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Economic growth 
is closely linked to 
the development of 
SMEs, which create 
jobs and feed bigger 
industries which share 
a very small portion 
of employment, but 
in Bangladesh, small 
businesses are left to 
struggle on their own 
to survive and grow

“We seek to strengthen 
US-EU cooperation 
to enhance the par-

ticipation of SMEs in trade between 
the United States and the European 
Union.”

This official announcement on 
the website of the US Trade Repre-
sentative (USTR) office demonstrates 
how the world’s number one econo-
my values its small businesses.

Both the US and the EU acknowl-
edge small and medium enterprises 
as the backbone of their economies. 
Millions of small manufacturers in 
Europe and the United States pro-
duce some 30% of goods exported 
from both markets. Even then, the 
US and EU want to move further un-
der the Transatlantic Trade and In-
vestment Partnership (T-TIP) to help 
SMEs support jobs and businesses 
on both sides.

Major Asian economies like China, 
Japan, South Korea, and European 
countries like Germany, along with 
peers in the club of highly industri-
alised nations — OECD (Organisation 
for Economic Co-operation and De-
velopment), recognise SMEs as criti-
cal motors of growth and job creation.

An analysis of contributions of 
SMEs in jobs and economies world-
wide shows that economic growth 
is closely linked to the development 
of SMEs, which create jobs and feed 
bigger industries which share a very 
small portion of employment.

Developing countries in Asia are 

also focusing their attention on the 
development of small businesses to 
ride to the next level. Indonesia, Vi-
etnam are among them.

But here in Bangladesh, SMEs are 
still left to struggle on their own to 
survive and grow.

Even after several reviews, the 
very definition of SMEs still re-
mains ambiguous, creating hassles 
for small entrepreneurs while ap-
proaching banks for loans or author-
ities for registration. An SME policy 
is there, but still remains mostly 
unimplemented with only a year left 
before it expires.

Various incentives offered by the 
government did not help small en-
trepreneurs much to pull away from 
the pandemic-induced devastation. 

Rather, they are now confronted 
with fresh challenges, one worse 
than the other.

Shabab Leather founder Maksu-
da Khatun is worried about where to 
sell her stockpile of products worth 
around Tk1 crore as demand falls.

Her business was severely affect-
ed by the Covid-19 closures. Now, it 
is the Russia-Ukraine war.

“Since the start of the war, the 
price of raw materials has almost 
doubled, increasing our production 
costs,” the entrepreneur lamented as 
The Business Standard approached 
her ahead of the International SME 
Day 2023.

The day was observed ceremoni-
ally on 27 June in Bangladesh too, 
with pledges to make ways easier 

for SMEs repeated. But these small 
manufacturers, employers and man-
ufacturers remain neglected. Unlike 
big business lobbies, the SME asso-
ciations and even the government’s 
SME Foundation failed to make 
their voices heard during the annual 
budget preparation.

But the opposite is happening in 
developed countries.

The US and EU, whose SMEs 
provide over half of all jobs and 
two-thirds of all private sector jobs 
respectively, now look to promote 
those small ventures with tariff re-
bate and relaxed rules under a new 
trade deal. 

“The Transatlantic Trade and 
Investment Partnership will create 
new opportunities  I  SEE PAGE 15 COL 1
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“The Transatlantic Trade and 
Investment Partnership will create 

new opportunities in both the 
United States and the EU. These 
opportunities will be especially 

valuable for SMEs, given that trade 
barriers tend to disproportionately 
burden smaller firms, which have 
fewer resources to overcome them 

than larger firms.”
.....

USTR DOCUMENT

SMEs suffer as economic woes linger 
RAFIQUL ISLAM AND JAHIR RAYHAN 

Due to the increase in 
the price of gas and 
electricity, the cost of 
manufacturing costs have 
also increased, but the 
entrepreneurs are not 
able to sell the products 
accordingly

The government’s various benefits 
and incentives for small businesses 
are yet to pull away entrepreneurs 

from the pandemic-induced devastation 
as they are now confronted with fresh 
challenges, one worse than the other.

The problem with the sale of manufac-
tured goods has added to their existing 
woes of difficulty in getting loans and an 
increase in the price of raw materials due 
to the dollar crisis. 

On top of that, due to the increase in 
the price of gas and electricity, the cost of 
manufacturing costs have also increased, 
but the entrepreneurs are not able to sell 
the products accordingly.

Shabab Leather founder Maksuda Kha-
tun told The Business Standard that the 
Covid-19 pandemic dealt a huge blow to 
her business in 2020, from which she is 
yet to recover. 

She said her products worth around 
Tk1 crore remain unsold.

Maksuda said the pandemic had halted 
her progress. “Many orders were can-
celled. The factory was completely closed 
for two months, but we had to pay the 
workers’ wages and the rent.”

She began to see a glimmer of hope 
SME fairs resumed across the country and 
was able to sell some unsold goods. 

Then, the Russia-Ukraine war dashed 
that hope.

“Since the start of the war, the price 
of raw materials has almost doubled, in-
creasing our production costs,” the entre-
preneur lamented.

Hasina Mukta, owner of Natunatta 
Boutique and Handicrafts Fashion de-
signer told TBS that it is difficult for her to 
keep her business afloat. 

The wholesale price of yarn and clothes 
have increased, resulting in a bloated pro-
duction cost, she said.

The war has increased the price of cot-
ton by almost 40%, Mukta told TBS.

Small businesses like hers can turn 
around if the government provides raw 
materials for us at cheap prices and giv-
en the opportunity to sell our products 
abroad, she said.

“Now, we pay 9% interest for loans 
which should be at 4%-5%,” she sug-
gested.

According to the Registrar of Joint 

Stock Companies and Firms (RJSC), the 
number of company liquidations in the 
country has increased each year since the 
pandemic broke out worldwide in 2020, 
with 317 facing liquidation in the first nine 
months of the current fiscal year 2022-23.

The number was 301 in the entire past 
fiscal year.

