Replacement | machinery employees; and | turnover; and | and fixed asset (land excepted) and
according to and sales
value of, land annual turnover | percentage of | excepted) annual sales
- . turnover
and building For service: local volume
excepted) Investment in shareholding
equipment

Source: Compiled from:
-National Industrial Policy 2010, Ministry of Indui®s, Government of Bangladesh
-SME Credit Policies and Programmes, Bangladeslk Ban

-Ministry of Micro, Small & Medium Enterprises, Gesnment of India (website) - http://msme.gov.in/ithalme.aspx

-The Micro, Small and Medium Development Act 20R606:27), Ministry of Law and Justice (Legislatdepartment), Government of India

-National Policy Framework for SME Development, Miny of Industry and Commerce, Government of $mka

-The Standards, Productivity and Innovation Bo8ERING) of Singapore (website), Ministry of Tradw dndustry, Singapore Government -

http://www.spring

.gov.sg/

-Office of SME Promotion, Thailand (website) - httpww.sme.go.th/eng/
-SME Corporation, Malaysia (website) -http://wwwestorp.gov.my/
-Bali International Consulting Group (website) tgWwww.bicg.org/bicg.php?sectionID=16 [secondsoyrce]
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Table A.8.2: Other Country Experiences: Definitions

Countries Cottage Micro Small Medium
Bangladesh -Asset: <1m (Industry) (Manufacturing) Manufacturing
-Employees: <15 -Asset: BDT1m-7.5m -Asset: BDT 7.5m-150m -Asset: BDT 150m-500m
-Employees: 15-30 -Employees: 31-120 -Employees: 121-300
Workers are mostly
family members. Service: (Service) (Service)
-Asset: <BDT 0.1m -Asset: BDT1m-20m -Asset: BDT 20m-150m
-Employees: 15 workers -Employees: 16-50 -Employees: 51-120
India® (Manufacturing) (Manufacturing) (Manufacturing)
-Investment< INR 25 lac -Investment: -Investment:
INR 25 lac-5crore INR 5crore-10crore
(Service)
-Investment< INR 10 lac (Service) (Service)
-Investment: -Investment:
INR 10 lac-2crore INR 2crore-5crore
Sri Lanka (Manufacturing) (Manufacturing) (Manufacturing)
-Annual turnover: -Annual turnover: -Annual turnover:
< LKR 15m < LKR 16m-250m < LKR 251m-750m
-Employees: <10 -Employees: 11-50 -Employees: 51-300
(Service) (Service) (Service)
-Annual turnover: -Annual turnover: -Annual turnover:
<LKR 15m < LKR 16m-250m < LKR 251-750
-Employees: <10 -Employees: 11-50 -Employees: 51-200
Singapore Annual sales turnoveg SGD 100m, OR
Employees<200
Thailand (Manufacturing, services, (Manufacturing)

wholesale, and retail)
-Asset:<THB 50m
-Employees<50

-Asset: >THB50m-200m
-Employees: 51-200

(Services)
-Asset: >THB50m-200m
-Employees: 51-200

(Wholesale)
-Asset: >THB50mM-100m
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Countries Cottage

Micro

Small

Medium

-Employees: 26-50
(Retail)

-Asset: >THB 30m-60m
Employees: 16-30

Malaysia

(Manufacturing)
Sales turnover:
<RM 300,000
Employees: <5

(Service and other sectors)

(Manufacturing)

-Sales turnover

RM 300,000 to <15m, OR
-Employees: 5 to <75

(Service and other sectors)

(Manufacturing)
-Sales turnover
RM 15m to<50m, OR
-Employees: 75 tg200

(Service and other sectors)

-Sales turnover: -Sales turnover:
< RM 300,000, OR RM 300,000 to <3m RM 3m to<20m

Employees: <5 -Employees: 5 to <30 -Employees: 30 tg75

Sales turnover:

Indonesia -Asset: -Asset:

< IDR 20 million IDR 10-20 million
-Annual sales volume: -Annual sales volume:
< IDR 1 hillion > |DR.1 billion

Notes: 1 For Small and Medium, the restriction on employnsmn¢ under manufacturing, however, does not laldRMG or other labour-intensive
production. Assets exclude land and building.

