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Economic Condition of the Country

Achievements of Bangladesh in macro-economic manage and social development have

been impressive despite devastation caused by ilteeation war, vulnerability of natural

disasters and initial poor economic conditions. iddatl poverty (poverty incidence), which

stood at 72 percent of 75 million people in 198 o 59 percent in 1980 and further to 49.8

percent in 1990 and finally 41.4 percent in 200&mwpopulation doubled. The achievement was

contributed by robust and stable economic growtbP@rowth rate averaged 3.8 percent during

the first two decades and went up to 4.8 perced®®0s and 5.8 percent in the first decade of

the new millennium. (GOB & UNDP 2009 and MoF 2009).
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The reduction in consumption poverty was also agmoned by substantial gains in other

indicators of well-being. According to Human Devyaieent Index, Bangladesh has improved so

much since 2000 that it is now (2007) in the losteata of medium human development (UNDP
2009). Bangladesh has already met one of the Millen Development Goals (MDGs) — gender
parity in primary and secondary education. Itmscourse to meet 2015 MDGs for infant and

child mortality. There are significant improvemeinmsaccess to sanitation, quality of housing,

reducing under-five and infant mortality rates,reasing life expectancy at birth and reducing
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the number of under-weight children. Still there ahallenges in the areas of increasing the

share of the poorest quintiles in national incomestmption, reducing the prevalence of

extreme poverty and improving other social indicato

Plot 2: Social Indicators

Plot 3: Demographic ladors
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Financial Sector and its Reforms

The formal financial sector of Bangladesh like marlyer developing countries is confined to

the banking sector. Banks at the early stage ¢dtyi®f Bangladesh were nationalized. Repeated

natural catastrophes and consequent worseningwveifrfycsituation compelled banks to write off

loans, especially agricultural credits. Therefdog, above reasons and for some other external

reasons assets quality of the banks waned andsassgtiabilities gradually faced mismatches.

Loan recovery rate drastically fell resulting idlgping rise in non-performing assets.

The central bank of the country had limited tdolsnanage monetary policy. Central bank often

had to take the recourse of so called moral peisuasupported by other direct tools namely

determination of SLR/CRR and administered interats policy. Most banks pursued a policy of

financial deepening through extending bank brandbethe remote and rural areas without

adequately considering financial viability.




There was a major policy shift in early 1980s wipenmission was accorded to open banks in
the private sector. The sector embarked upon anEialaSector Reform Program in the 1990s
which primarily aimed at entrusting additional paosido the central bank by strengthening
efficacy of its instruments. Interest rates webelalized; open market operation was activated
by introducing new bills. Attempts were made to ioy@ governance in the financial sector. The
second phase, which begun at the beginning ofitbtedecade of the present millennium was a
multifaceted one. Reform initiatives attemptedaidivate new instruments of open market
operations, improve legal aspects, corporate gewesy loan recovery, disclosure and
transparency standards, exchange and interest ratsgement, SCB’s (State Owned
Commercial Bank) functions, core risk managemaeamtgrnal control and compliance, anti-
money laundering and efficiency of the BangladeahkB To strengthen the banking operation,
minimum capital requirement was raised and theiregqent on risk-weighted basis was also
increased. Currency was floated since 2003. Thenmehas introduced changes in the rules of
governance of the banking system. As for the sjgeaiftcome, a classified loan as percentage of

total loans has declined.

Despite positive outcome in the formal financiattee that serves the richer section of the
population, challenges remain. The most difficultalkenge is the financial deepening and
implementation of inclusive monetary and finangalicies. The first half-yearly Monetary Policy
Statement 2010 of the Bangladesh Bank specifiadigiared that * BB’'s monetary and credit
policies will continue targeted programs pursuinglefr financial inclusion of the economic
activity segments (including agriculture and SMB8sYl population segments under-served by the

markets, toward fostering inclusiveness of econagraevth’.