The previous fiscal years had seen much 
smaller numbers of company liquidation – 
173 in FY21, 93 in FY20, and 84 in FY19.

The companies that went into liquida-
tion during the period were all small and 
medium enterprises and had a cumulative 
investment to the tune of Tk17,300 crore. 
Several foreign-owned companies also 
faced liquidation – a situation when firms 
shut down operations and seek to sell off 
assets.

There are about 78 lakh cottage, mi-
cro, small and medium industries in 
the country. About 2.1 crore manpower 
is directly and indirectly employed in  
the SME sector.

The SME Foundation says most of the 
backward linkage industries in the coun-
try are small and medium-sized. 

The contribution of the industrial 
sector to the economy of Bangladesh is 
37.07% while it is about 28% for the SME 
sector.

The government has formulated the 
SME policy, aiming to increase the contri-
bution of the SME sector to 32% by 2024.

The SME Foundation says that the SME 
sector contributes 60% to 70% to the GDP 
of China, Japan, and South Korea. Bang-
ladesh has a lot of potential to increase its 
contribution to GDP in this sector. And for 
this, it is necessary to give special facilities 
to SME entrepreneurs.

Md Masudur Rahman, chairperson of 
SME Foundation told TBS that entrepre-
neurs can sell products where there is de-
mand in the domestic market.

“We are connecting entrepreneurs with 
markets and buyers. We have conducted 
SME fairs in every divisional city. We have 
agreements with major domestic and for-
eign online platforms to sell products on-
line,” he added.

Some products that are not imported 
due to some LC restrictions are now man-
ufactured by domestic entrepreneurs, cre-
ating an opportunity, Masudur Rahman 
said.

“Various associations of entrepreneurs 
are holding fairs all over the country. 
We encourage them. Through this, SME 
products are increasing in popularity,”  
he added.

The number of company liquidations in the country has increased each year since the pandemic broke out in 2020, with 317 
facing liquidation in the first nine months of the current fiscal year. PHOTO: MUMIT M

Various incentives offered by the government did not help small entrepreneurs much to pull away from the pandemic-induced devastation. Rather, they are now confronted with 
fresh challenges, one worse than the other. PHOTO: MUMIT M
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CONTINUED FROM PAGE 14
in both the United States and the EU. These 
opportunities will be especially valuable for 
SMEs, given that trade barriers tend to dispro-
portionately burden smaller firms, which have 
fewer resources to overcome them than larger 
firms,”reads a USTR document.

Since 99% of European and US companies 
– over 20 million companies in the European 
Union and 28 million in the United States – are 
SMEs, they figure prominently in trade policy 
making.

The 99:1 ratio is common in composition of 
small and big companies in most other indus-
trialised countries including Germany, where 
SMEs account for more than half of our eco-
nomic output and almost 60% of jobs. SMEs, 
also known as the ‘Mittelstand’ in Germany, 
are the country’s strongest driver of innova-
tion and technology, which is behind the 
success of the ‘Made in Germany’ trademark  
worldwide.

In Japan, SMEs represent an impressive 99.7% 
of all businesses and employ approximately 
70% of the country’s workforce. Recognising 
the essential role of SMEs, the Japanese govern-
ment has established policies and programmes 
to support SMEs’ growth and development as 
SMEs account for 69% of the private sector  
labour force.

Apart from spending billions in the Safety 
Net Loan Scheme — crisis response cash grants 
after Covid-19 — Japan announced a special $4.1 
billion subsidy package for SMEs to help them 
adopt IT solutions and develop e-commerce 
sales channels.

SMEs are regarded as the backbone of Chi-
na’s economy as they contribute over 60% to the 
total GDP, 50% of tax income, 79% of job crea-
tion and 68% of exports. The People’s Bank of 
China reduced refinancing rates and set up spe-
cial low-cost refinancing funds multiple times to 
support SMEs.

Tax cuts and financial incentives bring about 
five million new SMEs every year in China.

SMEs are even more vibrant in South Ko-
rea, accounting for 99.9% of all domestic en-
terprises and providing more than 80% of all 
jobs in the nation. In terms of value-added, 
Korean SMEs generate over 60% of all business  
sector GDP.

These data show how SMEs created the back-
bone of these economies and are still driving 
their growth and employment.

However, there is not updated acceptable of-
ficial data on SMEs, their contribution in GDP or 
employment in Bangladesh.

Some figures are cited in relevant official 
documents with no reference to sources. It is 

said that about 7.8 million cottage, micro, small 
and medium enterprises employ nearly 21 mil-
lion manpower directly and indirectly. The con-
tribution of SMEs to the economy is about 28%, 
which the government’s SME policy aims to in-
crease to 32% by 2024.

The World Bank says nearly 10 million SMEs 
are contributing to 23% of the GDP, 80% of jobs 
in the industries sector, and 25% of the total 
labour force in Bangladesh. The global bank, 
which ran a number of schemes to support small 
businesses, says MSMEs are the backbone of 
non-farm job creation in Bangladesh.

Despite the absence of consistent data over 
time, the World Bank draws some useful con-
clusions from the 2013 Government Economic 
Census and the Enterprise Survey which counts 
a staggering 7.8 million enterprises, of which al-
most 89% belong to the cottage and microenter-
prise segment, and 11% to the small enterprise 
segment. 

Some 99% of all non-farm enterprises fall 
into the micro and small segments, provid-
ing employment to 20.3 million. “As such, this 
makes them the largest source of employment 
apart from agriculture — and a key contributor 
to poverty reduction. The MSME sector overall 
provides 86% of total employment outside of ag-
riculture and the public sector,” it says.

Worldwide, small and medium enterprises 
have a common abbreviated name — SMEs. In 
Bangladesh, their abbreviations vary: some-
times SMEs, sometimes MSMEs or CMSMEs rep-
resenting cottage, micro, small and medium 
enterprises. There are policies and schemes too, 
but those have made little change in their real 
situation so far.