2. For India, investment in plant and machinergaasidered, which may mean flows, comparable lgifihh amount associated with each investment. le ofs
Thailand, fixed asset excludes land, while bothlland building are excluded in Indonesia.

3. The currencies are BDT = Bangladesh Taka, INRdan Rupees, LKR = Sri Lankan Rupee, SGD = Singapollar, THB = Thai Baht, RM = Malaysian
Ringgit, and IDR = Indonesian Rupiah. As of 2 @eq 2016, 1 US Dollar = BDT 77.95 = INR 66.56 =RK45.80 = SGD 1.36 = THB 34.58 = RM 3.12 =
IDR 13016.50.

Source: Own compilation with resources from:

-National Industrial Policy 2016, Ministry of Induies, Government of Bangladesh

-SME Credit Policies and Programmes, Bangladeslk Ban

-Ministry of Micro, Small & Medium Enterprises, Gesnment of India (website) - http://msme.gov.in/ithalme.aspx

- Small and Medium Business Development Chambéndié (website) -http://www.smechamberofindia.conoiat_msmes.aspx

-The Micro, Small and Medium Development Act 20@606:27), Ministry of Law and Justice (Legislatibepartment), Government of India

-National Policy Framework for SME Development, Miny of Industry and Commerce, Government of $mka

-The Standards, Productivity and Innovation Bo8ERING) of Singapore (website), Ministry of Tradw dndustry, Singapore Government -
http://www.spring.gov.sg/

-Office of SME Promotion, Thailand (website) - httpww.sme.go.th/eng/

-SME Development Bank, Thailand (website) http:/imamebank.co.th/en/definitions.php

-SME Corporation, Malaysia (website) -http://wwwestorp.gov.my/, Fact sheet on new SME definition:
http://www.spring.gov.sg/NewsEvents/PR/Documentst/Faheet_on_New_SME_Definition.pdf

-Bali International Consulting Group (website) tgWwww.bicg.org/bicg.php?sectionID=16 [secondsoyrce]
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Annex 9: Bangladesh Bank’s Roles perceived in SMEdvelopment Strategy

Table A.9.1: Selected Segment from Action Matrix 206-20 in SME Development Strategy

Goal

Strategy/Objective

Action expected from Bangladesh Bank (sic)

Remarks

1.8

Coordination
between SMEF ang
BSCIC, BB

)}

BB will involve SMEF and BSCIC in designing and
implementing credit programs for SMEs. In
particular, BB will follow the guidelines for
innovative financing activities prepared by SMEF

BB may arrange co-ordination between SMEF
& BSCIC by engaging Ministry of Industries.
The joint committee may consider assigning fthe
responsibilities of Cottage, Micro, and Small

among MFIs; and Small and Medium segments
to banks and financial institutions. However,

the latter may operate in all segments through
their branch networks and extended banking
channels.

2.1

Establish a SME
Bank.

A dedicated SME bank is necessary to be establis
to meet the credit needs of SMEs on a sustainable
basis. Bangladesh bank will assess legal and
regulatory issues for establishing a dedicated bank
If it is not feasible to establish a new SME bahkh&s
moment, the government will restructure and renatr
the BASIC Bank as SME Bank to act as the prime
financial service provider to SMEs issues for
establishing a dedicated SME bank.

hed
Considering the risks associated with lending to

cottage and small segments where no collateral
support is available, MFIs have shown
considerable success. However, to provide

ménem with better regulations, credit discipline,
and better governance, an SME Bank may be
established to support them.

2.2

Establish—Lead
Bank in each
district.

Under the Lead Bank Scheme, each district will be
assigned to different banks (public and privatedb
as a consortium leader to coordinate the efforts of
banks in the district particularly in matters [I&ME
credit planning. The Lead Bank is to act as a
consortium leader for coordinating the efforts bf a
credit institutions in each of the allotted distsitor
expansion of branch banking facilities and for
meeting the credit needs of the SMEs.

Branches/Regional offices of the proposed
SME Bank may be established to
promote/support/monitor MFIs in respect of
Cottage, Micro, and Small Segments.
Scheduled banks may be left to usual
governance by the central bank.
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Goal

Strategy/Objective

Action expected from Bangladesh Bank (sic)

Remarks

2.4

Establish a SME
department/unit
/wing in all
branches of the
commercial banks.