Financial Market Failureand Birth of MFIs

Financial sector reform is yet to lessen the camtt of market failure in Bangladesh. Formal
and informal sub-sectors of the financial marke¢seanunable to provide assistance to the poorer
section of the population. The formal financial teeds not fit for this section of population
particularly because of collateral requiremenk imssolved and high operating expenses. At the
same time, the informal sector is uncontrolled ancegulated with high interest rate and unable

to cater to the needs of small and medium and rfimenoce sectors at national level.



Table-l Financial Market in Bangladesh | Table-2 : Financial Product Developed
and Market Failure by MFls
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These head winds have given birth to a new typmgiftutions with innovative products. The
institutions or new windows included Grameen BaNK;O-MFIs and separate windows in
existing formal banks. These institutions gavehbiat the new products, namely flexible credit
products targeted to micro and small enterprisesemonomically disadvantageous borrowers,
different types of savings products for small savend insurance targeted to the people below
the poverty line.

The history of microcredit in Bangladesh dates hackd" century. The co-operative movement
in this subcontinent played an important role ie tmancial development of the poor of this
region. With the passage of time government inviget in the form of legal reforms like Land
Improvement Act, Agricultural Loan Act, Money LendeAct and Co-operative society Act
paved the way of financing the rural people. Ini@old to that in the 50s of the last century
establishment of Debt Settlement Board was therathigative which protected the poor and
marginal farmers from the exploitation of the moregders; in 60s, by introducing Comilla
model, Akhter Hamid Khan tried to improve the cdiwhi of poor people. In 70s under the
government management and supervision BRDB (Baerglta®ural Development Board), by its
different projects, has institutionalized microdtedAfter the liberation war, Swanirvar

movement through some linkage programs with theeBomwent banks worked for the rural
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people to be self reliant. Small or micro creditswan important component among various
activities of these projects, to include the poaogle in the mainstream development.
Afterwards microcredit took its modern shape thiotige establishment of Grameen Bank in
1983. The success of Grameen Bank with the hypistipespounded by Prof. Yunus that poor
were bankable without collateral, attracted innuablr NGOs to provide credit to the low
income group, especially women clientele and Bategh got the identity of being the “birth

place of microcredit”.
Financial Market and Microfinance Sector

At present, the formal financial sector consistdhef central bank, Bangladesh Bank, 4 state-
owned commercial banks, 5 government-owned speetl{development) banks, 30 domestic
private commercial banks, 9 foreign-owned commeéfbmaks, 29 non-bank financial institutions
(NBFIs), and Grameen Bank the specialized microfteabank. In terms of both assets and
deposits, private commercial banks command thetegeaarket share. Additionally, over 500
Microfinance Institutions are licensed by the Mim@dit Regulatory Authority (MRA).
Insurance companies, stock exchanges, and coopetzdinks comprise a smaller part of the
financial system. In Bangladesh, there are four nmbipes of institutions involved in
microfinance activities. These are: Grameen Banlkremthan thousand non-government
organizations, out of which about 500 are licengiéds, commercial and specialized banks, and
Government sponsored microfinance programs (e 8DHB and other government programs
under different ministries). Table-3 shows someadststistics of non-government Microfinance
Institutions (NGO-MFIs) of Bangladesh:

Table-3: Basic Statistics of NGO-MFIs as of 30 JA669

Particulars Value

No. of Licensed NGO-MFIs 503 (till February 2010)

No. of Branch Network 16,222

No. of Employees 124,380

No. of Clients 30.16 million

No. of Borrowers 24.48 million

Amount of Loan Outstanding Tk 152,334 million ($ 2,200 m)
Balance of Savings Tk 47,680 million ($685 m)

Source: MRA (2009)
Exchange Rate: Tk 70=$ 1



However, institutional concentration ratio is higldkewed in favour of large MFIs — only 8
percent of institutions are occupying over 80 percef the market. Microcredit sector is
growing fast and as of June 2009 its clients numkeeping apart the overlapping numbers,
exceeded 30 million mark — of them 24.48 millionrev@orrowers. The client number was 14.4
million and borrower number was 11.14 million in d@enber 2004 indicating more than 20
percent annual average increase in outreach in.ZR0®ingly about 90 percent of the clients

and borrowers are women.