Critical motors of growth

EMPOWERING GROWTH
THE SMART PATH TO VALUE CHAIN FINANCING WITH IPDC FINANCE

Leading the market with

over 50% market share

1     Distributor Finance
2     Import Duty Finance
3     Work-order Finance
4     Factoring
5     Reverse Factoring

Award winning digital
supply chain finance
platform

Financed 

TK2,500CR+ in 2022

End-to-end 
digital ecosystem

SUPPLY CHAIN FINANCE

TK6,000M+
financed till now

Winner of 
Bangladesh Fintech
Award 2021 

Fully digital platform 
to finance end-
market retailers

Financing integrated 
with product purchase

100,000+ 
micro merchants 
registered 

RETAILER FINANCE

SPECIAL INITIATIVES TO ENSURE

Access to finance

Access to market 
with focus on 
digital economy 

Financing beyond
megacities 

Training and 
development ranging
from technical to 
psychological aspects

CAPACITY BUILDINGMSME DEVELOPMENT

Generated 60K+ jobs

Driving progress in Agro 
and Sustainable sectors, 
recently supporting the 
Jamdani industry

Active contributor in the 
refinancing scheme by 
Bangladesh Bank 

Special focus on developing 
women entrepreneurs 
through IPDC Joyee

Despite the absence of 
consistent data over time, 
the World Bank draws some 
useful conclusions from the 
2013 Government Economic 
Census and the Enterprise 
Survey, counting a staggering 
7.8 million enterprises, of 
which almost 89% belong to the 
cottage and microenterprise 
segment, and 11% to the small 
enterprise segment.
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In an exclusive interview 
with The Business 
Standard, Mohammed  
Monirul Moula, managing 
director and CEO of 
Islami Bank Bangladesh 
Limited, talks about the 
banking industry’s shift 
towards SME financing 
and the bank’s role in 
fostering the growth of 
small businesses across 
the country

Many banks are now shifting their 
lending focus towards SMEs in the 
post-pandemic era. What is Islami 
Bank planning in this segment?
Islami Bank Bangladesh Limited (IBBL) is 
the largest commercial bank in Bangladesh 
and the first Shariah-based Islamic bank in 
South-East Asia. Since its establishment in 
1983, the bank’s primary goal has been to 
establish a welfare-oriented Islamic bank-
ing system ensuring equity and justice in 
the field of all economic activities. It holds 

the distinction of being the country’s larg-
est investor in financing SMEs. 

Small and medium enterprises (SMEs) 
are often the hardest hit when crises 
emerge, and the Covid-19 pandemic has 
been no exception. SME businesses have 
been significantly impacted negatively 
by the pandemic, experiencing declines 
in revenue, profit margins and sales vol-
umes. In response, many banks of our 
country are changing their business pol-
icy, with a shift in focus towards support-
ing SMEs. 

The vision of IBBL includes achieving 
balanced growth and equitable develop-
ment through diversified investment op-
erations particularly in the priority sectors 
and less developed areas of the country 
and to encourage socio-economic uplift 
and financial services to the low income 
community, particularly in the rural are-
as. Since the inception of this bank, it has 
been giving priority in financing SMEs.

Following the guidelines and regu-
lations of Bangladesh Bank, IBBL has 
identified several SME-prone areas where 
specialised SME/agriculture branches 
have been established. These specialised 
branches aim to facilitate potential en-
trepreneurs’ access to financing from the 
Shariah-based banking sector. The bank 
intends to open more such branches in 
other SME-prone areas in future.

Islami Bank has a presence in over 
6,000 units across the country. 
How can the bank use this network 
to foster entrepreneurship?

IBBL is committed to providing banking 
services that are purely based on Islamic 
Shariah, and are transparent and effi-
cient. Our goal is to establish and main-
tain the modern banking techniques, to 
ensure soundness and development of 
the financial system based on Islamic 
principles, and to become a strong and ef-
ficient organisation with highly motivated 
professionals working for the benefit of 
people based on accountability, transpar-
ency and integrity in order to ensure sta-
bility of financial systems. 

With 394 branches, 236 sub-branches, 
2,697 agent outlets and over 2,960 ATM/
CRMs, Islami Bank provides services 
across the country. 

Islami Bank has been playing a leading 
role in creating entrepreneurship since its 
inception. 

The bank is contributing to all kinds 
of industries through entrepreneurship 
creation and funding. More than two 
thousand agriculture-based industries 
have been developed with the finance of 
Islami Bank. More than 17 percent of the 
jute products in the country are produced 
in institutions financed by Islami Bank. 
Islami Bank imported 63% of the total 
fertiliser i.e. worth $712 million, to the 
private sector for the development of the 
agriculture industry. 

The bank funded in establishing over 
50 cold storages for storing perishable 
agricultural goods. Around 900 auto rice 
mills have been set up with IBBL finance. 
Islami Bank has invested in setting up the 
country’s first auto rice mill and bran oil 

mill (rice bran to edible oil factory). It in-
vested in importing all types of light and 
heavy industrial machinery.

Islami Bank has created 85 lakh di-
rect employment through investment in 
industries. Not only in light and heavy 
industries Islami Bank is the highest SME 
investor bank. More than 6,000 industrial 
factories are being operated with the fi-
nancing of Islami bank. Islami Bank is the 
highest investor in the road transport and 
shipping sectors of the country. It has pro-
vided micro investments to about 9 lakh 
marginal families in 32,000 villages to 
eradicate poverty and empower women. 

How is Islami Bank different from 
its peers in SME financing?
The SME sector is playing an important 

role in the economic development and 
growth of Bangladesh. Islami Bank Bang-
ladesh limited has taken various steps 
by giving priority to this sector. IBBL 
encourages SME cluster based lending. 
Individual SME investments are targeted 
for women entrepreneurs. Even separate 
women desks have been set up in each 
branch to facilitate women entrepreneurs 
for taking investment. 