BB will direct all commercial banks to set up a
dedicated SME unit/desk in all of its branchesvilk
also ensure that banks do it duly. BB and SMEF w
work together to reduce steps in credit allocation
procedures and expedite the process of creditisan
(currently it requires about 40 days).

The dedicated desk set up is already in placs
IIThe branches may be delegated lending

discretion under a well-defined policy to
cexpedite faster loan disbursement.

17

2.5

Improve Credit
disbursement to
SMEs.

BB will supervise the activities of all SME units
periodically and motivate them to encourage SME
financing.

A time-bound credit target for each of the unitl wi
be put in place. The growth of credit disbursentent
SMEs should not be less than 20% each year
(currently it is less than 20%).

Create a separate women desk at the SME wing/u
at each branch to serve women entrepreneurs.
State owned commercial banks will give utmost
importance to SME financing.

The growth in SME segment may be set at 30%

of total credit growth.

nit

2.6

Innovative
Financing for
SMEs

All banks must look for new lending product
solutions for SMEs so that banks can add ne
revenue lines. Such innovative and timely
solutions may also help different types of
SMEs.

Value chain financing

Work order financing

Factoring

Start-up financing

Venture capital

Access to capital market

wly

2.6.a

Credit Guarantee
Scheme (CGS)

A Credit Guarantee Scheme (CGS) for SMEs will

developed on a pilot basis in the near term by B8 &

SMEF.

) . . .
(?nsurance companies, donor agencies, lendi
institutions, and borrowers—AlIl may

X participate in the credit guarantee scheme.

A full-fledged CGS will be made operational ovee t
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Goal

Strategy/Objective

Action expected from Bangladesh Bank (sic)

Remarks

period of the strategy.

2.6.b

Credit Wholesaling
System (CWS)

A guideline for CWS will be prepared by SMEF and
will share with BB.

Subsequently, a comprehensive CWS will be
developed for full implementation.

It would be ideal to have specific wholesaling
systems for separate segments.

2.6.c

Streamline Equity
Entrepreneurship

The current system of EEF has been largely flawed
and therefore its operation needs to be modified (a
per the recommendations made in the evaluation ¢
EEF in various reports).

ICB's EEF operation needs to be evaluated to irser

—h

| types of lending institutions maybe engaged.

Bangladesh Bank may define an eligibility
criterion to act as EEF agents under which a

Fund (EEF) operational efficiency and reduce corruption "All types of lending institutions as such mayh
venture capital fi : ' idwcluded in the approved list of agents.
pital firms can be assigned to be engagge
in EEF operation instead of lien bank system.
Some factoring finances could be introduced on a
2.6.d| Factoring pilot basis by SMEF with support from BB. No comments.
BB will initiate factoring method of financing SMEs
Venture Capital _ Small and Medium ent_erprises should pe
2.6.e <SEC domain> allowed access to capital market. A policy

Fund Manager

guideline may be developed in that respect.

Incentives may be considered in terms of

Strengthen taxation policies, government tariffs, and
2.7 | refinancing rewards (e.g. recognitions/trophies) at nation
schemes level. Training and skill-development
programmes may also be organised.
BB and MOI will enhance foreign fund mobilization|
Explore more funds for its refinancing schemes by effective engagement
2.7.a| for refinancing with existing donors and explore new donors fas thi No comments.

schemes.

purpose. The process will continue on in strategy
period.

63

e

al-



Goal

Strategy/Objective

Action expected from Bangladesh Bank (sic)

Remarks

2.7.b

Increase
Refinancing Fund.

The current BB's revolving fund of Tk. 600 crore is
not adequate. BB would strengthen its effort toldel
the fund to Tk. 1500 crore during the strategyquéri
including donor‘s fund.

No comments.

5.1

Promote Cluster
and Business
Network for SMEs

Bank branches may be set up in adjacent to clugte]
clusters have 50 or more SMES) on a priority basis

r€redit policies more specific to nature of
.cluster should be developed for better return

[92)

SME Knowledge
(Web)

Different initiatives, successes, policies &
business tools on SME Sector needs to be
incorporated in SME Websites to allow
information for SMEs, for example the SME
Toolkit of ICICI bank. In addition, telephone
hotlines may be created, and occasional fairs

may be organised at a cluster-level.

