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“The repayment crisis

The problems of loan repayment to the Development Finance Institu-
tions (DFI) has commanded and continues to attract much public attention.
Jaangladesh Institute of Development Studies has already completed two
studies reviewing the repayment performance to the DFIsl and another stu-
dy on the role of exchange rate depreciation in effecting repajrmen.tz.
The BIDS studies, whilst initiating enquiry into the problems of repay-
ment have become part of the wider concern of the Government of Bangla-
desh (GOB) and particular aid donors with extended exposure in the DFIs

on the issue of repayment,

It has already been observed that the inordinately poor recovery

rerformance of the DFIs and its deterioration in the last few years has

cr=ated 2 crisis for financing private investment in BangladeshB. The

. e ant ix @ ]-i'lim to generate resources for reinvestmm';t because
ry 2 _ loens. The donors have witheld new commitments
“ht__w by GC2 on conditions laid down
- {SE) om 2 March, 13985, which seeks
e r - ithll’lshrmmyof
h-mu-hmqmmmmm the
¥ls. : L,

From the perspective of the borrowers, aspirant private en'treprenurs
are facing a serious constraint in generating investment resources. This

is already placing in some jeopardy the ambitious targets set in the

1. a) Rehman Sobhan and S.A. Mahmood: Repayment of Loans to Specialised
ii;;ancial Institutes: Issues and Constrains BIDS Research Report,
y 2.

b) Rehman Sobhan and Ahmad Ahsan. Pepavment Perfarmance af +ha DET



Third Five Year Plan, for private investment. The Second Plan sanctioned
Tk. 3,386 crores for industrial investment in the ﬁrivata'séctnr. In
practise however only one third of the sanctioned investment estimated
at Tk. 1124 crore was reported to ﬁave been realisedl
ted to 'Low disbursement of loans by the two DFIs as they experienced
severe liquidity problems due to problem of recﬁvery of old loans and
consequent freezing foreign of foreign loans in the final year of the
Plan2: In practise the TFYP reported a contraction in disbursements for

industrial investment by the DFIs from Tk. 153 crores in 1980/81 to Tk.

114 crores in 1984/85.

Since under prevailing methods of estimation private investment is
derived as a coefficient of DFI disbursement of loans, these estimates
of Private Investment may be even lower if we reckon that the share of
DFI loans in investment is even higher than is conceived by the plan

dncumenta. 2 .

1

The implications of this deceleration in DFI disbursements leading
to a slow down in private industrial investment and the continuing impase
in donor commitments to the DFI raise grave d-c':;u.bi:sf_ about the even more
ambitious private industrial investment targets for the TFIP. The plan
cnvisages private investment of Tk, 3200 crore in manufacturing Eh:‘i&ﬁEL
20 which comes to an average of Tk. E;U crore a year, ¥ith nn-astimaued
debt equity ratio of 70:30 envisaged for the SFYP this ilpliés,DFI dis-

bursements in the range of Tk. 448 crores a year. This implies a four

fold increase from the Tk, 114 crores disbursed by the DFIs in 1984-85.

This puts a heavy premium on the need to either resolve the problems of
repayment to the DFIs or to review national policy towards private in-

vocstment.

1. The Third Ttun Vece T - B P e e e Tl e A
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Absence of studies on the private sector

The important and growing role asaigned to the private sector since
1975 by successive pnlic;rlrdnem in Bangladesh anﬁ the cunsEquential problem
of large scale default to the - DFts wuuid appear to warrant intensive and
regular review and analysis of the performance of the private sector.
hilst there is some reporting on private investment and operations to
the Directorate of Industry and to the Bangladesh Bureau of Statistics
(EBS) through the Census of lManufacturing Industries (CMI) this informa-
tion is rarely current and often unreliable, As a result there is consi-
derable uncertainity as to the number of private industries in operation
and of estimates of private investmentl. Information on operational per-
formance is neéiigihle. A limited amount of information is made availlable
to the DFIs by .their borrowers., But this information is éporad:l.c and of-
ten of questionable value. Qur investigations at both ESE and BSRS found
no regular reporting by borrowing enterprises which had gmjlé: into opera-
ticm, as to their performance or even their annual balance sheets. Some

was awvailable in individual files of borrowers. This

=t be am exaggeration to say that neither the

Y s R e x

: ~3
mlicmuq process or in the fmﬂation of lendl:l.ng strategy. All that
is availible on this subject is the Fnrt:fulin Audit based on brief visits
to some LFI enterprises by 14/S Price Waterhouse which classifiea borrow-
ers by their capacity to service their loansz. But they provide no de-
tailed information or analysis of the state of the enterprises though

they make some useful suggestions about the problems facing different

borrowers and sectors.

+ See m by Dr. W, Ahr_aha-;, on Industrial Statistics. prepared fere
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The lacuuae .in 1nfumtiun has become particularly critical since
uealth of information is availible on the performance of puﬂir. mterw

prise. Since vital policy dec.isiuﬂs are being made supposedly on these

performance records- of public enterpriu a corresponding body of informa—

tion and analysis remains essential on the: perfnrmance of the private
sector and particularly those who have been borrowing and defaulting from

the DFls.

-

~ What information exists by way of studies or documentation on the
loan repayment question and other aspects of private sector industries
have had to confine themselves to material collected from the DF1's and
other relevant public bodies. This information was aguﬂlhh at an

aggregate level, or after painstaking effort, on si ﬂ lml

3 1"' -.'_-:‘-

But in all cases the information was _based on . why ,,M

public agencies had received from the Wﬁgﬂpﬂ‘ﬂﬂm .'.'"_ . {_-

ted. at the enterprise level, however, rm:l.ned difficult if not inpmm
ble to obtain. There was thus no direct information from entrepreneurs

to ascertain their perception of problems associated with repayment of

their loana from the'DFIs.

The present study based on a survey of private borrmra i'ri:ll""the &
DFI is an effuril:’to overcome these gaps. This emphasis on the private
sector owes largely to the fact that the bulk of the lending and hence
the default nﬁw lies with private bOrrowers. Moreover as we have obser-
ved, unlike the public sector,little is known about their operational
performance to contribute to an understanding of their problems. This

study thus seeks to review, the repayment problem by relating réﬁﬁyment

[ e e R e o T T T qualita'tive and quantitative



The roots of the crisis

Our study attempts to focus on the problems of repayment from the
perspective of the borrowers. The excercise presumes that at the rqol: of
poor repayment lies the actual operational performance of the borrowing
enterprise., To the extent that an enterprise has chosen its investment pro-
ject unwisely without consideration of its prospective market regime, state
of competition and access to raw materials and credit and the available
infrastructure, it may be expected to face difficulties. These préhlems are
likely to be compounded by delays in loan sanction and utilisation, again
owing to the poor administration and slow decision making process and poor
project management of the borrowers. The problems may be ‘aggravate«d . by
unanticipated policy changes or deterioration in the public infrastructure
and institutional base for the project. The labour situation, itself a part
of the wider socio-political environment, may constrain performance. How-
= #=nf mwch will depend on the managerial experience, skills and

= smtrepreneurs to cope with the societal environment

- ted DFI borrowers, relﬁuitm:miatyuftmm ﬂu::llhlea and to
then rﬂm the operational performance to the. repayment racnrd. It was
presumed that such a first hand i%gw give us some insights
into the repayment crisis. This would enable policymakers to place the
problem in relation to DFIs in some perspective to the problems as dis-
cerned fron the borrowers end. It would then suggest a wider perspective

for national policy towards private industrial investment than one which

R T . o
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II, THE SURVEY AND SAMPLE

Coverage

~ Perhaps the absence of concrete and direct information, from the
enterpris&s has not been withnut m as m ht indicated by our
experience of the difficulties of J&ata callectinn fur t.lﬂs study. This
may be seen by reviewing our sample and tracing the poim: af departure

from the original intentions of our stud]r.

Initially our sample target had been set for 120 industries choosen
on the basis of a stratified sample. We had tried in the sample to obtain

appropriate representation of the following factors:

(i) Sectors =

(ii) Sizes of industries

-

a regional basis e oo
(4v) The two financing DFI's - BSB and BSRS

(v) Repayment per_'fi}rmance.

The sample was initially randomly selected after careful stratifica-
tion of the entire population of DFI sponsored industries whose dnvest-

ment sanction proposal was recorded in our computer. i

To ensure maximum possible co-operation from our respondents, we
mailed our quea;tionnaires. covered by a strong supm letter from the
Mational Commission on Money, Banking and Credit asking for the coopera-
tion of the respondents. The legal authority of the Commission to call

for information was made ﬂpl:h:iﬁ.

Problems of data collection

R ——




compulsions made for a rat:her elaborate questmnna:lre. 1llks LU a Lullsl™
derable extent hetame counter prndm:hive as respundehts fmmd it; diffi-
cult to invest the time and attention needed to adequately renpond to

such a questiunnaire.

The questionnaires were mailed directly from the offices of the
Hational Commission to 120 potential respnﬁdents. e received all:ogetﬁé;
5 replies to our mailed questionnaires which may be a reflection either
on the impact of the Commission on the _-busi.ness community and!nrx the
efficacy of indirect approachs to generating information. Of the 5 res-

ponses we could effectively use only 3, as the others were too incompe-

tently answered for us to use them.

Given the poor and tardy response to the questionnaires we decided
to take our own initiative in establishing direct ‘contact with borrowers
to whom the guestionnaire had been mailed. To this end three survey teams

} Bhe field. Civen the time involved in such direct contacts,

if I isdestries in Dhaka, 20 industries in Chittagong

4. *’Fﬁ' e 1 wa '.‘ﬁ callect:l.\re
. f . T : -_ y
iﬁu h th Natmtriariot not tc ru‘ﬁmd ﬁ?‘tha qnmfrnnmire cir-

:-‘.Ial:nd on llelnlf of the Commission. However, hegligence, and: lack of

W

.peraiitc.:e from our field staff there may have played its part. In the

case of Dhaka and Rhulna the 39 responses collected were the fruit of
several visits of our field researchers, several hours of discussion, and

review of availible records of the entreprises,

-~ =

Hhilst there have been important exceptions, the general level of
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As Structure of the analysis

The structure of this study gencrally follows that of our questionnaire .
Eh}nwuhdmfoumhﬂlmicﬁfrmﬂm@agenfmtﬂrgmwmplmﬁmafm
jects (Section B), where problams with project identification; financing, the escalation
of costs, and machinery procurement problems are discusscd, The operational stage (Section
C) is discussed in three parts. In the first part (Section C) we try to
aséociatc- repayment performance with information on profits and capacity
utilization. In the second part (Section D) we discuss the rcsponses of
cntrepreneurs to their problems associated with raw matcrials, infras-
tructure, markcting, working capital, DFI's and ‘labour and management.