Islami Bank is carrying out various 
activities including entrepreneur devel-
opment training and capacity building of 
entrepreneurs. The officials of the bank 
are working tirelessly to deliver SME ser-
vices at the doorsteps of entrepreneurs. 
SME Foundation and Bangladesh Bank 
awarded Islami Bank as “Best Small  
Entrepreneur  I  SEE PAGE 18 COL 1

‘Importance of SMEs  
in a developing country 
like Bangladesh is 
immense’

MOHAMMED  MONIRUL MOULA

TONMOY MODAK  

Low NPL ratio of SMEs is 
encouraging more banks to 
raise SME loan portfolio 

Due to various steps taken by the cen-
tral bank to provide loans at interest 
rates lower than the prevailing mar-

ket rates, besides various other efforts of 
the banks, the disbursement of loans to the 
Small and medium-sized enterprises (SMEs) 
sector is on the rise.   

Large loans to the industrial sector, by 
definition, have fewer beneficiaries. Besides, 
when large loans become non-performing 
loans (NPL), the entire banking sector takes 
a hit. There are many precedents of even 
good banks getting in trouble because of 
just a few bad loans. Due to the culture of 
disbursement of large loans, the NPLs of 
Bangladeshi banks have increased signifi-
cantly. 

On the other hand, SME loan sizes are 
much smaller than industrial ones. As the 
loan amount is divided into small portions, 
the risk of the bank is reduced a lot. Even if 
one or a few loans become NPL, the health 
of the bank is not affected much.   

Besides, the NPL ratio is low in the SME 
sector. Banks are now leaning towards SME 
loans due to these reasons. There are banks 
that have doubled the amount of SME loans 
in total loans in the past year. 

According to central bank data, SME 
loan outstanding in the banking sector has 
increased by about Tk15,000 crore in the 
last one year. Outstanding loans in the sec-
tor stood at Tk2.44 lakh crore at the end of 
the March quarter this year. It was Tk2.29 
lakh crore in the same period last year. That 
is, the loan growth in this sector has been 
6.51% in one year. 

The central bank is also taking various 
steps to increase SME loans. Bangladesh 
Bank asked banks and non-bank financial 
institutions to raise their loan disbursement 
ratio for cottage, micro, small and medium 
enterprises (CMSME) to 25% of their out-
standing loans by 2024.   

Bangladesh Bank has a Tk3,000 crore 
scheme titled “Small Enterprise Refinance 
Scheme for Women Entrepreneurs’’ to 
achieve at least 15% of the net credit and ad-
vance status of the CMSME sector to women 
entrepreneurs by 2024. Under this scheme 
women entrepreneurs get loans at a maxi-
mum of 5% interest/profit.  

At present, almost all commercial banks 
are focusing on the SME sector. Several pri-
vate banks in particular have been success-

ful in disbursing loans in this sector. One of 
them is private sector-owned BRAC Bank. 
More than 50% of their entire loan portfolio is 
invested in the SME sector. About 30-32% of 
the remaining loans are in the corporate com-
mercial sector and 17-18% in the retail sector.  

Selim RF Hussain, chairman of the As-
sociation of Bankers Bangladesh (ABB) and 
managing director and CEO of Brac Bank 
said, “we believe that investment in the SME 
sector is sustainable and makes the biggest 
contribution to our country’s economy or 
society. We have disbursed loans worth over 
Tk14,500 crore to around 166,227 SME cus-
tomers in 2022.” 

Discussing the future prospects of the 
country’s SME sector, he also said that after 
the Second World War, countries like Ger-
many and Japan showed how an economy 
could be made stronger through the SME 
sector, even after the devastation of a war.   

It is said that the SME sector contributes 
25% of our country’s GDP. This is old data. 
At present, this rate is higher. Employment 
is also high in the SME sector. That is, the de-
velopment that is happening in the country 
is spreading to the marginal areas through 
the SME sector. If a developing country like 
Bangladesh has to accelerate the pace of 
development, it has to be done through the 
SME sector. 

In addition to private banks, state-owned 
banks also aim to increase lending to the 
SME sector. Among them, Sonali and Agrani 
Bank are performing well in such loan dis-
bursements. 

Md Afzal Karim, Managing Director and 
CEO of the state-owned Sonali Bank told TBS 
that they set different annual targets for SME 
loans.   

“We have oversight to achieve this. We 
are moving towards the goal very fast. Eight 
percent of our loan portfolio in 2021 was in 
the SME sector. Now it is more than 14.5%. 
If a good entrepreneur in the SME sector 
comes to us for a loan, no matter how small, 
we finance them. We are giving loans up 
to Tk10 lakhs without collateral, and Tk75 
crores with collateral in these sectors. We 
have seen that if supervision is good in SME 
loans, NPLs are very low.”  

Md Murshedul Kabir, managing director 
(MD) and CEO of Agrani Bank said among 
the state-owned banks, Agrani Bank has the 
highest outstanding SME loans.   

“We are trying to expand SME lending in 
urban as well as rural areas of the country. 
All our zonal and local branches have been 
instructed to give priority to disbursement of 
SME loans. Besides, supervision and govern-
ance has been enhanced in disbursement of 
loans, so that the loans given in this sector 
are properly recovered.”  

Banks lean in on loans 
to SME sector  
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In a discussion with The 
Business Standard, 
the Deputy Managing 
Director and Head of 
SME of Brac Bank, Syed 
Abdul Momen, highlights 
various issues in SME 
financing, the bank’s 
future goals for the sector, 
and the factors behind 
its success

With 53% of its total loans to SMEs, 
Brac Bank is a leading lender to 
small businesses in the country. 

Currently, their total loan portfolio to the 
SME sector is Tk22,000 crore, which they 
want to double in the next two years. 

In a discussion with TBS Staff Corre-
spondent Sakhawat Prince, the bank’s 
Deputy Managing Director and Head of 
SME, Syed Abdul Momen, highlighted var-
ious issues in SME financing, the bank’s 
future goals for the sector, and the rea-
sons behind the success of the institution.