Source:

MOI (2016). SME Development Strategy, draft
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Annex 10: Brief Observations on Bangladesh Bank’s &les as perceived in the SMEDS

Each of the proposed actions is listed below wilitk] observations/comments in the light of
discussion in the preceding sections of this report

SMEDS #1. BB will involve SMEF and BSCIC in desiggi and implementing credit
programmes for SMEs.

ERG #1. While assisting SMEF to find right mix afidnce with their efforts to promote small
enterprises is highly recommendable, there is mvioging ground to recommend that a credit
program should be run by SMEDEOne may like to assess their current engagement in
partnership with two private commercial banks anesigh new programs. Thus, the
recommendation may be reformulated.

SMEDS #2. Establish a dedicated SME Bank

ERG #2. Surely, there are instances of SME BanK$ailand and Malaysia (see Table A.8.1 in
Annex 8), operational success of which, howevepedd on the larger institutional setting.

There is also a need for providing specialisedisesvto the ‘'mSME’ sector, which required

coordination with non-financial service providets well. The experience in Bangladesh, e.g.,
with the BASIC Bank, has not however been encoadgjiMoreover, the proposals from some
of the large MFIs to establish dedicated banksyat¢o be scrutinized. If the remark under ERG
# 1 is deemed reasonable, one would like to askeds/o issues jointly.

SMEDS #3. Each district to be assigned to a bamictas the Lead bank,

ERG #3. The field visits outside Dhaka and consioltg with banks’ representatives revealed
that the efforts to experiment with lead bank floister development have not met much success.
While concerted efforts of such kind sound posijtimee needs to assess in the light of available
professionalism or lack of it in the banking indysSeparate study on cluster banking/financing
may look into the issue of capacity developmenwelk.

SMEDS #4. Establish a SME department/unit/wingllitoianches of the commercial banks.
ERG #4. Please see in the text our observatior&Mia centres.

SMEDS #5. Ensure that the growth of credit disbueset to SMEs be not less than 20% each
year.

“2 While organisations such as PKSF were mandateattas credit wholesalers, SMEF ‘is establishedHhay
Government of Bangladesh under Ministry of Indestras an apex institution for SME development endbuntry.
The major activities of SME Foundation are impletagéion of SME Policy Strategies adopted by the Badesh
Government, policy advocacy and intervention far growth of SMEs, facilitating financial supportsr fSMEs,
providing skill development and capacity buildimgining, facilitating adaptation with appropriagehnologies and
access to ICT, providing business support servicess.” (http://www.smef.org.bd/v2/index.php/sme-
foundation/about-smef)

*3 The BASIC (Bangladesh Small Industries and Comm8ank Limited) Bank ‘was established as the policy
makers of the country felt the urgency for a banthie private sector for financing small scale stdes (SSls).’
News published in local dailies may be cited, whialried titles such as ‘ACC to file 54 cases ®ABIC Bank
Scandal’ (inThe Financial Express, 9 September 2015), or, ‘27 individuals, 56 orgations involved in BASIC
Bank Scam’ Dhaka Tribune, 23 February 2016).
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ERG #5. No problem, as long as the desired taete identified with appropriate definition
and the lending agencies can be monitored in désttre manner.

SMEDS #6. Create a separate women desk at the SME w
ERG #6. Something desirable, but introducing tigatrincentives to motivate the branches and
staffs remain a problem.

SMEDS #7. Innovative Financing for SMEs: Value chéinancing, Work order financing,
Factoring, Start-up financing, Venture capital, &€ to capital market

ERG #7. Extremely relevant for developing the seaad requires multiple actors beyond BB.
The first three are within the current domain ofkiag practices, and are perceived to have bias
in favour of smaller segments on the demand sideMEs) as well as to producers’ groups.
Thus, promoting those at a general level is expettdenefit mMSMEs.

SMEDS #8. A Credit Guarantee Scheme (CGS) for Siitde developed on a pilot basis in
the near term by BB and SMEF.

ERG #8. One is already under piloting, and a capassessment (as well as uplifting capacity
with legal autonomy) may be recommended to realigectives.

SMEDS #9. Some factoring finances could be intreduan a pilot basis by SMEF with support
from BB.