Savings collection from the members/clients israbuilt characteristic of microcredit operation
from the very beginning. Initially there were e credit and saving products available, over
the time, NGO-MFIs have developed different kindssavings and credit products suitable,
especially for rural financial market. Savings prots include regular savings, voluntary savings
and term savings; while the credit products, ineludral microcredit, urban microcredit, micro
enterprise credit, hard core poor credit, seasoralit etc. Risk of aggregate savings has gone
down as outstanding credit amount has gone up t81#&s higher than savings of the MFIs in
June 2009 from 3.09 times in June 2007. This ra#e only 2.72 times in December 2006. It is
noteworthy that the ratio increased at a higheeter creation of MRA. From the perspective
of MFIs, credit risk and liquidity risk are steadigoing up as microcredit rose at a notable
annual average rate of 26 percent against 20 pegcewth of micro savings during 2005-2009
to stand at US$ 2200 million and US$ 685 milliospectively. The amount of overdue loans of
four large MFIs has risen amidst fluctuations; frdn74 percent in June 2005 it fell to 4.10
percent in June but rose again to 5 percent in 2008. Governance and operational problems
of one of the three giant non-government microfegaproviders did not bring about a collapse
of the whole microfinance system, but a very higlare of 63 percent in microcredit and 54
percent in micro-savings of other two MFIs may pdstire potential for a systemic risk.
Domination of market by these big institutions hageased over the years, which might create
an imperfect market condition. Amount of loan oagting per branch generally stood at US$
0.12 million and average loan amount per borrowe®80 at the end of June, 2008. Savings per
member, at the same time stood at $21. MFIs hawergted direct employment for over 0.1

million people. Table-4 shows a few selected inicaof this sector.



Table-4: Selected Indicators: MFls

Jun-06 Jun-07 Jun-08
Clients per Branch 1883 1821 1842
Borrowers per Branch 1413 1487 1496
Savings per Member (Tk.) 1207 1333 1448
Outstanding credit per Branch (Tk./ N 6.2 7.5 8.4
Outstanding Credit per Borrowers (T} 4378 5047 5613
Borrowers to Clients Ratio 0.75 0.82 0.81
Savings to Outstanding Credit Ratio 0.37 0.32 0.32
Service Charge (Flat) (%) 12.5-15 12.0-15 12.0-15
Interest on Savings (minimum) 5 5 5

Source: MRA(2010)
Exchange Rate: Tk 70=$ 1

It may also be pointed out that, as of January ZBineen Bank alone has 8 million members,
it has outstanding loan of US$ 811.52 million aadisgs of US$ 1211.81 million. At the end of
January 2010 Grameen Bank had more than 2563 wsmthover the country.

Relationship between Microfinance Sector and Formal Financial Sector

Plot- 4 shows that year on year (YoY) percentagengk of outstanding loans from bank and
MFI has almost a similar trend but their exteniffed This similarity became prominent after

next quarter of the operationalization of MRA ifeom December 2006. The understanding
could be that a success or a failure in bankingosenay affect microfinance sector but the
banking sector may not have any risk from any failef microfinance sector in Bangladesh. The

situation found strong ground after establishenoéMRA.

Table5: Outstanding Credit Plot 4: Annual % Growth in Outstanding Credit

In Billion Taka (Tk 70=$1) Bank — — MEI
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Source: Bangladesh Bank. 1 = Grameen Bank, BRAG, &&l Proshika.
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Microfinance sector has a vital role in financialgening. Increase in financial deepening is one
of the targets of the monetary policy pursued by Bangladesh Bank as it helps poverty
reduction through availability of money in the infwal sector, especially in the rural sector. It is
found that an expansionary monetary policy contabuo higher monetization in informal sector
through activities of MFIs. Faced with depletingndo funds, MFIs have to depend on their
retained earnings, clients’ savings and borrowifrgen the banking sector. Expansionary
monetary policy is represented by lower (weightedrage) interst rates on credit and larger
advance of the scheduled (member) banks. Inteadsthras an inverse relationship with the
monetization level as measured by a ratio of ma@upply to gross domestic products. From the
point of view of deepening, expansionary or attleezommodative monetary policy seems a
better option. MRA expects that with the improvemen governance, audit and accounting
standard, and transperency and accountabilityrasudt of introduction of licensing, MFIs will
be better equipped to contribute to financial deemeand monetization. MFIs are now in a new

dimension of monetary policy transmission channel.
History of Regulatory Attempts