What are Brac Bank’s goals in 
regards to SME financing? 
Recently, we reached a milestone for giving 
loans worth Tk15 lakh crore to 15 lakh cus-
tomers in the SME sector. This is a cumula-
tive calculation. Although you see that the 

total loan amount in the banking sector is 
about Tk15 lakh crores. So, I would say that 
Brac Bank is one of the significant contribu-
tors to the country’s SME sector. 

We currently have NPLs below 3%. 
Brac is lending to SMEs through banks 
and various MFIs. Brac has been able to 
contribute only 3% to 4% to the market 
demand of our country. We still have the 
opportunity to tap into about 95% percent 
of the market.

So far, the total SME portfolio of Brac 
Bank is Tk22,000 crores. Among them, 
Tk16,000 crore worth of loans are collat-
eral-free. Our aim is to double the current 
portfolio in two years. At present 53% of 
our bank’s chest is with SMEs.

We work with four sectors in our SME 
loan activities, which includes small finance 
and emerging corporate (loans worth Tk75 
lakh to Tk1 crore). Apart from ourselves, we 
also break loans through MFIs. Currently 
we have about 22 NGO customers.

How did Brac Bank formulate 
its SME loan plan? 
The visionary of our SME loan plan was Sir 
Fazle Hasan Abed. He went to a UN pro-
gram in 1999, where two main problems 
of Bangladesh came up in an analysis. 
One of those was small business’s access 
to finance.

The second one was that most people 
in Bangladesh work in urban areas. But 
their families continue to live in rural areas. 
There is no mechanism to easily send the 
money earned in the cities to the villages. 

He created two institutions to solve 
these two problems — Brac Bank to solve 
the first and bKash to solve the second.

There have been many changes to the 
business model in our 22-year journey. We 

realised that it will take money to disburse 
the loans, but where will the deposits 
come from? The deposits are in the cities. 
From that thought, we started retail bank-
ing and branch banking. Our model was 
that we would take cash deposits from 
these customers from urban areas and 
then distribute this money in rural areas.

What are your plans regarding 
corporate banking?
As time progressed, we saw that corporate 
banking was also an option. Corporate 
banking offers large deposits with other 
benefits. And if we want to disburse SME 
loans, we need deposits. Since deposits 
from the SME sector are small, we also ex-
panded our corporate loan portfolio. We 
are now a complete bank.

There is only one problem with SME 
lending — the cost is high. Our next plan 
is to bring SMEs fully into the banking 
system within the next two years. The 
amount of deposits will also increase as 
the number of accounts increases.

How risky is it to distribute 
loans at the marginal level?
We have been learning through trial and 
error. We too were in a bad situation once. 
In 2013, we started a new business model, 
which is still in place, albeit with some 
changes. But the basics remain the same; 
experience is the biggest thing here.

We have a long experience of 22 years. 
And Brac as an NGO has 40 years of ex-
perience. Our credit managers are spread 
across the country. There are over 200 
credit managers. 

Only credit managers can approve 
loans. You might think of a credit man-
ager as a head office. Brac Bank is able 

to disburse loans within three days of ap-
plication. This time is also taken to bring 
the signature of the guarantor, to bring 
the CIB of the central bank and to collect 
some other documents.

What is the role of Brac Bank’s digital 
platform in disbursing SME loans?
We currently have 80 offices running on 
the digital platform. We have created an 
app for customers through which they 
can apply for small loans of Tk20,000-

Tk50,000, for which no CIB is required.

Why is Brac Bank so popular 
among SME borrowers? 
One of the reasons behind our milestone 
SME lending is that when we go to the cus-
tomer, the customer does not have to come 
to us. We have 3,000 field workers, whose 
target it is to reach 3,000 people. They go to 
the customers by going around the market. 
They then convince the customers to take 
loans. This is the main reason.

Brac Bank looks to 
double SME portfolio 
in next 2 years

There have been many changes to the business model in our 
22-year journey. We realised that it will take money to disburse 
the loans, but where will the deposits come from? The deposits 
are in the cities. From that thought, we started retail banking 
and branch banking. Our model was that we would take cash 
deposits from these customers from urban areas and then 
distribute this money in rural areas.

SYED ABDUL MOMEN
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What further policy support could the gov-
ernment provide to banks in terms of SME 
loan disbursement? What could help im-
prove SMEs gain better access to finance?  
Bangladesh, like any other country in the world, 
has been focusing on the Cottage, Micro, Small & 
Medium (CMSME) sector for poverty alleviation, em-
ployment and domestic production growth. Bangla-
desh also considers the CMSME sector as an engine 
of growth. Bangladesh currently has about 78 lakh 
SME entrepreneurs.  It is estimated that CMSMEs 
constitute a significant component of economic 
enterprises accounting for over 97% of all enter-
prises in Bangladesh. The sector employs about 25 
million people. Expansion of the CMSME business 
portfolio would ensure sustainable profitability 
thus impacting the overall socio-economic sce-
nario of the country. The following points might 
be considered for further policy support: 

a) As SMEs in Bangladesh are mostly traders the 
trading sector needs to be rearranged. 

b) SME Distributor clients from large corpora-
tions might be considered in the service sector as 
they are selling locally made products which also 
increase the country’s domestic production. 

c) Actual SME data is missing. A separate gov-
ernment institute is necessary to register SMEs 
across Bangladesh. 

We need to address the following points for bet-
ter access to finance: 

a) Financial and accounting literacy training 
b) Undertake appropriate supervision of financial 

products offered to social and micro-entrepreneurs 

c) Expand the Credit Guarantee Scheme to all 
SMEs where collateral is an issue.  