ERG #9. Highly recommended. While commenting ondbtails are beyond the scope of the
present study, allegedly the SMEF has been codmgmaetween regular banking channels and
expertise within MOI, and because of the built-iasbof factoring finance in favour of smaller

segment, the designs for piloting may emphasisguch financing.

SMEDS # 10. BB and MOI will enhance foreign fundbiigation for its refinancing schemes
by effective engagement with existing donors argl@e new donors for this purpose.

ERG #10. A central bank of a sovereign country &hopossibly be relieved of such
responsibilities.

SMEDS #11. Promote Cluster and Business NetworlSMESs by instructing banks to set up
branches close to clusters

ERG #11. Cluster financing needs major rethinkifigld visits to Sirajganj, Bogra, Narsingdi,
Bhairab and old parts of Dhaka city and consultetivith different groups of stakeholders
revealed a lack of unanimity in our understandirfg ‘@uster. The concepts of ‘SME
centres/branches’ and ‘clusters’ have often beewdnup to expand banking networks in urban
areas to access densely populated client groups.comtrast, clusters of specialised
manufacturing, such as, shoe-making in Bhairab fohdry in Bogra have demands for
financing investments on machineries and equipmémas may be availed by many small
producers. Unless requisite financial instrumemésdeveloped and their legal basis is ensured,
the proposed action may remain in the realm oforiet It is therefore important to define a
common vision on cluster financing at the levepoficymakers.

Annex 11: Responses of Clients
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Table A.11.1 Disadvantages of microenterprise loarfsom banks (% of respondents)

Reasons Reason [LReason 2| Reason 3| Row sum % of all
responses

No bank in the nearest 16.79 3.69 2.9% 23.43 9.07

Need many paper works 75.46 16.24 4.24 95.94 37.14

Banks do not want to provide ME loan 3.69 35.06 426. 55.17 21.36

Loan conditions are not business friendly 2.77 27.86 23.62 54.24 21.00

Unable to provide mortgage 0.55 8.86 18.45 27.86 790

Others 0.55 0.18 0.92 1.66 0.64

Percentages identifying a valid reason 99.81 91.89 66.6 258.3 100.00

Note: The InM survey listed a maximum of three mrgges from a single respondent.

The last column normalises the total of 258.3%@asps.

Source: InM 2016.

Table A. 11.2 Sources of Start-up Finance

Source of Start-Up Employment based groups Sectors

Finance <4 (lower ME) | 5-9 (upper ME) | 10-51 (S)| Trade| Servie| Industry

Own resource 84.13 85.13 71.77 85.85 71.83 87.1

Partner’s resource 0.35 0 11.5 0.36 0 0

Commercial banks 0.99 2.56 0 0.56 0 0

Loans from MFIs 3.59 3.14 1.55 2.25 9.58 3.65

Loan from cooperatives 0 0 0 0 0 0

Informal loans 7.03 3.88 2.26 5.24 11.Gg7 4.14

From other sources 3.9 5.29 12.92 6.25 7.56 4.9

Source: InM 2016.

Table A. 11.3 Current Capital Structure

Employment based groups Sectors

Capital Structure <4 (lower ME) | 5-9 (upper ME) | 10-51 (S)| Trade| Service| Industry

Own resource 77.17 71.93 95.41 77.80 72.68 93.93

Partner‘s resource 0.26 4,78 1.23 1.62 0 0.3

Commercial banks 0.93 6.1 0.22 1.2 0 0.27

Loans from MFIs 12.87 9.76 2.05 11.31 20.4 2.83

Loan from cooperatives 0.1 0.05 0 0.07 0.73 0.02

Informal loans 3.11 1.66 0.41 2.06 0.91 1.62

From other sources 5.56 5.72 0.68 5.85 5.28 1.03

Source: InM 2016.
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Annex 12: Matrix for Actions