With the beginning of the last century, this paftBoitish India experienced two legislations
relating to rural credit, they were Usurious Loant,A1918 and Bengal Money Lenders Act,
1933. Both these law attempted to prevent chargxgessive interest rates. The rates were
considered excessive if those exceeded 15 % farrsgcand 25% for unsecured loans. The
expectation that these two laws would help waslkinwgy the unfair role played by the rural
moneylenders was however not materialized. Thene wther relevant laws, e.g. Agricultural
Loan Act, 1937, Money Lenders Act, 1938, CoopermtBocieties Act, 1940 which helped to
pave the way of financing the rural poor. In 198tk Debt Settlement Board was established to
help the poor and marginal farmers from the exatmh of the moneylenders. Grameen Bank
Ordinance, 1983 was a unique attempt to include people with the banking system as its

owner. Since then there was no law in Bangladegiovern the rural credit market.

The initial legal requirement to open and operateN&O in Bangladesh is that it has to be
registered under an appropriate law. At preseetetlare several laws under which NGOs may
be registered, namely, (a) Societies Registratiof) 2860, as societies, (b) Trust Act, 1982, as

Trust, (c) The Voluntary Social Welfare Agencieeistration and Control) Ordinance, 1961,
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as voluntary organizations, and (d) Companies 2884 as non-profit companies. Creation of
NGO Affairs Bureau in 1990 was the initial attentpt monitor and supervise NGOs. Its
objective is to provide one-stop service to the NGfperating with foreign assistance and to
coordinate with donor agencies with a view to fgating the activities of the NGOs in the
country. In the same year Palli Karma Sahayak Fatimal (PKSF) was created as an apex
organization for microcredit wholesale funding argbacity building of its Parther NGOs (POs).
Though it has no regulatory power, it could exerhe desirable influences on the MFIs as it has
subsidized funds available for the sector.

Since these NGO-MFIs are generally registered uddtsrent laws under different ministries

and government organs as voluntary organizatiors®cieties or non-profit companies, separate
regulatory requirements were not felt at initisdget of development. Grameen Bank as a full-
fledged bank established under a separate Act (€GarBank Ordinance, 1983) remains under
separate regulatory system of the government. Thegeseveral factors which triggered the

process of new regulation for NGO- microfinancet@eSome triggering factors are as follows:

1. Foreign donation for this NGO sector declined fr@aimost 100% to 50% at the
beginning of nineties (Plot-5), at the face of gr@ddwindling foreign funds NGOs
needed new avenues of fund for their survival. bficance operations considered as
one of the important income generating activitieshieir development portfolio. Savings
from their clients and surplus income from micratit@perations appeared as two major

sources of fund during this period.

2. History shows that before 1990, there were very f#@Os who had microfinance
operation as such as one of their developmentites(Plot-6). A notable growth in
terms of number of Institutions was observed dftat period. Both old institutions with
new product of microcredit and new microcredit itostons emerged in the market with

a significance which caught attention from the ppakers.



Plot- 5: : Resource Mobilization of MFIs | Plot- 6 Significant increase of NGO-MFIs in
from Different Sources number after 1990
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3.

Creation of wholesale funding agency like PKSF @9Q by the government had
important contribution for massive expansion oktbector with its diversified products.
PKSF has been playing the role of a quasi regufatothe NGO-MFIs who have been
receiving its funds; its non-prudential guidelirfes its Partner Organizations (PO) are

treated as the first set of rules for the sector.

