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INSTITUTIONAL CREDIT FOR RURAL DEVELOPMENT:  
AN OVERVIEW OF THE BANGLADESH CASE* 
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ABSTRACT 
 

         Growth of institutional credit disbursement and its relation with growth in fertilizer use shows significant positive 
relationship but credit disbursement shows poor relationship with growth in crop output. The reason for this poor relation are 
access of a small proportion of large and medium farmers to credit institutions, inadequate and untimely 
disbursement owing to complicated loan sanctioning procedure, and overlapping of credit institutional operation. Compared to 
agricultural credit, rural credit for non-farm activities particularly those provided by the Grameen Bank has been better utilized, 
and timely repaid. However, Grameen Bank  still covers a tiny  proportion of the total rural poor, so its success should be interpreted  
with caution. 
 
 
 
 

I.ROLE OF INSTITUTIONAL CREDIT 
 

Credit programmes for the small farmer originated from the observation that lack liquidity is a 
principal constraint to agricultural development. The small farmer has  little surplus production 
over family consumption, which he can sell in the market purchasing agricultural inputs. Research at 
the micro-level shows that funds could be borrowed from informal lenders but they charge usurious 
rates of interest. Loans are also available from informal sources against advanced sale of crops at 
prices much the level prevailing in the market during the harvest. Payments for interest charges on 
such loans constitute a major drain on the current income of the small farmer, which depress his 
standard of living, make him perpetually indebted (Bhaduri 1973) and in some cases lead to alienation 
of land, which contributes to growing landlessness {Jabber et al 1981). It is assumed that a well-
designed credit programme providing low interest credit could drive away the informal lenders, 
and ameliorate rural poverty. 
 

 

 

 

 

 

 

 

 

 

 

 

*Revised version of a paper presented at the BEA-BAU sponsored seminar on Processes of Agrarian Transformation in 
Bangladesh, held at BAU during 25-26 October, 1984. 
**Senior Research Fellow, Bangladesh Institute of Development Studies, Dhaka. 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 


