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ABSTRACT 
 
          The study was undertaken to study the nature and extent of indebtedness of the Class IV employees of 
Bangladesh Agricultural University. It was found that nearly two-thirds of them were indebted to one or more 
than one sources. Among the borrower-employees, about two-thirds borrowed from the University 
Provident Fund amounting to about one-third of the total loan amount. More than 50 percent of the loan 
amount was borrowed from private money lenders and the so called ‘cooperative and welfare-societies,’ charging 
an usurious interest rate ranging from 120 to 240 percent. The majority of the loanee-employees who borrowed 
from private money leaders and societies repaid only interest charges which amounted to more than 90 percent of 
their total borrowing. The overall loan repayment percentage was found to be less than 10 percent, thus piling an 
average amount of outstanding debt of more than Tk. 12,000. Lenders' characteristics show that about 60 
percent of them were University employees operating money lending business mostly for the fellow employees 
of the University. Interest earning became their major source of income. 

 
 
 

I .  INTRODUCTION 
 
 
       The Class IV employees are the lowest category of employees of Bangladesh 
Agricultural University (BAU). However they are the largest group of employees of 
the University,  being 1505 in number or about 60 percent of the total 2,277 non -
teaching employees of the University in the year 1986. In June 1984, the total 
emoluments of an employee were used to be below Taka 650.00 which has been 
increased to about Taka 1,000.00 with the introduction of the new national pay 
scale in June 1985. Like any other low paid employees of the country, the Class IV 
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employees of the University also find it very hard to maintain their families with the meager 

monthly takehome pay. In order to supplement their monthly pay they generally take recourse 
to various sources of income. It is believed that most of them were engaged in secondary 
jobs like agriculture and small trading business. However, those who have no secondary 
sources of income or those who cannot sufficiently supplement their monthly income 
from the secondary sources have to take recourse to borrowing to meet mostly their family 
living expenses. Since loans for such purposes, with no sufficient collateral, are 
generally not available from institutional sources, the employees generally borrow from 
the well-to-do persons and private money lenders in the neighbourhood areas of the 
University. 

"Money lender" is a very wide term which includes many different types of 
entrepreneurs. The money lender generally conducts his business with severity and demands 
usurious interest. Despite the short-comings and deficiencies of their lending system and the 
money lenders' hold on the borrower, it should nevertheless be emphasized that the money 
lender serves an important function which has been difficult to replace under the prevailing 
circumstances in the B AU Campus. Quite naturally the private money lenders charge very 
usurious interest rate which are exploitative in nature and ultimately increases the burden 
of debt of the Class IV employees. 

The main objectives of the paper are (a) to determine the nature, volume and causes of 
indebtedness of Class IV employees of BAU; (b) to analyse the nature of utilization and 
repayment pattern of such loans, of the loanee employees, and (c) to identify the type of lenders 
and characteristics of their lending business which has recently been thriving within the 
University and in its adjoining areas. 

 
 

II. METHODOLOGY 
 

All the Class IV employees of the University, numbering 1505, constituted the 
population of the study. A two-stage sampling procedure was followed. At first, a preliminary 
survey was made among the employees to determine as to whether they have any outstanding 
loans, borrowed from private money leanders or other sources. It was found that about 63 
percent of the total employees borrowed from at least one or more sources. The non- 
borrower employees were excluded for the second-stage sampling process.. A total number of 
150 employees were selected at random from the borrower-employees. A list of private 
money lenders was also prepared from the response of the sampled 150 borrower-employees. 
A total sample of 50 lenders were randomly selected from that list for collecting information 
on the characteristics of private money lending business that has recently been thriving in 
and around the University. It was found that 60 percent of the lenders are University 
employees and the rest belonged to different occupational groups (see Appendix' Table A). 
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The survey method, was administered during the period from August to October 1986 

for the study to elicit information from the selected samples. In addition to this, open 
ended relevant questions were also asked to different categories of lenders as to their sources 
of loanable funds and method of operation of the lending business. 
 
 

III. RESULTS AND DISCUSSION 
 
1. Some Socioeconomic Characteristics: 

 
Age and sex distribution of the loanee-employees reveal that the highest number of loanees 

are in the age group of 26-40 years. About three-fourths of the loanee-employees are within 
the age group of 26-50. It is quite natural that the need for borrowing by this age group is 
more than those of the other groups. In the case of lenders, their percentage shares in the total 
family members are also the highest in the 26-40 year age group. Average family size was 
6.22 persons in the case of borrowing employees and 6.42 persons in in case of lenders. 

 
The study also reveals that educational status of the lenders and borrowers are quite 

similar. It was found that most of the loanees and lenders are educated up to primary level. 
However, the percentage share of lenders having above secondary level educational 
status is nearly three times more than that of loanee employees. 
 
2. Changes in the Salary Structure of the Employees : 

It was found that, before July 1982, the basic pay of Class IV employees was Taka 
130.00. However, from Judy 1982 the basic pay of the Class 1V employees of this University 
was increased in each successive year. After June 1985, with the effectiveness of the new 
national pay scale, their basic pay was increased by about 291 percent of the pay scale 
existing before June 1982. Table 1 indicates that the total pay including other allowances 
became Taka 915.00 from June as against Taka 234.00 before June 1982. 
 