Sometimes in mid nineties microcredit organizatiarese found with different savings
products in addition to their regular compulsoryisgs tied with the credit, this includes
voluntary savings of flexible amount from clientdieh are not tied with the credit,
different kinds of term deposits like DPS, pensgmineme etc. Financial product like
micro insurance was introduced by NGO-MFIs durihg &nd of last decades, and the
generic name of this sector has been changed fnoierdcredit” to “microfinance”. As
MFIs had been accepting deposits whether compulsdontary and the amount had
gone up considerably, the concerned authoritiesMknistry of Finance and central bank
have assumed legal obligations to safe guard psopleposits — the situation has

provided the trigger point for prudential regulatiand supervision.

With the gradual difficulties to attract foreign ridion many NGO-MFIs attempted to
tap funds from local sources including commercianks, PKSF, international

investment, inter-MFI borrowings and securitizatidkccess to some of these sources
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needed sound legal basis. Regulation and supeanvisioMFIs have become crucial

which are also prerequisites for development antthéning the activities of MFIs

With the above historical development the sectara® recognized as financial intermediaries
as they are providing different kinds of financsa&rvices such as credit, savings, insurance etc.
With time more and more issues have been raisediffgrent stakeholders including policy

makers, among them important regulatory issues are;

debates around service charge,
ownership structure of MFIs,

practice of good governance,

A

legal issues of savings collection,

5. sources of fund and question of sustainability.
In this context, the Bangladesh Bank, the centaalkbcommissioned a study in December
1997 to examine "the Regulatory Aspects of Micrafice Institutions (MFIs) and Linking it
with the Formal Financial Sector". The study wampteted in 1998 and the two important

findings and recommendations were as follows;

a. The regulation available in the form of statutoeguirement under the existing banking
and financial laws will not cater to the specia¢de of this sector,

b. Legal recognition of MFIs through enactment of llawequired to access formal sources
of funds, so that they can operate under an ag@ede of norms/ Conducts" under the
form of special licensing arrangements.

Subsequently in the light of the above recommendati Bangladesh Bank and other
stakeholders also raised the issue of regulationthis sector to the government. In this
circumstances, the government formed a Committeswén members with the chairmanship of
the Governor of Bangladesh Bank in October 199@)toecommend an effective credit and
savings policy for this sector, b) ensure transpayeand accountability into their activities and
c) make some recommendations regarding a regulétanyework and to propose a body to

regulate and supervise these institutions.

This Committee prepared its report after discussimggissue with policy makers, stakeholders,

academicians and other civil society members abmatlevel and finally submitted the report to
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the government in March 2000. The major recommaostof the committee consist of

suggestions for formulating the following polici@sd actions;

a.

=~ ® 2o o

= «Q

Policy regarding establishment of linkage betwe&d and formal financial sector
to solve NGOs' funding problem,

Policy for loan classification, provisioning, inést rate, reserve requirement against
savings/ deposit, and investment of savings/ déposi

Legal basis to recover default loan,

Proper definition of member and non-member,

Policy for uniform accounting standard, internatl @xternal audit,

Fix up the upper limit of administrative expensédl&Os,

Formulation of a prudential guideline for the minance sector,

Formulation of performance standard to monitor @tcthg NGO-MFIs,

Policy to remove overlapping problem,

Creation of a separate regulatory body or a sulngidirganization of Bangladesh

Bank to regulate NGO-Microfinance Institutions (NGO-Is).

On the basis of the above recommendations a Uniteha "Microfinance Research and

Reference Unit (MRRU)" was established in Banglad8snk under the supervision of a

National Steering Committee formed in June 200doimnulate policy guidelines to ensure

transparency and accountability of this sector. Glgernor of the Bangladesh Bank headed this

Committee along with 10 other members selected tvoth government and private sectors.

The Committee completed following major tasks b@20

1.

Decided that NGO-MFIs should not be permitted toept deposits from the non-

member/ general public and circulated this infoioraamong the stakeholders.

Prepared a set of guidelines such as accountingiahareporting format, guidelines
for Auditors, etc. and had taken steps to implenttevge.

