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ABSTRACT 
 

           This paper seeks to examine, by using survey data, the magnitude and extent of non-interest costs involved 
in obtaining loans from credit institutions, namely, the Janata Bank, the Bangladesh Jatiya Samabaya Bank 
(Central Cooperatives), the Integrated Rural Development Programme (IRDP) and the Bangladesh K:ishi Bank 
(BKB). The study identified four components of transaction costs, viz., i) application fee, stamp and documents 
required in support of loan ii) form filling and writing iii) conveyancing or cost of traveling for loan negotiation 
and iv) the cost of entertaining people who assisted in loan negotiation. 'Conveyancing' and `cost of entertaining 
people' constitute the major portion of total costs in each of the institutions The effective rate of interest for 
institutional loans stood at Tk. 15.54, Tk. 20.55, Tk. 24.04 and Tk. 21.50 respectively to the borrowers of Janata 
Bank, Cooperative, IRDP and BKB. It was found that aoa-interest cost of borrowing falls as loan size increases. 
Since the modal values of loans obtained mostly by small borrowers were smaller compared to average, they had 
to incur higher non-interest costs. 

 
 

1. INTRODUCTION 
 

        Agricultural credit like any other commodity has its price. The peculiarity is 
that its demand is highly elastic while supply is fairly inelastic. The formal rate of 
interest is fixed irrespective of loan sizes. Thus in spite of a horizontal price line faced 
by credit institutions the quantity of credit to be supplied is restricted by fund 
limitations. Therefore, even if he needs more, a farmer can not get enough credit from 
these sources simply by paying a higher price. 
 
        Because of this demand-supply relationship, the price of formal credit 
particularly in developing countries reflects not only formal official interest rates but 
also some invisible costs which remain unaccounted for in any of the ledgers 
maintained at the institution level. Once this hidden costs are spread over the total 
quantity of credit obtained, the effective rate of interest becomes much higher than the 
official interest rates. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
          *Assistant Professor, Department of Agricultural Finance, Bangladesh Agricultural University, 
Mymensingh. The paper is based on the author's Masters thesis submitted to the Australian National 
University, July 1981. 



 



 



 



 



 



 



 



 



 



 