The last part (Section ) reports on various other aspects of the opera-

ticnal performance of these units.

‘= the mext scction (Part IV) looks at the perception of the entre-
m {i) the repeynent probloms in general (ii) economic policy

Fespert to repayement performance of their indus-

Throughout thc paper we classify the respondent industrics by their
repayment performance so that we may look at the responses against their

rcpayment behaviour. This repayment behaviour is mcasured as Cash payment

in the last year, generally 1984-85, as a percentage of total recoverable

amount ('I'RA)E. Whilst the cash payment is only for the last year, this

1. Cp.cit. Sobhan and Ahsan, Vorking Papers No. 1 & 2y

2- ’EP = % 120 “'I'.ﬂ'rc

PP hlmt performancre in nerecantoom



percentage does capture tﬁe Jhole time series of repuyi&§%£
through its affect on the TRA. If repayment in earlier year hﬂd ‘been good
then the TRA, which included cumulative overdues over the years. would
be lnwer and consequently the ratio of CP/TRA = RP would be correspond-
ingly hlgher. On the other hand if repayment in earlier ycars had bcen
poor then reaulting overduea would have resulted in a large TRA and the

-

LP would be correspundingly lower given thc same levels of CP.

We have grouped our sample industries in 6 categorics of RP ranging
from very poor .repayers: 0% to 5%, 5% to 10Z and 10%Z to 25Z, to those
whose RP is between 25% and 50%; and lastly to relatively better repafefs,
whose RP's are between 50% and 80%,and higher than 80%. Throughout this
papcr, unless mentioned othcrwise, when we refer to poor repayers wc will
refcr to those projects whose R;'ls less than 25!,5ihilﬁ'hEﬁEpr or good

repayers will be projects whose RP exceeds 50%.

%, The Settinz Up of A Project

(i) Projcct identification

The implementation of a project starts with the identification of
the project by the entreprencur. By:identification we mcan choosing the
scctor, size of the industry alnngwiéh the technology which would be used
in the industry. Choice of the location may also have ﬁéﬁﬁﬁgiﬁfiable
herc. It may be supposcd that to a significant extent ﬁhﬂ'fhtﬁiéfsuccess
or failure of a project depends hn_carrnct choices at this stage.

+ Table 1.1 reports our rcsults. The 42 industries in our sample,
anked by repayment perfnrménce. arc. shown in the first column, The next
column shows the numbers which responded to nuf qunﬂtinn. We see that

70 industries (47.67) responded to questions about preblems with project



Léck af'information on market (11 pfnjects, or 55% of those responding)
and lack of access to expert advice (10 projects, 50%) can scen to be the
mﬁsf scrious problems with regard to project identification. Seven pro-
jcets, (552) reported that fhcir.inexperience wigh'industrial projects
was a problem. [fislcading expert advice, meaning.that they were misled
by cxperts, were cited by aﬁather 5 projects, It may be noted that the

problems identified by projects were not exclusive of one another,

If we associatc these problems with repayment performance we note
that while 4 out of the 15 poor repayers (RP less than 25%) cited "no
bar_!'grnund in industry as a problem, 2 of the &4 better rcpaycrs (RP more 5
than 50%) also cited this problem. Similarly whilc 7 projects out of 15,
or £35.7% of poor rcpayers, refcrred to lack of market data, 3 out of &

better repayers also referrod to this, Similarly in the case of lack of

ScCoss o expert adwice, a third of the poor repayers refcrred to this
Bt of the & good repayers also refcrred to this prqbicm.

: L E8e S iadustries which citcd misleading ox-
Fi" > _m Thus it scoms that while
: with P and lack of background

ﬂmm scems to have haen a p'oblm with :I.miustrics :h't ‘the prn—
ject identification stage.

(ii) Project Financing

If wc look at the problems of project financing then delay in loan

processing at the disburscment stage of the loan (23 out of 33 industries

rcsponding - or 69,.6%) appearcd to be the major problem [Table 1.2], Over




of collateral was a problem for only 2 industr1es. For poor repaycrs,
dclay in loan disbursemcnt (15 units) loan prucessing (11 units) and
inadcquete cquity (6 units) were prnblems in that order. But this was
also the casc with good repaycrs so that no clcar conclusion may be drawn
from the evidence. Indeced, rclatively speaking, a lack of adequate cquity
scems to have been a greater problem with poor Tepaycrs than tardy loan

processing in the DFIs. ‘ >

As may be expected, carnings from trade were given as the source of
cntreprencurial financc for industry for the majority of.industries. 16
out of 26 units (51.5%) indicated trade as a source of investment (Table
3). Liquidation of property, particularly land (& units, 30.7%2), was the
next major source of finance. Liquidation of houses was citcd by 5 indus-
trics. Borrowing against_homcétnud or other property was also a source

of equity for 5 (19.2%7) industrics.

Liquidation of other assc;s,and'luans apainst pecrsonal guarantees
were source for 3 industriﬁs; Dut significantly only 3 industries (11.5%)
from our samplc said that profits from ﬁrcvinus industrics werc a sourcc
of finance. Vhat this may imply is that (i) financing of ncw industrics
rarcly comes from industrial profits. Thus "ploughing back™ of investment
profits from industry into ncw industrics has not usually taken placc at
icast within our sample. Vhether this has wider connotations  for its
implications for expgndcd reproduction through an industrial eatreprencu-
rial class branching out into new industries with profits derived from
thoir old industrics descrves fuller study from a morc comprchensive

survey of investment behavior.

Trading profits or liquidation of propcrty thus cmcrges as the fi-
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industries which stated previous industrial profits as a source werc also

“poor: Tcpayers..

(iii) Escalation of costs

g e

In terms of undcrstanding repayment difficultics. the cscalation of
costs during pru;ect implementatian may be important., Table 1.4 reports
on assct wise cost escalation. Altogether 25 industrics (59.5% of thc
samplz) reported.cust cscalation. In general eséaiétion in costs of cons-
truction materials (lﬁ'units; 66.7%) and imported machinery (14 units,
58.3%). were most frequenﬁlf citéd'aS'factprs where cost escalation took
placc, Twelve industries, half of those responding, also cited deprecia-

tion in the value of the Taka as a source of cost escalation.

£f we 2malysc repaymcat performance in rclation to cost escalation |

Fralia ol

machiacry (10 poorly ri::pnying units) this sccms

a= camsc cu:;-d by poor rcpaycrs than cost

url_f E

(7 mnits with poor RP). For thc
== R T T
-5 ,._"ﬂ_,i i ﬁfiwtant

.:'-'-.-E-.ix L
e

e

’-.ly :lndicate tl:al: the bml remyers were .-Ieas- ef.fin:ient: in nego-
oy Pi"—- v PUEE PR

tiating“rith foreign equ:lppment supplicrs in prut:r.cting thcmsclves against
_ ¥

:nst emlation. .

If we look at how thc extent of cost cscalation as a percentage of
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| \ . gscalation between 25% and 50, Howcver all 3 of the gm-:_l rcpayers and if
l | we imclude the lone unit whosc RP was between 252 and. 502. then all 4
’I' better repaying units rc;'mrt'e'd osecalation of costs bctween 25% and 50%.

_; In other words better rcpayers had also suffered from high cost cscala-
| tion, Thus while we do sce that only pmr rcpayﬂrs suffercd from very high

cost cscalation, thco problem has also affccted gnnd ‘mpayers.

As many as 32 units responded to questions about .Eiulen' of cost
cscalation. In a mutually exclusive listing of causes, ;ﬁ.crst industries,
12 units or 387 of t?w sample, cited time overrun in loan processing as
the cause. Time overrun -in machinery installation was cited as the next
f important factor: 1C industrina or 31.3% cited this as the most important

cousc, Time overrun in construction (8 unitn) -and delay ill Hl::h:l.ncrr arri-

, .'“11 (6 units) werc also rcf.erml to. One unit. uﬂ w Mpd)er. cited .

un1lat:.ral mark up h]r the seller of equipmunt aa ﬁ

unit said ch‘mgu. inapecificatiun of uquipaent was thf. mﬂin cauae fﬂr :q:at.
cscalation., This last unit had a poor repa]rment purformance. Pour repayers'
cited time overrun in machinery installation (7 industrics) ﬁﬂ"—‘ in loan_

processing (7 units) as the principal causes. If we allow for the fact

it

‘that “entreprencurs' I‘LfﬂanCL to loan processing declays carﬂ.cﬂ a rnuhjec—
-"'Jﬂ :; o o

tive preference in shifting the responsibility, than mmm :I.n mcmlnerjr

e b il

installation - possibly the result of unpreparednesa a!ul ﬂmmgemnt -

may have been the more important factor', Time overrun in mhﬁltl'uﬂtiﬂs the

plrnt was also cited as an important cause by man]r pnar rcpayers (6

units)., In thc case of better repayers 3 uu:lta stat;nd that dclay in the
arrival of machinery after placing the ordcr was the causc in addition

to another 3 units which cited delay in loan processing.

]_ Tl oo doom mmndi e pwatt gl R e L T R SRR o . PATE g AR L e B =T .



(iv) Procurcment of equipment

An important aspect of the irplementation stage of industria}f pro-
jects is the procurement of machinery. Disputes over choices about source,
origin and type of machirery between the entreprencurs, DFI's and agents
of suppliers often creaze delays. In the such casc Hr;:mg choices may
woaken thc operational basis of the project :onsiderahly. Eerc uneconomic
and inefficmnt choice of Hcll:i.nery ny also underminc the ﬂﬂbﬂity af

a project. X

4

However, no ,hrpomais relating mpamt parfm and sourcc of
machinery could be valijated fram our findinga In m a clear majo-
rity of 34 projects had. imported at least part of thetr ﬂl:h:l.ner:les from
the Developed countrics in the West Japan and other Far &mﬂmm:ries
followed closely as tie source of machinery for 25 projects (these numbers :
are not exclusive)l. India was the source of machinerics, though not ex-

clusively, for 6 projects., : o, f i

There. is thus o clear association of the au'l.qur.-_'nf._ supply with the

t performanc. However if we comsider the responscs against our

| emtire sample of 42 srojects, them we sce that there is a slight tendency

e L

fi : porc ir equi
or better paying pmjects to have w morc qu thi.:.'lr quipdment from
Jestora sources- S wojects out of ﬁ”ar 83.3% of our sample, ‘while for

orl m mil projects out of 31 in our sample, i.e. 6? 724
chviin ' w countries. On the nther side. pcnrlji re-

¥
|-
| -

re W relatively morc of their machinery from the

| E A, et

Far East m tla ‘better repaying projects (50%). It can be obscrved
that in I:he case 2 6 projects which imported some part of the machinery
from India, 5 were poor repayers. Thus it may be indicated, through not

conclusively estatlished that better repayers appear to have shown a




greater tendency to import from the Western developed countries, while

thc poor repayers showed a relatively stronger preference for obtaining
machineries from the Far East and India. However, all groups of repayers
showed that the Western developed countries werc their principal source

machinery.