Slno | Issue Current State Recommendation Remarks
1 Policy on Development BB has no comprehensive policy. Commission a stuitly strong in-house inputs It is assumed that
Finance to review all types of development financing | development finance will be
policies & practices currently pursued by BB, | broadly grouped into two,
and recommend a unified policy on targeted and non-targeted (4
development finance inclusive) programmes.
1.B | Policy on CmSME What surfaced as SME financing (a) As a regulatory authority in the banking Experiences from targeting i
financing policy during 2004-07, got articulated sector, a general policy of targeted financing | the fields of poverty and MF
with years of practice in Master should be developed under the umbrella poligyprogrammes may provide
Circulars. These are more akin to mentioned in (1) above. Beyond the inclusion| leads on the issues.
operational directives and guidelines principle currently pursued, such a policy may
that are characteristic of targeted cover specifics on ‘exclusion principle’, as wel|l
programmes. Targeting has been as elements of programme design that attracts
through inclusion principle — who arg target population and discourages non-target
to be included among beneficiaries. | population.
(b) As a general principle, targeting through
regular banking channel should not be a cause of
concern for financial health of the sector.
2.A | Definition for targeting Current practices in definitions are | (a) Undertake exercises to find proxies

mMSMEs

driven by the inclusion principle, and
targets are defined in terms of value
fixed assets (excluding land and
building) and employment. While
Master Circular of 2016 retains the
old segregation across three sectorg
IP 2016 mentions of two,
manufacturing and services. It is
important to note, trade activities
account for more than three-fourth o
SME lending by banks.

(correlates) from among variables which are
ofommonly used by the practitioners in bankin
and Fls. Three variables worth considering fo
size classification within a given sector are: (i
turnover, which is used by lending agencies t

, assess clients’ ability, (ii) value of collaterals
that lending agencies take into cognisance, al
(i) loan sizes that reflect the former two
variables.

f (b) With trading dropped from the list in IP,
financing through mSME window is likely to
lose momentum. Within the broader initiatives
of financial inclusion, to expand the net of
formal banking to micro and small clients and
encourage MFI lending beyond IGAs, BB may
consider opening separate windows, outside
purview of MOI. In this regard, joint initiatives
with the Ministry of Commerce maybe looked

r

D

nd

into.

68



Slno

Issue

Current State

Recommendation

Remarks

2B

Setting cut-offs to classify
mMSMEs for financing in
support of the Industrial
Policy

BB aligns its SME financing with the
IP. Accordingly, the definitions given
in IPs have been passed on to the
implementing banks and Fls. The
latter do not necessarily adhere to th
pre-defined targets, but compile
information along those lines while
reporting to BB for claiming benefits
tagged to BB’s SME financing policy,

Since IP 2016 has been approved recently, n
change in its content is expected soon. While
pursuing with current practice, BB needs to

ebanks and Fls, and undertake exercises to fin
proxies in terms of variables mentioned in (2)
The lessons may then be shared with MOI for
converging to meaningful operational
definitions for targeting. Furthermore, MOI ma
be urged to specify economic activities which
should get benefits from incentivised financin
and activities that ought to be excluded.

examine the difficulties faced by implementing are reports of significant

D The research team refrains
from making specific
recommendations since therg

ddifferences between actual

practices and those reported
by lending banks and Fls.

y

s

‘SME’ financing to reach

While there had been natural growth
of the MFls into large loans, and MF
clients as well as lenders turning intq
micro and small entrepreneurs,
commercial banks could extend thei
net to smaller clients allured by
incentives under SME financing. In

154

the expansion of financial net, SME

used.

the absence of separate treatment of development to reach out to entities in the

financing vehicle may have been overfrom two ends — commercial banks and the

In order to maintain healthy expansion of the
financial sector, BB may consider using
different vehicles. However, such undertaking
demand continuous monitoring and analyses
data, without necessarily tying to one set of
definitions provided under SME strategy of
MOI. Thus, undertake research and product

immediate exterior of the current net of bankir

MFls. (See also, 2.A.b)

While a targeted programme

may aim at financial
sdeepening within a group of
oéxisting clients, it generally

involves bringing new clients

in the net. Issues pertaining

financial widening and those

involved in promoting a
ndarget group need to be
distinguished.

out to clients at the
(extensive) margin.
Revisiting  efficacy  of

policy instruments used i
SME financing

Other than instructions and
npersuasions, BB resorted to several

to increase lending to SMESs.

incentives to encourage banks and F

Is

4.A

Refinancing

The lending organisations were
offered @ 5% annual interest rates.
No binding was imposed on rates th
charged while lending to their clients
The expectation of a 10% or less
interest rate to borrowers did not
materialise unless stipulated in a
scheme.