Communicated with near about 1000 NGO-MFIs workimglifferent areas of the

country under various legal systems to make themar@awabout government's
intention to bring them under a single legal unlarel

Collected information from them about their opeyas and trained them mostly on
how to prepare financial statements, importanaeppbrting, etc.

12



5. Prepared a draft structure of a legal frameworkratbnsulting the issue with the
sector representatives. The draft law suggestedaforindependent regulatory
authority that would be responsible for providimgehse to the MFIs and monitoring
their activities.

Establishment of Microcredit Regulatory Authority (MRA):

The Act namely “Microcredit Regulatory Authority AQ006” was passed by the Parliament in
July 2006, based on the draft submitted by the abNational Steering Committee to the
Government. Accordingly, the Microcredit Regulatéwthority (MRA) has been established in
August 2006 which is the regulatory and supervisbogly of microfinance institutions in
Bangladesh. According to the provision of the Aatense from the MRA is mandatory for
operating microfinance activities in Bangladeshwideer, Grameen Bank as a bank remains out

of the supervisory system of the MRA.

The Act is the basis of regulatory requirementsjctvhhas a scope to expand further by

formulating rules. Following are the important are@#ich have been covered in the law;

formation of the Authority,

duties of the Authority,
prerequisites of license for MFIs,
rights and responsibilities of MFls,
deposit insurance fund,
governance of MFIs,

reserve requirement,

profit distribution,

© © N o g s~ w D PE

operational requirement,

10.illegal activities and punishment, etc.
The Authority has drafted a set of rules to implatrtbe law, which is waiting at final stage for
approval from the government. It is expected tha set of rules will help the sector to take a
formal institutional shape. This draft rules hasrbénalized after thorough consultation with the
sector at different levels. It addresses the issuservice charge, good governance, savings
collection, sources of fund, rights and responiied of clients, reserve requirement and use of

surplus fund, liquidity requirement, financial tegrarency, audit requirement etc.
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Experiences of the Microcredit Regulatory Authority

According to the provision of the law, more than0@0Oactive NGO-MFIs have applied for
license to the authority, over 60% of them are \@amall organizations that had less than 1000
borrower or US$ 58,000 outstanding loan that wassiciered initially as the minimum operating
portfolio of a single branched MFI to be sustaieat®imong these applicants, 503 licenses have
been issued by February 2010, MRA is still progessipplications of the running NGO-MFIs, it
is not receiving any new application for licensenfirany new institutions at this moment though

demand remains huge.

From the above facts it is easily understood thatarket size of microfinance in Bangladesh is
not at all comparable with the situation of otheumtries. The task MRA has taken on its
shoulder is a real challenge. There are lots airments regarding taking this huge responsibility

by a new organization like MRA.

In spite of having large number of MFIs in Banglsldevery few of them have a solid
institutional arrangement in real sense. Instindgioarrangement at a minimum level means
proper delegation of power, defined set of businesss and chart of duties, institutional
capacity to handle the business, and right kinceobrd keeping system in place. On the other
hand, charging interest rate without having anydspistification, utilization of surplus money
for different commercial ventures and others, @it of deposits just like banks without
having any legal power to do that, and lack oftficial transparency are now a days raising a lot
of questions among policy makers and others. Questinay be asked is it possible to regulate
and supervise this huge number of organizations® khoich it would cost and who will bear
that cost? What will be the mechanism of supermisihen institutions are so diversified in
terms of size, operations and performance? Wil gitempt not degenerate into a bureaucratic
mal-governance? MRA, however, is aware about tiesees and considers them with caution

while preparing policies for the sector.
Following areas can be explored further:

1. Whether credit or savings should be promoted mdPe@sent policy encourages

institutions to provide more credit to the peomeptomote informal business activities

and minimize public risk. However, amount of sagngpllected by MFIs including
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Grameen Bank indicates that poor people can saveynoom their tiny income if right
kinds of saving services are available to themthHeumore, saving services can help to
increase national savings rate. So, which of theoulsl be promoted more?