- ._.ﬂ-—_ -

When our respondents wherc asked about the availability of alterna-
tive sourcc and types of machinerics, 32 industries of the 35 which res-—
ponded (88.6%) said that no such alternatives werc available (Table 1=8).

Only 3 industrics said that cheaper and/or more capital saving technology

was available. Better productivity was cited as the reason by all these
3 units as their reason for prefering more expénsive and/or capital
intensive technology when alternatives were available (Table 1.8A). Qua-
lity control (by 2 units) and the need to avoid labour trouble (by 1 unit)
wore also cited. Only one industry (poor repayer) said that local supply

was available when hc instead opted for importing mﬂchinerr;

(v) lodes of procurcment of equipment

The procedure followed in sclecting machinery for a project is onc
arca which entreprencurs feel to be a problem. The vested intﬁfests of he
officials involved, of the entreprencur himself or thc persuasivencss of
local agents of suppliers together creates a disputc where often the out-
come, the order of the machinery,appcars to be cconomically irrational.
Understandably most of industries, 25 units, (Table 1.9) said that consul-
tation with the loan agency, BSB or BSRS, was made when machincry was
sclected. Discussion with agents of suppliers and dircct correspondencc
with the suppliers themselves wcre done by equal numbers of industries

(11 units). Aid tying, wherc their machinery was tied to the loan source

took place in the casc of 3 firms. Consultancy firms werc also cited by

e

&
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"dircct currésponﬂence with repayé}s", ?32“ wére* poor repayers. Where
import of machinery was tied to loans, 3 out of the:& units, (752) were
poor repayers. In the case of consultation with ESB and*BS?S, the poor
repeying units hﬁ& a relatively low share 72% (18 uni;s pr of 25 units).
Thus it appear that for poor repayers, relﬁtively spcaking, discussion
with local agents of supplicrs was more impqrfant1ih procuring machinery
then direct correspondence with suppliers,'nr‘consultapiun with the loan
agency. If we assume that local agents of supﬁljer had their own interests
in mind and that reliancc on local agents rcflected the borrowers in-
adcquacy‘in.negntiating machinery procurement, we may understand why these

projccts would later facc repayment problems.

Performance

Profit Eotos and Repayment

T

-
: to be most directly related to

B R .
=)

by firms are supposed to be made out of gross prﬁfits. and

' :fiE!Q9!B:p about net profits were less satisfactory, we have taken
gross profits as the indicator of repayment ability. Furthermore as gross

profit in absolute terms werc not a very meaningful -efficicney criterion,
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If we look at Table 2.1 to sec the distribution of the 23 units in
this sample, we sce that 17 units (73.9%) showed positivc gross prafits.
0f these 9 units (39% of Ehc total) had high profit ratcs (GPR > 20%).
The profits of amother b units (172) had profit ratcs between 5% and 20%.
Four units showed positive GPR but carncd less than 5Z. Thus in general

most of our units have bcen profitablc, and somc quite highly so.

In contrast 6 units have rcported losscs and only 1 showed losses to be
morc that 20%. The losscs of the other 5 units werc lcss than 20% of their

solcs.

-

On the whole thc averagc GfR for the entirc sample was.lg;ﬁx. However
as Table 2.1 shows thcre is no :leﬁf rclationship between GFR and RP. Of
the 17 industries which showed positive prufitsisaiea (GPﬁ.hnre than 0)
13 wcre poor repayers [RP lcss.than 253]. That is, many proiita!}e-{qdus-
trics showed poor repayments. This may be seen in the case of the 3 most
profitable industries (GPR more ﬁhﬁh 302}. Two such industrics repaid less
than 10% of the recoverable amount. Similarly of 6 industrics whosc GPR
ranged between 20% and 30%Z, 4 were poor Tepaycrs. Thus two thirds of the
9 highly profitable industrics were poor, repaycts. Again all 4 inﬂustries
who showed a positive GPR of between 5% and 20% werc poor rcpayers. On the
other side, of the 6 industrics in our sample who ghnﬂpd*negati?e GPR
o industries werc good repayers, Thus where most of the highlj'ﬁrnfitablc
industrics have been poor rcpayers and some loss uakiﬁg 1ndﬁ§triea have
rcpaid well there scems to be no evidence:that a higher profit margin has

contributed to bctter repayment. This is also Seen’ from the very low

corrclation cocfficient R = 0.0036 (statistically inaignificant} between
PP and GPR.



better recordin repaying ‘their dues. This is seen from the ZIollowing
correlation co-efficient r = 0.251
AGP (P=0.8)
RPP
This is plausible in the sense that ultimately firms have to repay
from the amounts of gross profits they mktle. Thus even if firms were
making high profits as a percentage of sales, the absolute level may have
been insufficient to repay their dues. On the other hand firms having a
low prnﬂt-_aales ratio may have had a higl:r volume of profits enabling

them to repay their dues.

Thus appears that one of the reasons that poor repayment has occurred
is because the volume of profits earned by particular Enterﬁrisea have

sot beea high enough. To check .this hypotheses we compared the gross

firms for cach year for which they provided informa-

wt dues or the total recoverable amount (TRA)

-

Dmes -i overdues for t_hat. year, While comparable

5 T ; = | |
“ ﬂ more than TRA in some mrr aﬁ’&hﬁaﬂ tfaan I:he TRA fur other
m. The RP of the‘se firms ﬁére : Eu‘rrés’pﬁﬁd‘:lngly'better: 192 and 20.27%
respectively. On the other hand 2 firms showed that gross profits exceeded

I2& for all years and their repayment was consistently better (RP = 447,
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repayers scemed to be faced with the prospect of turning their gross

profits into losses if they sorviced their debts.

Thus the volume of gross profits emerges as a determinant of the re-

" payment performance. The valume'of gr&ha profits would depend on both the

profits to sales ratio and also the volume of sales. From our results it
appears that the volume of sales has been more important in contribu-

ting to a high volume of profits than the profit to sales ratio:

r a6t = 0.29
Average profits (P=0.00) average profits (P=0.08)
Average salecs : average profit

sales ratio
Thus how high the volume of gross profits that a firm will earn
appears to be depend on how large its sales arc. The importance of marke-

ting the product in determing absolufe gross profits emerges here.

We tried in this part to SG€ how the repayment performance of indus-
trics was associated with the two major operational variables: (1) finaﬁ-
cial gross profit rates and the level of gross profits (i1) a physical
variable, capacity utilization (ACPU, LYCPU). We observed no relationship
between ‘gross profit rate and repayment-perfarmante. However we saw that
repayment performance was positively associated with absolute volume of
profits. It appeared that a low volume of profits was 1inked to poor re-
payment. On the other hand we saw that the volume of profits itself was
related to the level of sales. The volume of sales that is the ability
to produce the product and market it becormes important for good repayment

performance.

(ii) Capacity Utilization and Repayment

There is significant evidence that high capacity utilisation is asso~

- - e b e e llf'i“'i?.ﬂ'-



is positively related with both these variables. However before we relate
ACPU and RP we may ‘review capacity utilisation of the 26 industrics in
this sample. More than one third, 10 industries (33.52), shmrl thpt their
ACPU was more than 50%Z. Of these only 2 industries (?.H)mt;llized more
than 80%Z of their installed capacity. Asother 10 industries (again 38.5%)
showed very poor capacity utilization: less than 25%. ﬂtngeﬂ:u‘ 16 indus-
trics (61.1%) showed ACPU to be u— nﬁﬂ. Thes in general our mple
industries show r acity lizati

for imdustries in Bangladesh. _'*'.';, e g

As we have mentioned, -however, RP inprnves w;lth#GFﬂ. IHQ is scen in

- the coefficient correlation . RP R = D.dl i e Yo xR bos =5
and(P = 0.01) L
ACPU i ;.

- H"‘:-iu-

which is positive and statistically significant (at ncarly mﬁw
Bowel) (Table 2.2). If we look at the table, among the 19 poor WB

&%) had an ACPU of less than 50%, and of the_qveg‘;.l-,? _units

had an ACPU of less than 252. On the other hand of the 3 good
b y #!‘ 5o Tovis
rm. 2 units had an ACPU of -ure than 50Z. Both thesc units repﬁd

norec than BCIZ of thoir TRA's.

X 5 =
I - i

The positive =association between repayment a.nd .capac:i-.i-:}‘ ”utilizil;:lan
is even stronger when we consider capacity utilization in the laat year.
"hus il case of LYCPU (Table 2. 3), the correlation coefficient is pasitive
@ = 0.52 and statistically significant at the 997 probability levelj; It
may be se:n from the Table that! _ofthe 17 PF";,I.‘.- repayers, 10 units (58.8%)
bad a LYC™ of less than 502 an.& of these 7 units (41.2%) had a capacity

utilization of less than 25% in the last year. Thus most of the poorly

mFm units h~d POOr capacitvy utilizatrion 3in the Jact wsear Me  =bhoa
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However, if we consider capacity utilization as an indicator of an
effoft to operate an industry seriously and well, then we have found sig-
nificant evidence that successful physical operation of a plant tends to

be associated with better repayment performance.

It is interesting to note that no significant re;ationahip could be
established between profit rates, and capacity utilization (Table 2.3 and
2,4) R : 0.04

GPR
ACPU (P=0.43)
K = =0.06

GPR
LYCPU(P=0.41)

What this may mean is that higher production levelg and capacity utiliza-
tion has not implied an improved financial performance in the sense of
marketing products at profitable prices. On the other hand better capacity
utilization may have implied a-éreater commitment to industry and/or to
an effort to repay loans, if necessary, with_funds from sources which may

have been external to the project.

Another interesting aspect of operational performance is that there
is a weak but pusitive'association between the relative time spent by the
project on the application/processing stage with gross profit rates and

capacity utilization. The correlation figures are presented below:

APS = Time spent on the application processing as a percentagﬁ of
total time spent to implement project =

Time spent between loan Application and LC Opening

x 100
Total time for implementation

Lverage APS for the entire sample is 53.2%

R & 0,25 R 0,31 R= 0.18
APS  (P=0.18) APS (P=0.11) with (P=0.23)




fit rate and better capacity utilization. On the  basis ‘6f ‘this evidence it is
ﬁossibie"*fb"uﬁéérﬁé ‘that better project appraisal and plann,;@g may affect
the operational performance of projects positively. It may be noted that-

there is no evidence of any direct relatinnship betwee?f APS and repayment

“—"\rd! .-n L\

performance (R=0.06).