(a) At an operational level, lower interest rate
(below the rates at which banks can borrow
eyrom the market or average cost of fund) have
. be offered to ensure participation by banks arj
Fls in targeted financing.
(b) Since the market did not automatically
ensure transmission of incentives via lower
interest rates, it needs explicit mentioning, ald
with information made available to potential
clients.

5 Reduction in banks’ cost
of fund does not guarantee
tower lending rate. Unless
ccost of monitoring is reduced
objectives of refinancing are
rarely realised.

ng

4B

Loan provisioning

General Provision @ 0.25%iasja

all unclassified loans of SMEs has

An urgent review of the policy (of reduced loan

provisioning) may reveal the cost to outweigh
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Slno | Issue Current State Recommendation Remarks
been the major attraction, which is | the benefits, in which case, alternative policy
alleged to have adversely affected thanstrument should be sought.
financial health.
4.C | SME service centres (singdeside reaching out to distant clusterdyo specific recommendation is made other thabecision is reported to be

July 2011)

the policy had allowed the banks to
move into dense urban clusters, whi
remained out of reach due to the
policy on required distribution of
branches (1:1 since 2012).

to review the experience, which may lead to
cliirm decisions on applications made by variou
banks to convert SME service centres to
branches.

pending on various
sapplications.

5 Systemic changes to create
favourable environment for
financial transactions via
bank accounts

5.A | To make Credit AssessmenCommercial Banks are assessing) BB may suggest banks to develop mechanisbommercial Banks to bge
practices of Commercial credit capacity of borrowers mostly grto accept cash transactions in credit analyseacouraged to seek depogit
Banks mSME-friendly the basis of Bank accounts, sincéAccordingly BB may prepare guidelines forelationship with mSMEs and

lending policies of banks are designelanks to accept non-banking cash transactionuse cash flow rather thgn
accordingly. the turnover calculation. asset ownership as a criterion
2) Borrowers must be given correct produdor creditworthiness.
solutions to transact via Bank accounts, which
will help them to establish their turnover to
banks.

5.B | Establish/develop Currently there is limited number ¢fBB may take initiative to offer IncentiveThese schemes are structured
complementary institutiongl Credit Guarantee scheme operating rograms to develop institutional network foto reduce the probability gf
network and services tpBangladesh for mMSME segment. AlssnSMEs e.g. Financial and Credit guarantekefault of the debt and
promote mMSME financing. | there is inadequate Training Facilitiegnstitutions, business development servigeisicrease NPL recovery. The

and Business Development servigetsaining etc objective can be to facilitate
for SME Bankers & mSMEs Banks with additiona
(Entrepreneurs) comfort in mSME lending.

5.C | Use of Moveable CollateralBanks are accepting only fixed asse8B can develop a clear rule for moveablBue to the limitation of
as a substitute of Fixedi.e. land & building of mMSMEs fof property to be used as collateral under any forraptions for secured financing,
assets secured loans. of secured financing. A collateral registry for alboth banks and mSMEs, will

moveable assets is required to redud® able to lend more by the

dependency on fixed assets.

introduction of moveablg

h

assets as collateral.
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Annex 13: ERG Survey Questionnaire

Economic Research Group

Ju 3 fs Ju PraSvaTs srfma faams sfys

STHTIS SF

SERERICERIEH

3) T8 WIeTd Wl (1) M=, (2) TS, (3) AT 7o FHFST

©) GoF WeTd (W1 AIHE:

8) NI AFSHTS T3

@) (FTN AT AIFS?

) 5 (T FfT: (1) AFF 7¥Ae, (2) WS I, (3) TR 8T I TG, (4) MMEGET
feo@, (5) fAe/ercFe arie

Q) TE T KRNz (1) YBST, (2) "R, (3) AR,

(4) TG, (5) TAWIBEIER, (6) TIRTH

V) I Y@ AT 3 CTA T AW FAT ZJ?

D EGEARIERGIRE

(1) a%% (2) AFNET ToHEE R (3) ALIET T T W,
(4) AT IRET FIET T

50) (P TR/ (A T[] FA®RA?