The SME sector accounts for over 50% 
of the GDP in most developed countries. 
The ratio is 60% in neighbouring India 
and 45% in Vietnam. In our country, 
however, SMEs constitute 25% to 27% 
of the GDP, although the sector holds 
80% of total industrial jobs. What do you 
think holding SMEs back in our country?  
We personally think that the following major fac-
tors are holding SMEs back in our country: 

a) Informal activities account for a sizable por-
tion of the role of SMEs in our economy. SMEs are 
also not properly included in the formal registra-
tion process. 

b) Many SMEs lack access to land, electricity, 
gas and other necessities required for running their 
businesses. 

c) The third factor to consider is skill develop-
ment. SMEs generate ideas, but they frequently 
struggle to find the skilled manpower required to 
put them into action. 

d) Inclusion of technology in sales, stocks 
and receivables management. Lack of aca-
demic literacy among SME entrepreneurs is a 
challenge including technical and financial  
literacy. 

e) Entrepreneurship development mindset dur-
ing academic curriculum (change in the education 
system) could encourage many young graduates to 
enter a business rather than rushing to the tradi-
tional job market.

Financing SMEs is a good 

CONTINUED FROM PAGE 20
time to time; so far now the policies are very 
much accessible to the customer. The applica-
tion of the credit guarantee scheme needs to be 
more bank & customer friendly so that banks 
focus more to finance SMEs. All the financial in-
stitutions are following as per given guidance of 
Bangladesh Bank. Proper awareness is required 
among the both parties, the FIs and the customer 
to improve better access to SME finance. 

The SME sector accounts for over 50% of the 
GDP in most of the developed countries in 
the world. The ratio is 60% in neighboring 
India, and 45% in Vietnam. In our country, 
however, SMEs constitute 25% to 27% of 
the GDP, although the sector holds 80% 
of total industrial jobs. What do you think 

is holding SMEs back in our country? 
As I mentioned earlier, our SME customers are not 
well structured as of now. If we see the SME mar-
ket in developed countries we will find the major 
differences among us are the Structural Develop-
ment, Know How, Skill Development, Entrepre-
neurship Development, etc.The total ecosystem is 
built in such a way that it helps the SMEs to grow 
better and it attracts the banks to go for more fi-
nancing in SME sector. It develops a winning posi-
tion for all parties. We must take the best practices 
of developed countries and we need to develop 
more on our side to increase the percentage of the 
contribution in our GDP. The scope to improve in 
the SME ecosystem is still huge. 

Furthermore, due to not having proper struc-
ture and formal documents FIs also could not fi-
nance them in their business development.

EBL aims to be a market
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digital services of our own accord. We have a 
digital platform called ‘Quick Loan’, for which 
you have to apply online. We provide loans of up 
to Tk5 lakh. Besides, we are giving loans through 
MFS providers as well.

We have developed a new software through which 

entrepreneurs can apply for a loan of up to Tk35 lakh 
online. But for this some business documents will 
need to be uploaded online. This software is ready, 
which will be launched in the first week of August. A 
customer will be informed within three days whether 
they will get the loan or not. But gradually, that will be 
brought down to within 24 hours of application.

LankaBangla to offer
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CMSME FINANCING 
BY BANKS AND NBFIS
IN BANGLADESH

SMALL IS BEAUTIFUL

SMEs represent 90%
of businesses worldwide

More than 50%
of employment worldwide

Formal SMEs contribute
up to 40% of GDP
in emerging economies

In emerging markets, most 
formal jobs are generated by 
SMEs, which create 
7 out of 10 jobs

SMEs are the backbone of 
Europe's economy

They represent 99%
of all businesses in the EU

Account for more than half
of Europe’s GDP

In OECD countries, SMEs 
account for about 99% of 
firms and 70% of all jobs

They contribute more than 

50% of GDP in high-income
countries worldwide

Source: World Bank,
European Commission,

McKinsey & Company

GLOBAL
OVERVIEW

Note: There is no official data 
on Bangladesh’s SME 
contribution to GDP other 
than Asian Development 
Bank’s 2015 study. Govt aims 
to increase the sector’s 
contribution to 32% by 2024.
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Bangladeshi women entrepreneurs got
only 4.7% of total CMSME loans disbursed in 2022
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There are  177 SME clusters

48 Non-booster
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With about 70,000
enterprises
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DEFINITION OF SMES

Manpower

Type of
industries

Amount of investment in taka
(Replacement cost and value of fixed assets, 
excluding land and factory buildings)

Cottage Below 10 lakh Maximum 15

Micro 10 lakh to 75 lakh

Small

Medium

Manufacturing

Manufacturing

Service

Service

16 to 30

75 lakh to 15 crore 31 to 120

10 lakh to 2 crore 16 to 50

15 crore to 50 crore

2 crore to 30 crore

121 to 300

51 to 120

TBS REPORT 

Dhaka Bank has recently 
focused on SME Business 
and has a plan to raise 
its SME portfolio. The 
Business Standard spoke 
to Md Mostaque Ahmed, 
the Deputy Managing 
Director and CEMO of 
Dhaka Bank Limited, to 
learn about its planned 
contributions to the SME 
sector 

What does your bank 
aim to achieve with its 
SME loans? Have SME 

loans been profitable for your 
organisation? How big is your 
SME loan portfolio at present?  
MSMEs are a vital engine of economic 
growth and job creation in many develop-
ing countries. By providing financial sup-
port to MSMEs, Dhaka Bank aims to help 
foster entrepreneurship, innovation, and 
overall economic development. Dhaka 
Bank is continuing to widen its CMSME 
portfolio by promoting fresh lending to 
new borrowers belonging to various CMS-
ME business segments.  

Since the corporate segment has 
reached a level of saturation and strong 
price competitiveness, Dhaka Bank has be-
gun diversifying its loan portfolio into SME 
and other emerging business segments.  

Nowadays, SME loans have become 
profitable and have the following benefits 
for banks in growing CMSME businesses:  

a) Provision benefit; For a standard 
CMSME loan general provision is 0.25%; 
but for other loans, it is 1% to 5%.  

b) Refinance benefits from the Central 
Bank and other bilateral local/interna-
tional stakeholders.  

c) Portfolio diversification and lower 
concentration risk. 

d) Capital requirement for external cred-
it rating, risk-weighted 75% is required for 
un-rated SME loans (Up to Tk 30.00 lac) but 
it is 125% for corporate loans.  