D. Operational e: Entre eur's Perception of Problems i

We asked our entrepreneurs to indicate, within 6 broad groups their
problems in operating their industries. The ‘groups so indicated were raw
materials, infrastructure, - marketing, working capitals, role of the DFI's

and labour and management.

iot surprisingly most industries, 37 units (88.1%2 of our sample)

refexr=d to probleas with DFIs (Table 3,1 to Table 3.6). If we leave this

with raw ﬁateriéls. (34 units, 80.9%), infrastructure

-ttting (33 units. 78.6%), working capital (31

me-ent (28 units, 66.6Z) vere other ope-

T,

de dﬁe-duof—iuuferringtuthese

; :"'..'-"" Fi - =

gﬂlhh of causes we hﬁ?ié ‘ttied mt‘:ﬁ-fy.‘iasues of impor‘tance H the
fuﬁoiiisg mnnér' '-: : find the pet'centage of poor repayers in each gruup
and then to compare them., For instance. if any ‘one pmblem was stated by
5 uwnits of which 3 were poor reyayera, and anot:her problem was also cited
by 5 units of which2 were bad repayers then we have mnsidered the first

prnblu to be relatively more important for poor repayers.,

=~ Tl
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lems '\iith DFI's where amcﬂyeness in
problems with marketing an

ems facing most

Again nf-i&‘léﬁﬁe“ﬁi&ﬂ@’tﬁé”ﬁroﬁ
perceptidﬁiii?'£o=hume extent be-aauuned then
labour ‘end ‘management emérge as the more important probl

poor fepaﬁara." b \

&

(i) Problens with raw materials

problem within each groups In the case

(Table' 3.1) high cost of raw materials were cﬁt&&-brf?pst

Let us now review operational

of raw materials

56% of thhse referring to raw material pruh}am).

h@;f of qhg_g;ujgcts in this group,

jndustries (19 units or

Lack of spare parts was also noted hyv

For poor repayers however, inadequate 1mggrt 1; e was cited as
the relatively greater problem as all the 6 units yﬁn ;1ted this were poor
repayersa. . R A e s &

y :'- % = G .?1.

(il} nfiastruc;g;e problems ; 5

problems (Table 3.2) erratig'puwer
75.0% of sub-

In the case of 1nfrastructural

supply was the prohlem facinb mnst 1ndustri&s (25 units,

group sample). For poor repayers lack of transport (all 3 units were poar

repayers) was also a problem.
(iii) Harketing problems : kL .

In the case of marketing (Table 3.3) high cnats of . nxnductiuu (?

om imports (6 units) and excess. capacity (3 units) -

units}. competition fr
r of units. For pnp;qxgpayers how=

were all cited by an almost equal numbe

ever, competition from imports (all 6 units) nni;ggzesafﬁaﬁacity (4 units

i+
o

out of 5) were also deemeﬁ_impartant. : e

(iv) Problems with working cagital | b A

. abhe rags of oproblems 3in ohtaining uquillg capi.t.al (Table 3.4)



(v) Terms of borrowing:

High interest on term loans was a problem facing most industriga (24
units, 65% of this group) with respect to the DFls gh‘hle 3.5). Problems
in rescheduling loams were also cited (17 smits). lh’t,h telat:l.relj poor
repayers, lack of followsp by M"F an isportaat “lﬂ (ﬁﬂ of units

Ry ] -

citing this were poor lm,l‘-j. e T C8S <afii

('iJ.L!!!!EJ!!L!!!!!E!EEE.E!!!EE!!

In the last gruup of operational problems, Mﬂ management,
(Table 3.56) unavailabilit]r of skilled labour was a Fﬂlﬂ“ most in-
dustries {10 units, 35.77 of the total). Labou.r d:l.sputﬂ (7 _Iq ﬂ) and
poor management (7 units, 257) were alsu citEil. Rehtivelj. H “g&
meat was a greater poroblem for poor repayers (861 of Mﬂﬂ‘ this

—::—rmera)- 5 | | | _-,-*:_‘

pns of official
.:' e = : | ; 'ﬂ"
Dur respondent industries also gave their comments oa ml:

policies in relation to their operational problems. Im m
inadeguate financing, insufficient pratectiun and hiﬂem miﬂﬂ‘t

of imputs and raw materials were identified by m M
able 3.7.

o

38 emits gave their comments and the findings are

Most of the industries in the sample, 24 units (63.2!),# thl. inade-
Guate financing was the problem, while a noteworthy ﬂ.ﬂ 7 -:I.t-) said

that government policy did not provide adequate

Some 13 umits (34.2%) said that high taxes oa of inputs, in



While inadequate financing was a problem in general, poor repayers
scemed to object more to it than better repayers. While 62% of the 29 poor
repayers referred to this,the correspondihg proportion amohg better repay-
ers was 33.3% (2 of the 3 units). Higher taxes on imports of inputs was
also causing more problems to poor repﬁyers (37.9%) than to the better
repayers (33.3%). The proportion of better repayers referring to insuffi-
cient protection against imports in general (66.7%) and inadequate import
liscenses (50%) was greater than the .proportion of poor repayers (41.4%

and 27.6% respectively).

E. Operational Problems: Various Aspécts

hside from the direct quantitative reiatiaqshjl between operational
variables énﬂ the perceptién- of entrepreneurs abcu* I;he_*prpblegs 1they,
faced we also tried to collect information related ‘c var}ous agpects ey
operational performance. Information on incidence ard causes of lgj-off.
problems yith the import of spare parts, labour orgen cations and pruplems
of management were requested an? to some extent obta:red. These findings

are presented below.

(i) Layoffs .

lMore than %rd of the industries in our sam-le - i.e. 'F units out of
42 (368%2) - said that their plants had been laid off at lcact once. There
is no evidence however that bad repayers had 1cen more affi:cced by lay
offs then better repayers. Out of 25 units whi:: repaid le.; than 10% of
the TRA, 11 units (44%) reported lay offs whilc among the 5 good repayers

as many as 3 units (50%) said that their plant kad been 13 .d off at least

once (Table 4.1).



repaycrs cited this cause. Lack of raw materials (6 poor repaying units)

and power failure (4 poor repaying umits) were also causes.

(ii) Import constraiats

Fore than half , er 10 snits out of 13 waits (55.6%) which res-
ponded d-*ﬂﬁyh&dmmmmmcear—
per's “MM), iﬂleamita said I:hl:-y did not do so. ﬁga:i.n
th;u; o= o tread memifested in re.l_.gtt:lun to repayment performance.

" Of the 19 units which responded to "reasons for shortage of spare
garts", most (11 units, 57.9%) said f1nanc.ia]. constraints were the reason
(ﬁ £.4). inother € units (31 6%) said that inadequate import liscence

camse. One unit, a pnor repayer, said that ponr managenent was

For poor repayers also this order of importance for import

Bs seems to hold.

bour problems

1C units (éé.Eﬁ) out of the 39 units which responded to this Questian
(Table 4.5) have reglstered Trade Unions. Formally elected Collective Bar-
gaininz Agents (CBA} were also prcsent in 11 units (28. 25 Gf the respon-
ding umnits, 6 units (15. 3%) faced 1abour problems while 2 units (52) re-
ported labour violence., It isg interesti*:ng tu note ﬂmtmmmto
better repayers reportered having CBAs.Four units out of the 6 units repor-
ting labour problems were poor repayers., From this evidence one may be
tempted to deduce that the presence of a CBA in an enterprise tends to be |

associated with labour problems and this in turn leads to poor repayment



J 28

! 5 gnmi_ repayers reported trade unions, only 1 unit had a CBA, and again
only 1 unit reported labour problems. Again this would indicate that
absence of a CBA is conducive to better repayment performance. The signi-
ficance of this proposition is of sufficient importance to warrant an
independent study based on a much wider coverage which can attempt to
trace the relationship if any between trade unions, CBAs, labour problems,

production and surplus generation in enterprises both public and private.

Management Problems

lle saw earlier (Section V-B) that proportionately more poorer repay-
ing firms cited poor management as one of their operational problems.
Since this is a self-assessment presumably more fims. face manégement
problems than are willing to so admit. Hhilst:.an analysis. of a firms
management capacity merits independent and more expert review .m: sought
to apply a rather cruder measure on the basis of availible evidence. This
was done by estimating fhe management labour ratio for the different re-
payment groups. The presumption was that a high management labour ratio
may have contributed to improved performance and hence repayment. Needless
to say such a ratio is a most inadequate indicator of management capa-
bilities and could indeed imply poor management capability. In Table 4.6,
we sce that in general, the average numbers of directors and managing
staff per unit seems to be very high., On average for the 35 units which
supplied the information, there were 4,3 directors per unit, 41 staff mem-—
bers per unit, whilst the average number of labour per unit came to 170.7.
Thus on average the management to labour ratio came to 1:4.17, which
means there was one member of the management for every 4 labourers. Inter-
estingly the group of the best repayers (3 units whose repayment was > 80%)

and the group of 15 of the worst units repayers (RP < 5%) both had a higher

management to lahour ratio (1:3 and 1:1.82) than the average, The other



number of management staff is no compensation for good quahty management
and may under some ::1rcum$tances impose high establishment cuat on an

enterprise which eats into its repayment capacity,

. Balancing and modernisation and cxtension

tiom, -eplmﬂmmmd“mmﬂies.
mrm-m“ld indicate that in gemeral thqml:lml perfor-
m_ﬁm have béen meaaful cnough tneﬂ-l:*nd providc
fll‘ fu'tlmr investment in the plant for expansion and ﬁ!ﬂ'ﬂiﬂ:ﬂt:lm
Formally this would mean that better repayers would invest inm On the
other hand the owners of poorly performing enterprises may nlﬂraﬁ'luﬂt i;:t
3EE given I-:he need to ‘modernisc or rEpiace their machineries im order to
improve npgratiunal performance., In Eil‘.l;lﬂr casc investment on BMRE would
signify a committment to the operstit;rne;.l'perfme of the :lﬂtr;by
E‘@ entrepreneur. _ 25 ;

Cf the 34 1ndustr1cs which resmnded to our questiom, 13 iﬂtﬁes.
or more than one third (38, 22), reparted investing for BRE, wm*
dastrics 9 units were poor recpayers, which is 35% dm#m
ithtxi_s (25 units) which responded to our questiom.: &#w .
of EB= S good repayers 2 units (40%) reported mm Thus
it SPpesxs thet the proportion of good repayers I‘m in
ﬁaﬂﬂrﬂiﬁlrhisherthanﬂwpmmiﬂ £1

Inw et s BT I . s o




1V. ENTREPRENEURS PERCEPTIONS

A. Problems in Repayment

Whilst hitherto we have loaked atrthe repayment problem from its
various aspects, the problems of repayment as perceived by the entrepre=
neurs themselves still remained undichSSEd. In this section we report
on responses by the entrepreneurs about their viéwxof the problems in-
volved in repaying loans. The problems were broadly grouped as opera-
tional, high taxes, accumulation of interest on loans, escalation of for-
eign currency loan value due to depreciation in the external value of the
taka and problems of repayment due to delay in project implementation.
Accumulation of interest on loans was cited by most of the 29 projects
(70.7%) of the 41 project who responded (Table 5.1). Escalation in the
value of foreign currency loan was stated as a problem by 22 projects
(53.6%). Delay in setting up the project was also ;ited as a causc of poor
repayment by 18 projects (44.0%). Surprisingly only 15 projects or just
over %rd of the sample (36.6%7) said opcrational problems affected repay-

ments. Eleven projects referred to other causes.