. Bottom line of service charge CGurrently MFIs are generally charge 10%-15% flat

(effective annual interest rate would be around BW%) on disbursed loan depending
on terms & conditions and mode of payment, whichnse high compared to banking
sector though it is low if money lenders' rates @mpsidered. The question is whether it
would be justified to compare MFIs' rate with moregders' rate? What would be the
justification behind calculation of the rate of\dee charge? Would it be a simple cap
without having any intrinsic justification? Or itowld be a certain spread between
interest offered on savings and rate announcedait@ Or it would be based on MFI's
real cost? If cost is the base line then the neetstion would be which cost should be
considered? MFIs have cost of fund, administratest, and other operational cost to
manage risks. Debates around these questions n@yohiend out better solution. MRA
in collaboration with the Institute of Microfinan¢éhM) conducted a workshop on this
issue where “MHFransparency’a US based farm for fair and transparent pricin¢ha
microfinance industry, was the anchor. On the bas$isuggestions of that workshop
MRA is now conducting a survey on service chargsuit of which will be available
soon and MRA will formulate detail policy guidelméor service charge after getting that
result.

. Sources of fund and question of sustainabiligreign donation was the initial fund for

this sector, which is phasing out gradually. Cutgensavings and surplus fund are
contributing more than half in the revolving loamé@l. Many MFIs borrow money from
different sources like wholesale agencies and hamkich is sometimes very expensive.
In Bangladesh, PKSF the government owned wholdsaliing agency, provides a large
portion of loan fund at a subsidized rate. Butthia long run MFIs will have to find out
some other avenues to be commercially viable asthsable instead of depending on
subsidy or donation. MRA conducted a research @aidlsue, findings of that research
will be presented in this Conference in anothesises

. Savings/deposit collection and legal issueSeveral types of saving services (daily,

weekly, fortnightly, monthly), are being offered byGO-MFIs in Bangladesh. Features
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of some saving products seem very similar with fietures of same kind of saving
products offered by formal banking sector. Therefqrotection of these savings is the
fundamental issue that is under question.

5. The issue of good governandey its initial character NGO-MFIs generally aret+or-

profit and non-government institutions, there isthve private nor public ownership.
Members of NGO-MFlIs are not shareholding memberthefOrganizations as they are
the members of Grameen Bank, they can be consi@dearé¢ide clients of the MFIs. With
the expansion of this sector, and with its involeatwith different commercial and non-
commercial ventures the issue of ownership coméarairont. According to the general
clause of memorandum of articles regarding windipgf this type of non-profit NGOs,
all of its wealth will have to be transferred tondar type of organization if it is being
liquidated. It seems that by nature it is for paldbenefit, especially for poor people
welfare, and that is why the sector is getting &emption from the government.
Therefore, it is well understood that good goveoeais essential for this MFIs to ensure
poor people's welfare. A separate paper will bes@nted in this conference on the
findings of MRA'’s research conducted by the Buredueconomic Research of Dhaka

University.

Impact of Introduction of Licensing System

Licensing helps sustainability and increasing adhe MFIs with license are expected to have
better access to all the stakeholders, especialyproviders of funds including donors and
financial institutions. It is now generally acceptiat a licensed MFI is more credit worthy and

sustainable with better governance and managexpalllities.

A report (MRA, 2010) prepared by the MRA found thMiEIs can now run their operations from
their own and locally borrowed financial resourc&scording to the latest available data about
70 percent of their fund comes from clients’ sasi0%) and capital fund and reserves (27%).
Dependence on donor funds has shrunk to only 5eperdMFIs are now able to integrate
themselves more with the formal sector. More th&np2rcent of their resource requirement

comes from borrowing from the commercial banks.
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Microcredit Regulatory Authority (MRA) has condudta research on the impact of introduction

of licensing system. The findings of that resegidtiruzzaman, 2010) show that licensing MFIs

has two-fold impacts, first on Beneficiaries of MRINnd second on MFI itself.

(a) Impact on Beneficiaries of MFIs

Licensing exerts positive influence on beneficisrien building their
confidence on MFIs,

Savings of the beneficiaries of the licensed-MFisréased at a higher rate
than that of unlicensed ones.