Being a second-generation bank, Dhaka 
Bank has recently focused on SME Business 
and has a plan to raise its SME portfolio to 
25% of total loans and advances by 2024. 
Currently, SME loans contribute 13% of the 
bank’s total loans and advances. 

What businesses in the SME sector 
have good potential for growth? 
The following businesses in the SME sec-
tor have good potential for growth. Dhaka 
Bank has taken the following sectors as 
preferential for SME Financing: cluster fi-
nancing; agriculture and food processing; 
RMG; ICT; leather industries; light engi-
neering; jute industries; plastic industries; 
tourism industry; home textile; renewable 
energy; automobile; handcraft; energy 
saving appliances; toy industry; furniture 
industry; cosmetics and toiletries indus-
try; and electronics servicing. 

Besides that, Dhaka Bank has intro-
duced Supply Chain and Distributor Fi-
nance Business under the umbrella of the 
MSME and Emerging Business Division to 
cater to more SME Centric businesses.   

Would you please provide an 
overview of your experience in the 
banking industry, particularly in 
SME banking? How many years have 
you been involved in SME Banking?  
I have been working in the banking indus-
try for the last 24 years. During this phase, 
I worked in various capacities from branch 
banking to corporate and SME Banking in-
cluding agricultural and NGO financing 

and trade finance business. I have been 
working in the business segment mainly 
dealing with SME and Emerging Business 
clients for almost my entire career.  

In April 2016, I started working in the 
SME segment as Regional Head of Medium 
Business in my previous organisation. 
I have participated in several training 
workshops and seminars for SME busi-
nesses both in Bangladesh and abroad. I 
have also participated in the Global SME 
Finance Forum in Beijing, China. Since 
March 2021, I have been working as the 
Divisional Head of MSME and Emerging 
Business covering the Supply Chain and 
Distributor Finance Business of this bank. 

How would you say SME banking 
is different from traditional 
corporate banking?  
Corporate clients are more structured and 
organised than SME clients as corpora-
tions are mostly run by skilled staff. SME 
customers do not store their business data 
and documents properly. Their sales do not 
reflect accurately in banking transactions.  

Also, they maintain inventories/stocks 
and receivables in an informal manner 
compared to traditional corporate banking. 

What are the typical banking 
products and services offered 
specifically for SMEs? How many 
SME loan products does your 
bank offer? In your opinion, 
which financial products are most 
crucial for SMEs, and why? 
The typical banking products are Work-
ing Capital Finance (OD & CC loan), Trade 
Finance, Term Loan, Lease Finance, Bank 
Guarantee etc. We offer a wide range of 
SME products to our customers. We have 
both tailor-made and Product Program 
Guideline (PPG) based products which also 
include Cluster Financing, Supply Chain 
& Distributor Finance, Start-up Finance, 
Women Entrepreneurs Finance etc. 

Financial products depend on the nature 
of the business. For working capital financ-
ing to Micro and Small Segments of SMEs, 
we recommend providing Term Loans for 
12- 24 months on an EMI basis to monitor 
the large customer base of SME customers. 

What is the rate of default loans 

from the SME sector in Bangladesh? 
How do banks assess the credit-
worthiness of SMEs and what 
are some effective strategies for 
managing credit risk in SME banking?  
The rate of default loans in the SME sector 
is approximately 14%. Dhaka Bank has a 
separate MSME Credit Policy which contains 
proper guidelines on booking SME clients. 
Before approving a customer, we analyse 
the borrower’s ability to repay and end 
with an arrangement of adequate security 
and covenants for the mitigation of risk. 
To effectively analyse the risk in a credit 
exposure, certain key parameters must be 
considered, such as: 

a) Financial Analysis 
b) Proper Utilisation of Fund 
c) Loan Repayment Trend Analysis 
d) Working Capital Assessment 
e) Collaterals 
f) Cash Cycle Analysis 
g) Debt Structuring 
h) Other Qualitative Factors  

 I  SEE PAGE 17 COL 1

It is estimated that 
CMSMEs constitute a 
significant component 
of economic enterprises 
accounting for over 
97% of all enterprises in 
Bangladesh. The sector 
employs about 25 million 
people. Expansion of 
the CMSME business 
portfolio would ensure 
sustainable profitability 
thus impacting the 
overall socio-economic 
scenario of the country.  

MD. MOSTAQUE AHMED
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Friendly Bank” of the country.

Tell us about some success cases 
of Islami Bank in creating SME 
entrepreneurs in rural areas.
Islami Bank is a global pioneer and world’s 
largest operator of Islamic microfinance. 
RDS (Rural Development Scheme) is the 
medium for developing rural entrepreneurs. 
The bank has been transforming millions of 
rural poor to successful entrepreneurs since 
its establishment of RDS in 1995.

Currently the bank has enrolled 1.7 mil-
lion members across 32,000 villages of 
Bangladesh under financial inclusion. The 
scheme operates with an integrated devel-
opment approach with typical collateral free 

micro investment and compulsory savings 
supported by entrepreneur development 
activities plus ward stipends, sanitation 
aid, medical camps, profit-free loans, reha-
bilitations and plantations. The graduated 
clients successfully utilising the micro in-
vestment slabs can avail larger investments 
under micro enterprise scheme. The 98% 
rate of recovery in the project demonstrates 
remarkable impact in poverty alleviation. 
Another salient feature being 92% majority 
of the beneficiaries are women which gears 
up the women empowerment practice in 
the rural settings. The successful project by 
the bank has been replicated to the urban  
poor since 2012.

What prospects do you see for banks 
in SME lending in the near future?
IBBL provides investment to small and me-

dium industries for arrangement of working 
capital, business expansion and capital ma-
chinery procurement. In order to take for-
ward the SME sector in Bangladesh and im-
plement SME loan management and special 
initiatives in this sector, Bangladesh Bank 
introduced a new division named SME and 
Special Programme Division in 2009. The 
SME and Special Programme Division has 
taken a number of schemes, programmes 
and policy initiatives for the develop-
ment and expansion of small and medium  
enterprises.