SY) SR AT fF (T S SA=?

1 3 Gn

W) ATFE, A F (@1 STHfed w52

1) =, 5o 7, (2) Tf, 9Tt SffeT s, (5)

NORIBICERICH

1v8) SIffor I

(1) (BT oT% A, (2) I Bfs,
(3) IR/ CTFTH-TNTF SIS,
(4) fFemfie fg 91 AR sa-randieg Shife

FAGIET 3 AfAF FAFN3T FERY

$@) M TIGT, Foo 92 IS FIS
FARA?

(1)5-8, (2)@-», (3)vo-38,
(4)3@-8>, (5)@o-23, (6)doo-3¢o,
(7) 2a5-9F AT

Sb) ATF T FOI NIE 8o THIH AF TS FEA?

$9) NFNFF ARINGT TIHEE N F T IAF IS FEA?

S ) BT A T8

(1) @ (orst

(2) 7T ©F T

(3) AN/ATIAET STy

W) @(Fma F T FES, o1 F
T[RET AAES TJ?

(1) ORTfF T, (2)Fm FfF, (3) T 38 TIF,
(4) TR AEE THRFD: (6F, FIE (5)TNT

o) M@ F o7 IRF IFST

@) =f, &l
A2
) AEFTET T F AT TIRF )=, Gl
APTED AMR?

) NAF AI/TIT R F qmar 237

(1) i 2T (2) o7, GRS amam =@
(3) T, FFTONE T TW(5) AT

0) IRAE @ T AT FIEF

(1) faEmesE =, (2T T T AWMIAE ST,
(3) T3 omER g, (4) fAfFa =

38) 92 TS FeE GHIET 2F?

(1) fosg, (2) Fsmaier, (3) STy AT

71




AT (A0 56T 3 AT T TFT ©AT

) A & 3 fae 3wF?

(1) o, F HFEF AT NS 39557

(1) 8 TR, (12)Ta-F oS e, (13) (T @ et )=
) AT (FIF (BB FERES F? ) (FA
Q) =t (5)T P AqT?
29) (F GO (NF @STF (58 FERET?
1) TFFE TRF, (2) @I TRF, (3) [ewfFe InF, (@) whife
(5) 9If&8, (6)NTFT 8 AT NS, (7) Fo-SAIT
P) (TEA®RA?
ORI (5 mafa
29) 99 FF Tod (1) (@ 39 999 g0F Tod (4) (N (7) | @9) AT NI
(3) TF ATFCT: T ATFCE: FIET FI?
OY) AR JT
FAE IIRA FI?

) ST T

©o) Tfeeae] ITALHT T2,
1 @@ 5 999 @
5 NIEESF=1 NIGEEATAI=

oY) I TONE weel
©0.3) IT-AF HH 3 TAH-TR
T Sfoder

90.9) FRFCIFT BT

@o.8) AT SIRCIT oI 7

0. ) SRS Jud S

©y) A 9F2 IS (IF
37 fae F WAAT?

Q) =, (5)

) AT (FTF WY fF g
Sfefie BT (7831 27?

@) =, 5) &

wo) FERCIEE F F Fg
@) =, G

©8) (TRET T (IF FA?
Oz, (5)

©Q) AR IR A TSI FIHA
F?

wL)Fe GIFIF AF I FREF
(@ AT fores?

8o) W@ (I ST I (A
z3?

(1) AT TF 4@ I (2) HwE T, (3) SEIE (W@ A,
(4), af5 (A@ T (5) IR (WF CTCLFT,
(6) I®RT (@@ forrad

8Y) NHTET IR AP I | 85.) e

AN AEHT &7 A A (@A | 85.3) Q@

(967 23? 8%.0) AT

(wF g I @) 85.8) I
8)AFAT F (BT TR A@? | (1) T, (51

8©) (5G TRETH I FA?

(1) @ 9w, (2) NfeFa AfFaET Tweng 1,
Q)T @FE fefde J[ITNT T

88) Tl 8 W MW, TONE
Fo I I/ NG/ 6w
qA®?

(1) ¢ ¥ SFE I, (2)¢-Go TN, (3) Go TN (FF S @F0, (4) S-vo
@15, (5) vo-5¢ (FIfG, (6) S¢ (TG AWF

72