But if we look at the proportion of poor repayers under each head of
problems then we see that all 4 industries citing high taxes as a problem
were also poor repayers. In other words high taxes did not affect repay-
ment for good repayers, Considering the small number referring to this
factor we should not plaée much importance on it. Thus uperatiaﬁai prob-
lems seemed to be the most important cause for poor repayment fﬁr poor
repayers, As many as l4 units out of the 15 units Eiting this problem
(i.c. 93,0%) were poor repayers. It is perhaps not very surprising that

poor rcpayers faced operational problems. On the other hand none of the

=N BT TR, = o o, L o e e e+ e P B s nnn?-ﬁf" l"l'l"iﬂ1 nl"ﬂblﬂ‘ms
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portion - 75.9%,0f this group. Sim:llarly depreciatipn nf the Taka, thﬁugh'

cited by 15 projects, was the concern of 68.2% of the pnnr repayers.

Thus we see that operational problems, delay in setting up projects
and high taxes were particularly important problems for répayments by poor
repaycrs while accumulation of interest and taka depreciation were cited

as contributing to poor repayments in general. '

B. Mt Policy on the Repayment Prnhlems and Suggested Changes

In an open ended question entrepreneurs werc asked to comment on
government policy about the repayments problem and what changes in that
policy they would recommend. The response of the entrepreneﬁré were_ many

| waried as mey be secem from the number of column heads of Table 5.2.

mﬁ of which 3 units were good rcpayers (50%

s 23 mmits were jpoor rq:ayers (74.2% of the 31 poorly
= 1'55* 'i'..- v P

ﬂ -' tﬂ.'ll _11!} while 4 units repayed

sample of poorly rcpaying units (23 units) felt that intc:est ra‘Fes shnuld

be lowered. On the other hand, only onc of the 3 better repaying units
fclt that interest should be lowered. Stabiliziﬁgvthu éxchangc rate of the
taka was recommended by 6 units (20%). Of these 5 were poor repayers while
1 wnit was a good repayer (33.3%). Greater support for ecxport industries,

e e L oot o Tawer rates: more instalments for repay-



Al
H:ﬁ loans and more working capital loans should be provided were the next most
cited recommendations (4 units, 13.3%). Lower customs duties, support in
marketing products by the government, price support, and interestingly,

clearer policy formulation and execution by the government was recommend

by 3 units. Greater protection, cancellation of interest on overdues (2
units each), and provision of subsidy, withdrawal of loan default cases,

more liscences for spare parts,special consideration for disinvested in-

B ey 1 RS vy o e 3

dustries and simple rules for machinery procurement were other recommenda-

i tion by 1 unit each.

Recommendations by poor repayers in particular were“directed towards
; support for exporting industries and stabilization of the exchange rate

(both by 5 units or 21.7% of the poor repayers). Support for exporters was
i recommended only by poor repayers. More working capital loans, more ins-
talments for repayment, discrimination between sincere and insincere re-
payers and conversion of foreign Currenc} loans to local currency'lbans
were all cited by }; poorly repaying units. All these recommendation are
distinctive by the fact that none of thé better repayers recommended these.
Regular power supply was also recommended by 4 poor repayers, but this was
also the recommendation of 1 good repayer, Three poorly repaying indus-
tries each recommended lower customs duties and price support. In con-
trast none of the better repayers did so. While lower interest on working
capital was also recommended by 2 units it was not exclusive to poor re-

payers - one better repaying unit also recommended this.

To summarise, if we leave aside lowering of the rate of interest on
term loans which was a universal demand, stabilizing the foreign exchange
value of the Taka, lower interest rate on working capital loans, greater

support for exporting industries, regulhr power supply, more instalments

e e I, RO



loans to local currency loans and that government should carefully discri-

minate between sincere but unsuccessful defaulters and wilful defaulters.

Steps taken by entrepreneurs to improve performance

In an open question entrepreneurs were asked to discribe the steps
they had taken to improve repayment performance. Not very surprisingly
only 14 industries responded (33.3% of our total sample, Table 5.3). Of
these 10 units fell into our cl&s_sificaétion of poor repayers, which meant
that less than one third of the poor repayers felt it r;eceasnry to respond
to this (10 units out of the 31 poorly remyiné units in our sample). It
may not be incorrect to suppose that.this reflects the level of serious-

mess with which poor repayers consider the problem of repayment.

Of those reportismg om actions taken to improve repayment, the must

responses {3 smits or more than %rd of the sample) were that they

g sales promotiom drives and increasing their investment
sl

L AR S

e
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Four umits said that they were tryisg to rephase their loans which
is not really an answer we m‘i‘mm as it does not imply any

-

effort to improve their (the units) own performance. Otherwise however,
undertaking BMRE and diversifying their product lines thereby increasing
capacity utilization appeared to be the next most common responses (3 units

each). Interestingly 3 units also said they intended to start repaying.

Cther responses cited were related to decrease in operational costs,

PEN, OF SgEEERE RORRE SO Sl S o e r. - & - - = & -



V., SUMMARY el

Scope of the. paper :

This -pa‘per - has attempted to bridge an important infer-ueieﬁ gap
regereing the repeyment problems of yrivete sector industries financed ‘Ey "
the two premier DFI's - BSB and BSRS.. 'I‘hie was done in two ways; (1) to
relate the repayment preblet; to operational performance of the DFI's and
(ii) to indicate the eereeptiene of the entrepreneurs with regerd to the

5

problems of repayment and government policy in general.

The findings arg based on a Survey work ‘of private sector industries.

The difficulties faced in undertaking such a excercise, the restricted

. nature of the sample and consequently the tentative nature of the conclu-

- 'gions has been discussed earlier (Srecti'en 1Y,

-,

The operation of the project in relation to its repeg;nlrt per formance
was followed, in this paper, from its earliest stage: the setting up of

a project. The results of our survey are Summarised below,

Problems in project initiation

(1) In the project jdentification etage.,the lack of market m!urlntien
was found to be the most common problem. It was alsé found htﬂ' l:hat. mar—
keting was also one of the most common prehlele faced m;mctrme 1n
their eperetienel stage. For poor repayers another serieee prohlem et this
stage was "misleading expert advice”. This would euggeat- thﬂ'l: “uninformed
investment advice could lead to iinve_et-ent problems. Tl:m! in general (i)
comprehensive market studies for industrial prejeet:e and (ii) a well
staffed inveer.ment advisory body would lead to jmprovement in the opera-

tion ef' indueeriee .

(ii) Delay in +he disbursement of sanctioned loans was another prebleu

o eivaa &uEEicient equity and relied



(iii) Increases in the prices of cmtruction material and in the pr:i.ce
uf imported machinery were seen to he the main facturs causing escala’tim :
in the costs of the projects during implementatinn. For poor repayers, tl'ie
second factor was more ‘important., Hﬁile escalation in cnsté was a pr_ab—-
lem in general, poor repayers in our sample faced_ at_har§ gat_:alatiun of

costs. Delay in loan processing and for poor repayers particularly, delay

in machinery installation, led to cost escalation.

(iv) Cur sample projects showed a bias towards procuring maéhinery from
the developed countries, as opposed to developing countries. Though
amongst the develnping cauntriesf those of East Asia were most significant
as sources of supply. There was some suggestion that poor repayers tended

to import relatively more from the Far Eastern countries.

{r) Zlsost 2ll the idestries said that cheaper and or more labour inten-
m_“lﬂlﬂleduﬂnywﬂa'dtheir

“ﬂ- 7

There is thus a general evidence nf.' inexperience, unprei:&::gdness and
poorer management in the case of poor repayers. This is manifested in con-
fessions about being misled by 'experts', weaker financial basis, ineffi-
cient negotiations in machinery procurement leading to cost escalation,

delay in machinery installation and greater reliance on local agents in
procuring machinery.



~vailable evidence indicates that in most such cases the volume of gross

profits tended to be inadequate to cover the TRA due on the loans. Borrowers

appear to have respondﬂ* to thls situation by either not servicing their

1 debt or doing it at well belnw the due rate thereby cumulatively 1ncr9351ng
the TRA every year. The olement of wilful default thus appears to the ex-—
tent that few borrowers were willing to service their debts by bringing in

cash from outside the cashflow of the project itself.

(ii) In the case of our physical variable, capacity utilization, we found

that better capacity utilization was ~nssociated with better repayment per-
' formance. This suggests that improved capacity utilization signified a
committment to the improved performance of the industry. On the other hand
i as there was no reletionship between capacity utilization and gross pro-
i fit rates, it seems that an ability to produce well at the plant level was
} not matched by the financial ability to market their produce at profita-

bl

{2

prices, The prnblem of marketing thus surfaces here, Alternatively
the financia]. record may not alwvays reflect an accurate statement of

financial peffnrmanae.

|
:
B
:
|

(iii) There was a weak suggestion that both profitability and capacity
utilization were rclatéd'to the dominance of the loan processing stage in
+he total time taken for implementation. If this dominance ipdi:atés the
extent of care and attention paid to project éppraisal. then our evidence
is that of improved operational performance, meﬁsﬁred both financially
(high profit rate) and physically (better capacity utilization). Thus a

recommendation for careful project appraisal is borne out by our evidence.

Perception of problems by the entrepreneurs

(i) Difficulties with the DFIs was cited as the most common problem for



in clearing working capital loans by commercial banks and lack of skilled

labour were the most common specific problems for all industries.
(iii) For poor repayers competition from imports, poor management of
industries (specifically cited) transportation problems, inadequate import

liscence were problems in addition or in particular,

(iv) Inadequate fipancing, lack of protec'ti'uii : frnm imports, high taxes
on input imports and inadequate import liscencing, ‘problems associated
with government policy was said to affect repayment. For poor repayers, |
inadequate ﬁnancing; was particularly important, This reflects their shaky
ﬁna;lcial basis. |

raw materials, power failure.'aa and problems in marketing led

2 few industries (%rd) in our sample; there was how-

. this affected repﬁyﬁeni:’s.