(b) Impact on Microfinance Institutions

Licensed MFlIs could increase their coverage aghédripace.

Annual income of the licensed-MFIs became signifigahigher than that of
unlicensed-MFls.

Small licensed-MFIs’ capital growth rate are higtiean that of small non-
licensed MFIs during 2005-2009. The average capfalicensed MFIs

became 5 to 10 times higher than the non-licensets M

Positive profits during the period were receivedlibgnsed-MFIs. However,
among the licensed-MFIs, operating profits of mediuand small

organizations recorded increases while the bigrorgéions faced declines.

Another research (Khan et al, 2010) conducted byAMBund robust positive impact of

licensing on both credit expansion and savings hzaltion by the MFIs. In the pursuit of

attaining coverage the very big and big MFIs wergersuccessful, while small MFIs dwindled.

Achievements were also discernible in the casebrafch expansion and staff recruitment

particularly loan officers of ‘very big’, ‘big’ andnedium MFIs. Licensed small MFIs have the

best accomplishment. The research underscoreshhéitensed MFIs of all categories are now

in better position in approaching banks and donors.
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Conclusion

The long odyssey of Bangladesh to poverty allemmtind economic development started from
1971 with the independence of the country. Thereewachievements — poverty incidence
declined from 72 percent to less than 41 percedayo GDP annual average growth rate
accelerated from 3.8 percent to 5.8 percent ancesafinthe MDG targets were met. Still there
are challenges in the areas of further deepeninmpeérty incidence, reducing the prevalence of
extreme poverty and improving other social indicatalong with increasing GDP growth rate.
There were many approaches to respond to povergjtiggo which includes Comilla and
Swanirvar Approaches of 1970s. Government initegito eradicate poverty were designed and
implemented through successive five-year plans Rioderty Reduction Strategy Papers.
Meantime, origin and success of the innovative epgn of Grameen Bank attracted
innumerable local NGOs to provide credit to the limmwome people. Many scheduled/member
banks were also encouraged to implement microcpdigrams. Regulatory requirement was
not felt as the NGOs were the results of philarglr@ndeavor, dedicated for social needs and
upheld ethical standard. Gradually the situati@mtetl changing. As the donor funds continued
to plummet reflecting global economic scenario, tbheal NGOs faced critical challenge of
existence. MFIs started striving to depend on thheiained earnings, members’ savings and
borrowings from the banking sector.

Since 1990 government embarked upon all-comprelensiform programs that encompassed
different sectors of the economy. As the succesbkarfinancial sector, which changed the rules
of governance in the banking sector, was limitedht® benefit of the richer sections of the
country, the central bank started targeted prograusuing fuller financial inclusion of

economic activity segments and population segmentier-served by the markets. MFIs are

now a new dimension of monetary policy transmissiethanism.

Microfinance sector is growing fast in terms of itBent outreach, coverage, amounts of
microcredit and micro-savings. Alongside, liquidégd credit risks are growing. Domination of

market by a few giant MFIs has posed a systemic As MFIs are accepting deposits and the
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amount has gone up considerably, that factor tesmlt legal obligations to safeguard people’s
deposits. Significant increase in MFI numbers,ibed for ensuring appropriate fund utilization,
establishing institutional structure and ascertejrfinancial and operational accountability and
transparency called for the create of a regulaamiy supervisory environment. MFIs need sound

legal basis to get access to different fund sources

In this backdrop, Microcredit Regulatory AuthoriffiRA) has been established by the
Government of Bangladesh in August 2006 with a iewreating an enabling environment for
NGO-MFIs to work, promote and foster sustainableettgoment of microfinance institutions in

Bangladesh. Accordingly MRA is authorized to mon@ad supervise microcredit sector under a
full-fledged regulatory framework. Experiences bé tAuthority indicate that there are other
important issues which need to be addressed wititiote among them are issue of service
charge, sustainability of the sector, problem oértapping borrowers, establishing effective
supervisory tools to monitor, new issues like fgreinvestment and securitization etc. All these

issues pose huge responsibilities on the shoufddRA.
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