         The study reveals that the pay of the Class IV employees has increased by nearly 4 
times in comparison to the old pay scale prevailing in the year 1982. While the share of basic 
pay in the total salary remained virtually same, the share of houserent allowance has been 
increased in the total salary. This has largely been possible as Dearness Allowance was 
merged in the basic pay. The following table indicates the distribution of loaness according 
to basic pay and total pay per-month. It was found that more than 75 percent of the loanee-
employees were in the basic salary range of' Taka 201-500 before June, 1985. However, 
after the pay increase, i.e., from June 1985, the basic salary range of all the employees 
became Tk. 501 to Tk. 1500. In case of total salary, the proportion of the employees drawing 
within the range of Tk. 1001 to Tk. 2000 increased to 70 percent as against 40 percent after 
the introduction of the new national pay scale (Tables 2a and 2b). 
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       The major sources from where the loanee-employees received fund were also identified. 
These are University Provident Fund, banks, money lenders, welfare societies, friends and 
relatives, etc. (Table 5). 

As indicated earlier, amount of loan received was found highest from private money 
lenders, followed by provident fund, friends and relatives, and banks respectively. 
Loans from private lenders were readily available although this source was characterized by the 
highest rate of interest. No formalities and no intermediaries were needed thereby causing 
virtually no transaction costs. Average amount of loan repaid was found highest in case of 
Provident Fund. Table 5 also reveals that total and average amount of outstanding loan, 
received from money lenders occupied the highest position among all the sources of loan 
mentioned earlier. 

 
Difficulties stated in receiving loans were also collected. It was found that loans were not 

readily available in proper time and processing of loans was time consuming, were being 
answered by only 21 respondents (i.e. only 14 percent of the total sample) out of 150 loanee-
employees selected for the study. The remaining 129 respondents (i.e. 86 percent of the total 
sample) answered they faced no such difficulties in receiving loans. 

 

It was found that money lenders and the University Provident Fund are the two major 
sources from where the class IV employees borrowed most. Together these two sources 
supplied about 79 percent of the total loan amount, of which the share of money lenders is 
the highest, being about 44 percent of the total loan amount. This clearly shows the 
dominance of private money lending in and around the University campus. Another important 
source of finance that have been developed recently are the so-called "cooperative" and welfare 
societies who usually lend money to the University employees and other members of the 
public. In many cases their method and nature of operation are in no way different from those 
of money lenders. Out of 1501oarees, 36 have borrowed from these societies involving 
slightly less than 10 percent of the total loan amount. The average loan amount from 
various source ranged from about Tk. 1,500 to Tk. 3,500 (Table 5). 
 
        It was observed that interest rate of fund received from private money lenders was found to 
have varied from 120 percent to 240 percent per annum. Interest rate of funds received from 
friends and relatives was not available, as interest rate in these cases is normally low or 
sometimes it is totally interest free. Interest rate in case of bank loan was found to be 13.62 
percent, followed by 12.50 percent for the loans from University Provident Fund. Percentage 
of loan repayment position in case of loan from University Provident Fund and Welfare societies 
was found substantially higher in comparison to loans from money lenders, and friends and 
relatives. Because of compulsory deduction of loan installment from the monthly pay cheque 
and close supervision and watch by the personnel of welfare societies the repayment position is 
higher (about 18 percent) than in other cases. Repayment of fund received from money lenders 
get less attention because 
 
 
 
 
 
 
 
 
 
 
 



 



 



 



 



 



 



 



 



An Economic Study of Indebtedness: Rahmam, Islam and Ali                                                                                                     67 

2 .  I t  was found that about one-fifth of the average annual income was derived from 
sources other than the salary received from the University. Thus, it is quite clear that these 
employees depend heavily on their salaried income. The non-salaried income was mostly 
received from the income of-the landed property owned by the employees at their village 
homes. Other income from village home, at BAU Campus and/or Mymensingh town was very 
negligible, amounting altogether only about two percent of the total annual average income. 
Thus it is evident that there is little flexibility and multiplicity. of income sources of the BAU 
Class IV employees. 

3. More than 50 percent of the loan amount was borrowed from money lenders and so-
called cooperative and welfare societies. Money lenders as a class is the largest supplier of loans 
to the BAU Class IV employees. This also demonstrates the growth of money lending 
business by private persons. 

4. Another development that has been noticed is the growth of so-called cooperative 
and welfare societies in the money lending business. About 10 percent of total borrowing was 
advanced by these societies. Their lending and recovery methods are in most cases similar to 
those of money lenders, including the rate of interest they charge. 

5. About two-thirds of the Class IV employees have borrowed from the University 
Provident Fund, amounting to slightly more than one-third of the total loan amount. 
Thus Provident Fund as a source of credit is being utilized to a great extent by the class 1V 
employees. 

6. The repayment performance was found to be very discouraging, ranging from less 
than 20 percent in case of loan from Provident Fund to about 2 percent in ease of loan from 
friends and relatives. The overall loan repayment percentage is less than 10 percent, thus piling 
an average amount of outstanding loan of more than Tk. 12,000. This clearly shows the 
burden of debt on the Class IV employees of this University. 

7. The majority of the loanee-employees who borrowed from the money lenders and so-
called cooperative and welfare societies repaid only interest charges. Only in a few cases the 
employees repaid part of the principal amount. It was found that less than 5 percent of the 
total borrowing from the above two sources was repaid. However, the total payment of 
interest charges to these two sources became more than 90 percent of their total borrowing. 
This has led to perpetual financial dependency of the employees to these sources. 
 
       8. Needless to say, the major reason for borrowing of the employees was to meet their 
family expenses. However, repayment of loan and interest charges (i.e. debt servicing) 
has gradually become an important item of expenditure occupying the second position in terms 
of percentage share of total expenditure. No doubt this has put tremendous pressure on the 
available funds for family living expenses of the Class IV employees of the University. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 