D tlul: better repayers managed

Tepayers. There were more orga-

iR
R

valuesof the Taka were problems ﬁﬁa}mﬁt‘a' in general for all

)

> industries. For poor repayers however operational problems, in parti-

cular, and delay in implementing the projects were identified as special

: contributing to poor repayment.
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5, and stabilizing the exchange rate of the Taka. Poorly repay:

stries however had a range of}recommendation ranging from more Supp!

S

‘regular power supply, greater number
P

export oriented industries,

yment instalments and government support for marketing products.

yers also asked the government to differentiate between sincere

ulting repayers and wilful defaulters.

rts _to improve repayment performance

Not surprisinglg very few industries in our sample C%rd) bothered

!‘:

cuss what steps the ormance.

y were taking to improve repayment perf

e industries pr

/
also consider the fact that almost none of our sampl

us with repayment accounts from their side, this attitude may ref

. seriously the sample units considered the repayment problem,
Those who réspdnded said that increasing sales, working capi

resting in BMRE, diversifying and increasing capacity utilization

ys in which they were seeking to improve their repayments performan



Tﬁé prnﬁlems Qf repayment to the DFis has posed a series of critical
questions to policymakers which q;}}_need to be resolved if the indus-
' triallsatiun prncess is to be sustained. As it stands earlier studies
have confirmed a massive and pervasive. default, largely of private

borrowers, on loan obligations to the DFIs.

The ongoing default has invoked the attention and concern of the
donors to the point where principal donors to the DFls have significantly
m;ailed disbursements until evidence of remedial action by GOB on the
default issue is at h-arid.. :‘fhiS impasse which was formalised in the Memo-

randum of Understanding (MOU) between the principal donors and GOB as

far Beck as 2 March 1985, has not been resolved even ihuugh a full year
ses lagses.’

e=rlier”™ and bears repetition that the M.0.U.

#ifficalties to the extent that it directed

been discussed elsevheraa and indeé‘iliiupinges on the écnnbmic- b;nblem.

-~ Our Present study has attempted to address the economic problem which
:”atgla from the incapacity of the'burruwing entreprises to generate suffi-

cieat surpluses from the projects set up with borrowed funds.‘



Action against defaulters

The Price Vaterhouse report has suggested that there remain a large

numher of borrowers who are indeed operating their emngrprises at a prn-
LRt J - i

fit but are still not servlcing their loans. The DFIs have as a conse-

quence cumpiled a list of deliherate defaulters. This 1ist of defaulters

with BSB and BSRS indicates that borrowers have a capacity to 'service
their debts but are unwilling to do so. This capacity may be reflected

in the balance sheets of thé concerned enterprise or indeed in their con-

+ .gumption and investment . behaviour external to the entreprise. The DFIs

have initiated actions under law against some of these defaulters, It is

not clear how many of these have actually been proceeded against so it

. is difficult to gauge the operational significance of the defaulters list.

To the extent that there are borrowers who can be categorised as
wilful defﬁuitérs it wﬁ&id be presumed that they be made liable to.ins-
tanteous action in the way of repossession of thég% industry and/or other
collateral against which loans from the DFls have been obtained. Other
studies undertaken for the Commission have addressed Epg.aelves to the
adequacy of the legal cover available to the DFIs to :écnrer their dues
and to possible rectifications in the law to soO enpouer then Ehuever
beyond the law.remains, the will to apply such measures and to enfurce the
outcome uf the law. Such decisions have in the sncietal cnn;px;”pf Bang-
ladesh been more difficult ta_take within a general clinaté of 1ai dis-
cipline in enforcing state authority. It thus becnnes diffi:ult to

differentiate between inadequacy in the law and reluctance to enforce it

in trying to understand why efforts in recovery of defaulted loans have 4

yielded such modest results. L SR

In the last year, presumably as a consequence of the commitments

under the MOU, the DFIs have" been- pursuaded to more stringently use the

S e e ga e Ao SRR 1nitiated. againat 230
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bcrrowera: have the caﬁacit} to sérvicé-their loana. Whethet this cap&eitr
comes from with;ln the burroﬂing enterpriae or frm ‘the more di\rersified;
cumercial invulvements of the borrower is not .always apparent. The
cnmplet:c absence of 1nfnrmaion on the financial circumstaﬂces of borrow-
ers :autsida‘ of their DFI sponsored operations makes such an estimation'
Vil'i‘.llﬂ-,n]’ unreélisable. It is thus not possible to know if DFII' }'é.snu:nea
have becn diverted to income éamii.hg" activities other than those promoted
by .l:hc DFls Hhitl'lrll;aj’ have a éﬁméwhat better cash flow than the pi'ndm:-
tive catreprise set up through loans. |

-

Capacity for debt servicing o 8 n

In any case at an:.aggrcgati\re levé_l“ there is”no. evidence that

currest rates of recovery have improved in' t:ﬁe DFIs in the last year. It is

. #ffective loan enforcement is a necessary but not
| emsarisg prompt and adequatc repayment by

J -

om the basis of the records of some

entreprises can demonstrate

' ém of default thus has to nat:lsfm:torily resulve the deter-
minants of a deliberate default. A failure to generate adequa‘e profits

tn m;h:e debt and retain cash in hand may under some circumstances

. a deliberate default. Legal. action will under thesc circums-

tqull aﬂu, realise some of thc debt but may damage the viébility




more ssrisus problem. There is abundant svldsnss from our studies of a

'1srgs category nf hsrrswsrs from DFIs who are nst gsnsrsting sufficient

surplusns, msssursd as grsss prsflts, which can sustsin thsir tspsymsnt

shligstinﬁs to the DFIs. ss these shligstions accumulate thsy are com-

" pounded by the accretion of intecrest and penal interest. The insdequssg

oftths surplus (section V) is indicstsd by the fact that the gross pro-

'fits of 8 enterprises out of 12 sntsrprisss providing us with data fell

e
below their debt service shligstions to the DFIs. In such circumstances

sslicymsksrs will have to decide between liquidating the enterprise or
of addressing themselves to the psiisy and management regime needed to

make such projects more viable.

Establishing Borrowers Accountability

" The failurc to generate suffici.entlaurpluse@flects in the final
analysis the misiudgsmsnt'sf fhe entrepreneurs in the choice of their
investment as ts the msrkstsbility of shs output and the policy environ-
ment within which they operatc. Thcssr are in turn compounded by the
borowers lack of sx;srisnce and inadequacies as a manager, in selecting
squipmsst, ssmnissisning it andgoperating it ' sfficiestlj. Whilst our
field study captures some scknswlsdgsmsnt by ths_rsspnndsnts df'thsir'
msnsésrisl insdsssssiss in ms%iipsrt there is a se;den;i_;s ;hé psr£ sf
borrowers to blamec the gsvsrnmsst for their operational prsﬁlsss. We have
registered their complaints on delays in committing and dishussing the
loan, for such problems as jack of credit, lack of raw materials, insdsst

quate powgr supply and foreign competition. : S

In actual practise thsse are all known prnhlsﬁs ts'sntrsprsnss%s not
just in Bangladesh but many dsvslsping cuuntries. Even in Pakistan timss,

= T B e e S ST N 'h!'hilst ﬂEla‘i’S in loan



others, This suggests that such dclays were attributable not just to red
tape but more serious time and attention invested by both borrower and

DFI as to the feasibility of the project.

The large number of projects.sanctioned after prpfuma review of
their cconomic worth and commercial viability, may indeed r_eflcct the
misjudgement of the DFI. But in any financial system in the world the
burden of this misjudgement is borne by the borrower. It is not for him
to blame DFIs for sanctioning loans in crowded industries. The borowers
are supposed to have made their own market studiés which not only take
into account current installed capacity but also new capacities being
created by IFI and other lending agencies as well as possible competition
from imports, legal or illegal. Such studies are expected to examine

fatawe tromds in -!'t demand. All such exercises would be taken as

my lamesior risking their own cquity.

to stake omly limited cquity,
their tﬁiggﬁl_"mtmprer
sts that a mumber of first
“{'apital at their dij#p:rsai

and/or am unwillingness to risk what capital they have, look to the
ﬁer-at to finance all imre_stment, including tﬁf& equlit]r component.
Iﬂf equ:lty cover may come from the Investment Corporation of d’,ﬂanglndesh

or by t})e cxpedient of overinvoicing their imported EQuipment or by over-

stating ﬁ:structmn and land purchasc costs.




domestic investment is treated as a secondary interest, since the entre-
préneurs real equity stake is negligible and their income already
assurcd. The.cumpulsinn to make a correct investment choice would thus
be subordinated to the need to secure the largest DFI loan possibie, This
ofcourse may, ab initio, overcapitalise 'the project. Where in fact part
of the capital is kept outside and cannot generate returns at home, the
carnings/capital ratio falls to the point where losses become inecscapa-
ble. In such a situation bankruptcy would follow. VWhere however ?nrr&%érs
can avoid hanﬁruptcy by declining to service their loans and can get away
with this because of lax law enforcement, bankruptcy can be avoided.
Here we have'the spectacle observed in this study of accumulating gross
profits and default in debt servicing, adding up to notional net losses

which arc covered by failure to mec® debt servicé obligations.

Within this perspective we presume that thc se*us investor/borrow-
er anticipates their operational environment and then demonstrate the
capacity to manage the entreprisc cfficiently to generate profits within
this environment. These profits are then used to service debt in time and
to reinvest the surplus in new enterprises. Estimates of profitability

on which the investment is justificd take into account the rates of

intercst on capital which are part of capital costs, rising raw material
prices, and cven depreciation 1& the external value of the currency. In
Bangladesh, pnza.]:'t:i-t;ufazu'ljr for those investors who have comc iptn the'
field as in the mid-70's, after the major devaluations of 1972 and 1975,
our studies]‘ indicate that exchange rate depreciation was neither g
large nor §o clearly related to default, It would thus be appropriate gtﬂ
associate failure to generate profits by borrowers to poor invg%&t

choice, planning and management. & . 1"—“
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of repa}rment is systemic in origin. .The compulsion to build up an Hﬂ:re-

preneurial class cuntributed to the laxity in loan apprmral administratim-. 5

and recovery by the DFIs. HTl_'ua: environment was hardly fawuruhle to en-
forcement of disciplme. To this end we would need to look to systemic
reforms in both pnlicjr t;owards the private sector and in the capacity of
the state to enforce its own writ against those with power, influence and

access to the decision mkers.«

However s]ntuic changes remain speculative as to their timing ‘and
outcome., In the meantime large numbers of units have defaulted in their
obligations and this default is heing.;nmpnunded. If repayment perfarmance'
is to be improved our stud}' suggests that the uperatﬁjonal performance of
the entreprises must irﬁpruve to the point where 'sux.'pluse_s can be gene-

rated. Sech improvements may be facilitated by more e_fficient loan dis-

ni moET na?arir_]- in power supply as indicated by our resﬁun-

we #ifficult for any government to improve the

re imports constitute the main source of

3 afﬂuent claas ‘and this is reinforced by lack of price cnmpetitiveneas of

' .

the lncal product, market forces wi_ll continue to strain the resources of

any admi pinistration. Ye would therefore have to ensure that domestic.produ-

- T e - I = - R . | T T s N TR, N T L e o g mh e g B
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Where in fact the domestic market is its‘elf cﬁnutrained hnth by over
capacity and a small and slow growing parket there is uttiie that can be
dnne to improve the prospects for investors who have misread the hehuviur
of the market. Here one would either have to clnse the enterprise down au -

would happen if the’ nnrmal sanctiona “on private entrapreneurs were to

p‘pl]' or the state would have to intervene to both nannge dmaad and

restructure the prnduct 1ines of the enterprise. This takes us :lntu ve.r]r
complex issues of public policy which are beyond the scope of this paper.
But the bottom line would again involve a more enhanced role for the

state.

Where market failure owes to temporary factors however public policy
mlld have to decide whether ith_e hanks_would underwl_'ite the financial cri-
sis nf the enterprise or should let them go under. I_Db\riously the prospect
of érw’ing unemployment. and wﬁsted produéti#e _capi-ﬂ':y"wﬁuld suggest m

form of undervriting by the DFI and NCBs.

To the extent that poverty of the peoi}le and our resources pr'eclil.ude
the enforcement of such tonventlionnl _sanctions as factory closures, any
market induced solution to failures o; management will be very difficult
for any government to 'sustain without resort to :i.nl:erventinn. In aueh
situst:ions pnlicymakers will have to decide whether Eﬂp:l:n§ anterpriaes
afloat w:lll be synnn}rmus with keeping particular en}:reprenqurs afloat.

, This implies either subsidies to such entreprenuers or rescue! operatiuna

by the banks, It is one thing to rescue a public ent.erprise on the grqgnds

. : and

that it is public property .f' quite another to rescue private indiv_
who have already been singled out for public favours by getting psﬂ.m}:ligd
access to DFI loans. At best 1000 hwseholds out of a pnpulatm of - ll)til«ﬁ=

million are so privilidged.



framework which defines policy towards the public and private sector.

Till such time as such fundamental issues of state policy are sorted
out a special managing agency house may be created to restructure and run
the taken over enterprises. This organisation should be drawn from the
best entrepreneur/managers availible in Bangladesh, whether in tﬁe public
or private sector. They should be paid the top‘ malf'ket wage in thé cuﬁntry
and a commission from the surplus of the enter'pris'e. They should be given
a carte blanche to restructure, hire, fire and séll of f companents-"' of the
enterprises, constitute r-nanagement boards with professionals hired on mar-
ket terms and advise on the final disposition of i:he enterprises. Govern-
sent should lay downm broad policy guidelines, rclative to employment poli-
cy, mexi=t rTegime 2ad stilisation of the surplus but would 1n no 'way

- —-l of the eanterprises. The Managmg Agency

work programme and budget from the designated
" " F-: and would be judged at years end

_M_IHS.Inbetueenthereshould

—!lmil: more detailed analysis and Wnn befnreg;it__ t:anrbe deve—
loped imto 2 full fledged policy. _ I

In comclusion it must be recognised tl'__iat any policy intervention to
improve repayment performance to the DFls assumes 2 capacity to excercise
discipline in public | life guided by prin-

ciples rather them personal interest. It will assume the supremacy of
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Table 1.7

SOURCE OF MACHINERY & REPAYMENT PERFORMANCE
(No.of responses)

Folata a8 gy BT RS,
e R B e

R e e

RP Western .
Group(2) Responses  developed Socialist India Far East Others
0-5 24 11(45.8) - 2(83.0) 10(41.7) 1(4.2)
5-10 13 8(61.54) 2(15.38) 3(23.08) :
10-25 9 2(22.22) 1(11.11) 5(55.56) 1;11.11)
25-50 13 5(61.54) . 5(38.46)
50-80 5 . 2(40,00) 1(20.0) = 2(40.0)
80+ 4 3(75.0) : 1(25.0) ;
Total 68 34(50.0) 6(8.82) 26(38,24)  2(2.94)
|
Table 1.8 .
AVATLABILITY OF ALTERNATIVE SOURCES AND TYPES OF MACHINERY |
(No.of Résponses) .
RP No.of : No.of works in which
Groups Responses Domestic Cheoper ,and/or more +  No.such alterna-
(%) supply was capital saving technnlugy tive was available
available was available -
0=-5 13 1(7.69) - 12(92.31)
5-10 8 - - 8(100,0)
10-25 5 - - 5(100.0)
50-80 3 - - ; 3(100.0)
80+ 2 - 1(50.0) 1(50.0)
Total 35 1(2.78) 3(8.33) 31(88.89)
Table 1.8b v

1, Better Productivity

2, Quality control

3. To avoid labour problem & management
4, Due to aid tying

5. Aggressive salesmenship by

6., Offer of after sales service

7 . Others
Total

REASONS FOR PREFERING MORE EXPENSIVE AND/OR
CAPITAL INTENSIVE TECHNOLOGY
(No.of Responses)

Factors No,of Responses

11 =R
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Table?.?
Repayment Performance - with Average Capacity Utilization(ACU)
(No.of Units)
ACU (%)
RP (2) 0-10 10-25  25-50 50-80 80+ Bow Total
2. 5-10 1(25.0) 1(25.0) 1(25.0) 1(25.0) 0(0.0) 4(15.4)
3. 10-25 0(0.0) 0(0.0) 1(25.0)  3(75.0) 0(0.0) &(15._4)
4. 25-50 0(0.0) 0(0.0)  2(50.0)  2(50.0) 0(0.0) 4(15,4)
5. 50-80 0(0.0) 1(100.0) 0(0.0)  0(0.0) 0(0.0) 1¢3.8)
6. 80+  0(0.0) 0(0.0) 0(0.0)  1(50.0) 1(50.0) 2(7.7)
Total 3(11.1) 7(26.9) 6(23.1) 1(30.8) 2(7.7) 26(100.0)
Co-efficient of correlation
r = ﬂ.'fll
Table 2.3
Repaymint Performance (EPP) with éapa:itr,ﬂtilizatiun in Last Year Ptuductiﬂn(CYLYP)
(hﬁﬂf Mtﬂ) = fa A,
| QuLYP(Z)
PP(Z) ©-10 10-25 25-50 50-80 80+ Row total
Lo0=5" 2(20.0)  4(40.0) 2(20.0) 1¢(10.0) 1(10.0) 10(41,7)
2. 5-10 1(25.0).  0(0.0) 1(25.0)  2(50.0) - 0(0.0) 4(16,7)
3. 10-25 0(0.0) 0(0.0) 0(0.0) 3(100.0) 0(0.0) 3(12,5)
4. 25-50 0(0,0) 0(0.0) . 1(25.0)  2(50.0) 1(25.0) 4(16.7)
5. 50-80 0(0.0) 0(0.0) . 1(100.0) 0(0.0) 0(0.0) 1(4.2)
6. 80+  0(0.0) 0(0.0)  0(0.0) 0(0.0) 2(100.0) 2(8.3)
Total 3(12.5) 4(16.7) " 5(20.8) 8(33.3) 4(16.7) 24(100.0)

Co-efficient of correlation
0.52
0.004 )

i n

r
R
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Gross Profit/Sales(GPR) with Average Capacity Utilization(ACU)
(No.of Units)

Fgips .
Ly

_ACU(Z). i o sl :
GPR (2)  0-10 10-25 25-50 50-80 80+  Row total
=20 to -10 0(0.0)  1(33.3)  0(0.0)  2(66.7)  '0(0.0) 3(18.8)
-10:to 0 0(0.0) - 0(0.0)  0(0.0) - -1(100.0) 0(0.0)  1(6.3)
. 0-5 0(0.0) . 0(0.0)  1(33.3) = 1(33.3)  1(33.3)  3(18.8) .
5-10  0(0.0)  0(0.0)  1(50.0)  0(0.0)  1(50.0)  2(12.5)
10-20 0(0.0)  0(0.0)  0(0.0)  1(100.0) 0(0.0)  1(6.3) .
20-30 0(0.0)  0(0.0)  1(33.3)  2(66.7)  0(0.0) = 3(18.8).
30+ 1(33.3)  0(0.0)  2(66.7)  0(0.0)  0(0.0) .  3(18.8).
Total . 1(6.3) .. 1(6.3)  5(31.3)  7(43.8) . 2(12.5) 16(100.0)
cn—efficient of correlation
r = 0.04
(P = 0.43
Table 2.5

Gross Profit/Sales(GPR) with Capacity Utilization in Last Year(CULY)

CULY (%) ,
GPR (%)  0-10 ©  25-50 50-80:° - 80+ Row total =~
L'-20  1(100.0) ' 0(0.0) “ 0(0.0)  0(0.0):  1(6.7)
~20t6 =10  0(0.0) 0€0.0) 0(0.0) * 2(100.0) 2(13.3)-
-10 to 0 0(0.0) 0(0.0) 1(100.0)  0(0.0)*  1(647) .
0-5 0(0.0) 1(33,3) © 1(33.3)  1(33.3) = 3(20.0)
5-10 0(6.0)  0(0.0) * 1(50.0)  1(50.0)  2(13.3)-
10-20 0(0.0)'  0(0.0)  1(100.8) 0(0.0) '  1(6.7)
20-30 © 0(0.0) 0(0,0) . 2(100.0) - 0(0.0) - - -2(13.3)
" 1(33.3), . 1¢33.3)  1(33:3) © 0(0.0) . 3(20.0)
Total 2(13.3)  2(13.3)  7(46.6)  4(26.6) 15(100.0)
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Table 3,1 .

Operational wnovuma - Raw Mate
Azo. of cwmnmv

- 2 : - w

5 : T Sy = (I
4 No. of Units Shortage of “Inadegquate High costs of Othe . 'y i
Croups (%) responding  spare parts import AWV ERLEFISTE ~ —UtHer - m
. liscence % ]

5.01 - 10 7 (83.3) 4 (57.1) 2 (28.6) 4 (57.1) 2(28.6) -}
18.1 - 25 4 (66.6) 3 (75.0) 1.(25.0) 3 (75.0)
25.01 - 50 . . 4(80.0) 1 (25.0) . 2 (50.0) e
| “_
50.01 - 80 3 (100.0) 3 (100.0) . 1 (33.3) 1 (33.3) M
30.01 + 3 (100.0) . 2 (66.7) 1 (33.3) W
TOTAL - 3 (80.9) 17 (50) " 6 €%6) 19 Bl 6 (17.6 :
A na .11_...,.:1 _
Anr . Loor Repayer T %
120 x TOTAT 70.6 um-mw = 2 100 3 =, wu.w o mra.au.l “

g



Table 3,2

owmwmﬂmoamw Problems L.Hrwwmwnﬂcnnnnm

Lo =,

| B 5 ST L

L}

np No. of Units Erratic power Internal wmnw_ow
Croups -~ - ... responding .. source - ‘= - tramsport .Stepping spare .. Others
(7% o Al odt 3 S = e =% Tiproblemg - e parts _ ;
0~ 5 iosdasto.c Miiogay ~ MUBTIMSc = & G A o e g s -
5.01 < 10 6:£95.0) 5(83.3) 1 (16.7) 2 (33.3)
10.1 - 25 4°(66.6) 3 (75.0) < 1(25.0) 1 (25.0) 1(25.0)
25,01 - 50 4 (80.0) 4" (100.0) L5
50,01 <« B0 2 (66.6) 2 (100.0) 2 (100.0)
80.01 + 3 (100.0) 1 (33.3) y 1 (33.3)
TOTAL - . 33 (78.6) 25 (75.8) = A (0 ) 1 (3.0) 9 (27.3) 1(3.0)
100 ¥ Eoor Repayer 7, 5 72.0 160 100 55.5 100
TOTAL o FaGe




Operational Problems - Marketing
(No. of units)

61

Table 3¢3

3 L No. of @ﬁwnm High cost of noawmmwnwon_ _meﬁ Orliars
Groups (%) responding production from imports capacity

=5 13 (76.5) 4 (30.8) 2 (15.4) 4 (30.8) 4 (30.8)
5.01 - 10 7 (87.5) 1 (14.3) 3 (42.9) | 3 (42.9)
10.01 - 25 25 (83.3) 1 (20.0) 2 (40.0)
25.01 =50 & (80.0) 1 (25.0) 2 (50.,0)
5C.21 - 80 2 (66.6 1 (50.0) 1 (50.0)
80.01 + 2 (66.5) 1 (50.0) . 2 (100.0)
TCTAL 33 (78.6) 7 (21.2) & (12.2) 5 (15.2) 14 (42.4)
160 x 20OF Repayer o0°5 71.4 100.0 80.0 643

TOTAL
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Table 3.4

Operational Problems - Working Capital

1 3 A L BY

—

np No. of units ~ lack of . . Delay in Banks Time Othe:
Groups (%¥)  responding collateral ~ issuing -delay taken
of IIGC . in for
by DFIs taking allo-
deci~ cation
sions
0:=5 .13 (76.5) 3-(23.1) '3 (23,1) 3 (23.1) 5(38.5) 1(7.7)
5.01 - 10 6.0 75¢0) 2 (33.3) 1 (16,7) 2 (33.3) 4(66.7) 2(33.3) 1(1
10.01 - 25 2 (33.3)
25.01 - 50 . 5 (100.0) 2 (40.0) 2 (40.0) 1 (20.0) 1(20.0) 1(20.0)
50.01 - 80 3 (100.0) 2 (56.7) 2 (6647) 1(33.3)
B‘G-Dl + 1 (33-3)
TOTAL 31 (73.8) . 7 (22.6) 8 (25.8) 8 (25.8) 11(35.5) 4(12.9)
=
100 piCoL Repayer . oo 4 71.4 50.0 62.5 . B1.87: 75,00

TCTAL °
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 Table 3.5

_ Operational Problems - DFls
(No. of Units).

No. of units  Accumulation Lack of

RP Hon-coopera- Others
Groups (%) responding of interest follow-up tion with
i Crih g loan re-
Tff, scheduling
0. 17 (100.0)  12:(70.6) 7 (41.2) 9 (52.9) 1 (5.9)
5:01 - 10 8 (100.0)  4(50:0) 3(37.5) 3.(7.5 1 (12.5)
10.01 = 25 5-(83.3) 2 (60:0) — 2 (40:0) 1 (20:0)
25.01 = 50 4 (20.0) 3(75.0) 1 (25.0) 2 (50.0)
50.01 - 30 © 2 (6645) 2 (100.0) 1 (50.0) 2 (100.0)
80,01 1 (33.3) 1 (100.0)
TOTEL 37 (88.1) 24 (64.9) 14 (37.8) 17 (45.9)" "7 3 (8.1)
it A
1cc z Socx Repayer  g5;y 75.0 76.5 66.7

851?




Table 3.6

Operational problems - Management and Labour
(No.of Units)

'EE)GROUPS No.of Shortage Labour Inadequate Othots
Units Res-  of skilled @ disputes ‘Management
ponding labour :
0-5 10(58.8)  2(20.0) _ 2(20.0)  2(20.0) 4
5,01-10 6(75.0) 1(16.7) 1(16.7)  “1(i6:7) 7 11(16.7)
10.01-25 * 5(83.3) . 3(60.0)  2(60.0)  3(60.0) =
25,01-50 . 3(60,0)  1(33.3)  1(33.3)" |
50.01-80 2(66.6) - 2(100.0)  1(50.0) - 1(50.0)
80,01+  2(66.6) 1(100.0)
TOTAL 28(66.6)  10(35.7)  7(25.0)  7(25.0) 1(3.6)
75.0 60.0 Tl.b 85.7 100,0
Table 3.7

Comments on Government Policy with Respect to Dperatinnal Perfomnce
(No. of Units)

RP No.of Inadequate Inadequate Insufficient High taxes Others

Groups Units Res- liscence for Financing Protection on Input

%) ponding Imports Imports

0-5 16(100) 3(18.7)  13(81.25) . 5(31.25)  4(25.0) - 3(18.75)

5.01-10 8(100) 3(37.5)  5(62.5)  4(50.0)  4(50.0) = 1(12.5)

10,01-25 5(100) 2(40.0) f 3(60.0) 3(60.0) . _1(20.0)

25.01-50 3(100) 3(100) 1(33.3) 1(33.3) .

50.01-80 3(100) 2(66.6) 1(33.3) 2(66.6) 1(33.3)

80,01+ 3(100) 1(33.3) "1(3343) 2(66.6) 1(33.3) 1(33.3)

TOTAL 38(100) 11(28.94)  24(63.15) 17(44.73) 13(34.2) 7(18.42)
72.7 66.6 84,7 71.4

70,6
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Table 4.1

Incidence of lay-off and R;pay-ent Performance
(Ha.of Units)

RP ; No,of =% No. of firms where pldﬁi'was..
groups(4) observation layed off at least once
0-5 17 : 8
6 - 10 8 3.
10=25 6
25-50 5 2
51-80 3 2
80+ 3 1
42(100,0) 1663851y =——=
Table 4.2

 Causes for Lay-off (No. of Units)

RP No.of Labor  Power  Lack of Breakdown Lack of

groups(%) observa- dispute failure raw of M/C market - Others
tin_ln material e

5 vl 10 o 1(10.0) 3(30.0) - 3(30.0) 3(30.0)

5-10 9 . 3(33.3)  3(33.3) 2(22,2) 1(11.1) -

10-25 1 - - 2 1€12.5). - - 1(100.0)

25-50 8 2(25.0) .- 2(25,0) "H250) - - - —3412.5)

50-80 - P - e X A = g

80+ o, RN e e E, e = 1(100.0)

-

20(100)  2(6.9)  6(20.69) 8(27.6) 3(10.3) ~ 4(13.8) 6(20.7)
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Imports of spare parté'ﬁnder"waﬁé“ﬂhrners scheme

 (No.of Units)

RP No.of Units No.of firms No,of firms
groups(%4) =~ Tresponding f"rprfting"Yes repnrtjng_ﬂp. % -
Q=GR R TF(100) e e 3¢30.0) - - 7(70.00) -
6 - 10 3(100) 3(100) 5
11-25 2(100) 2(100)
26-50 1(100) 1(100)
51-80 1(100) 1(100)
80+ 1(100) n irkem g SECION)
- 18(100). 10(55.6) 8(44.4)
Table 4.4
Reasons For Shortage of Spare Parts, -
(No.of Units) '
RP Ho.off Inadequate Inadéquatef, Financial
groups units licence plant Mana- constraint ~ Others
(%) Responding gement
g5 o7 s = 1(100) :
5 - 10 8(100)  2(25.0) 1(12.50) = 4(50.0) 1(12.50)
10 - 25 3(100) 1(33.3) - 2(66.7) -
25 -50  3(100) 1(33.3) 42 " 2(66.7)1 =
50 - 80  2(100) 1(50.0) ~ 1(50.0) -
80+ _ .. .. 2(100) . .“X(S0.0) -  1(50,0) -
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Table 4.3 !

Labor Organisations (No.of Units Reéporting)

RP No.of Units No.. Re- Labor

groups reporting . porting: CBA problem Strike
(%) Trade Unions y
0-5 17 5(29.4) 3(17.7) 2(11.8) 1(5.9)
5 - 10 7 4(57.1) .9 - 5
10-25 .6 2(33.3) 6161 - 2(33:3)--
25 - 50 4 4(100.0) 3(75.0) 1(25.0) 1(25.0)
50 - 80 3 1(33.3) - £ e
BO + 2 2(100.0) 1(50.0) 1(50.0) -
39(100) ° 18(46.2) 11_(23.2_} ﬁ{15.3} 2(5.1)
Table 4.6

Management and Labour (No.of Units)

RP Total Manage- Total No.of Average Average Average Manage=

groups HNo.of ment labour Units Nos.of Nos of No,.of ment:

(%) Director Directors Manage- labour labour
ment

0-5 62 342 924 15 T | 22.9 61.6 1:3

5 =30 % 35 294 1439 6 5.8 49.0 239.8 1¢5 '

10 - 25 18 236 1385 5 3.6 47.2 277.0 115.8

25 - 50 15 375 1765 4 3.8 93.8 441.3 1:4.8

50 -80 & 28 160 2 2.0 14.0 80.0 1:5:5

80 + 16 165 300 3 5.3 55.0 100.0 1:1.82

Total 150 1440 5973 35 4.3 41.1 170.7  1:4.17
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Table 4,7

Investment For BMRE (No.of Units)

=

RP % No.of'ﬁnits No.reportihg % -'éﬁerage Amounts
Groups(%) - Responding Investment -~ (000 mn.Tk.)
0-5 A ae L il 6472

5 - 10 Tl @(33.3)  -. 5550

10 - 25 6 3(50.0) s 3087

25 - 50. 4 '2(50.0) 2591

50 - 80 3 11(33.3) <

80 + 2 1(50.0) - 4524

Total 34 13(38.2) : -
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