IBBL introduced a number of schemes 
and programmes to ensure facilities includ-
ing funding for the development and expan-
sion of SME investment. It has been playing 
a significant role in exchanging economic 
growth, employment generation, creating 
new business sectors, reducing poverty, re-
ducing rich-poor gap and regional discrimi-
nation, ensuring equality of women and 
empowering them. The importance of small 
and medium industries in the development 
of a developing country like Bangladesh is 
immense. Currently, most industries in the 
country are covered by the SME sector. In 
addition, to achieve the ability to produce 
import substitute products, its role is also 
increasing rapidly.

IBBL has already taken a number of 
schemes and programmes to create entre-
preneurs and enhance the skills of entrepre-
neurs. Currently, the bank is in agreement 
with the Bangladesh Bank, the SME Founda-
tion, the IDA and the ADB in relation to the 
repatriation of funds for the development of 
the Asian SME sector. 

How does digitalisation impact 
cost management of SME lending 
in the banking industry?
The government has set a target of build-
ing Smart Bangladesh by 2041. In order to 
keep pace with the Digital Bangladesh and 
Smart Bangladesh action plans, the coun-
try’s banking sector is converting into a digi-
tal system gradually. Digitalization provides 
ample opportunities for SME financing to 
decrease transactional costs to minimum. 
Furthermore, the partial automation of data 
collection for investment assessment and 
monitoring as well as the automation of in-
ternal processes increase efficiency and thus 
allow banks to serve more SMEs. Besides, 
Banks are interested in SME investment as 
the amount of investments is low. 

Digital investment applications of SME 
finance significantly reduce the time and 
resources needed in the application process. 
Online applications only take a few minutes 
and can be done via laptop or phone at any 
time avoiding hour-long and paper-based 
procedures. Approval times have been 
shrunk from weeks to days or a few minutes. 
Repayment system has also been easy due to 
digital banking operations.

Importance of SMEs

The vision of IBBL includes 
achieving balanced growth 
and equitable development 
through diversified 
investment operations 
particularly in the priority 
sectors and less developed 
areas of the country and to 
encourage socio-economic 
uplift and financial services to 
the low income community, 
particularly in the rural 
areas. Since the inception of 
this bank, it has been giving 
priority in financing SMEs.

‘Financing SMEs is a good way 
to diversify loan portfolio’
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In an exclusive interview 
with The Business 
Standard, M Khorshed 
Anowar, Deputy 
Managing Director and 
Head of Retail and SME 
Banking at Eastern 
Bank Limited (EBL), 
discusses the bank’s 
lending practices to small 
businesses and how 
SME financing is helping 
businesses grow 

What does your bank aim to 
achieve with SME loans? Have 
SME loans been profitable for your 
organisation? How big is your 
SME loan portfolio at present?
EBL’s aim is to be one of the market drivers 
in SME lending with competitive product 
solutions for customers. In doing so, we 
have taken a few good steps to enhance 
our current SME products basket. From 
working capital to fixed asset finance we 
have a custom based product nature. 

The maximum portion of our SME port-
folio is based on collateral-free loans, 
keeping in mind that SMEs do have diffi-

culties in providing collateral. We believe 
unsecured access to finance is important 
for them and it is more impactful for help-
ing their business to grow. Yes, of course 
we are also profitable here and due to a 
different refinance scheme from Bang-
ladesh Bank, it is getting easier for us to 
choose SMEs as a potential segment for 
business. Our current SME portfolio is 
roughly over Tk3,500 crore.  

What businesses in the SME sector 
have good potential for growth? 
Though the major percentage of the SME 
portfolio is in the trading sector in line 
with the country›s concentration on trad-
ing business, recently EBL is focusing 
more on manufacturing business and the 
businesses which are related to the back-
ward and forward linkage manufacturing 
industries. There are so many small con-
cerns growing up to supply different types 
of garment accessories, raw materials, 
semi-finished goods and finished goods. 

We are focusing on those through ca-
pacity enhancement, supporting working 
capital, and bill discounting. Fleet financ-
ing is a new way of smoothing the deliv-
ery system of a business and EBL is doing 
an extraordinary job in this segment. 

How would you say SME banking 
is different from traditional 
corporate banking?
There is a big difference: SME customers 
are not well structured in our country. 
Fund diversion has a big change in this 
segment which leads them to default at 
the end. Our SME relationship managers 
(RMs) have to guide and monitor them 
very closely so that the customer remains 

on the proper track. 
We have trained the RMs to be the fi-

nancial advisor of the customer which 
will reduce the chance of default. To 
find out the customer’s actual need, we 
always closely study them, which is usu-
ally not required in corporate banking. 
We require developing different types of 
products from time to time based on the 
business type and fund needs. Good part 
of the SME sector is the risk diversification 
as we finance more customers along with 
a diversified industry than a big volume to 
a single customer. 

What are the typical banking 
products and services offered 
specifically for SMEs? How many 
SME loan products does your 
bank offer? In your opinion, 
which financial products are most 
crucial for SMEs, and why? 
Most of the financial institutions offer 
mortgage free finance where the loan lim-
it is not big. This practice is giving a mixed 
experience to a customer; some are doing 
well and some are not. The main reason 
is the mismatch between the fund needs 
and the sanction amount. Over finance 
and under finance, both are bad for the 
customer. In most of the cases mortgage 
free loans are not properly investigated 
of the actual purpose therefore under fi-
nance has a chance to occur and the cus-
tomer fails to generate the right outcome 
using the fund. 

EBL has developed numerous SME 
products based on the customer needs 
and type. Currently we have developed 
more than 15 custom SME products which 
we offer to the customer as per their 

needs. Sometimes we offer bundle prod-
ucts to cater the customer rightfully. These 
products are mortgage free and mortgage 
base. Term loan on purpose based is very 
much crucial for the SME customer. 

As this loan is EMI-based therefore 
after a certain period of time the loan 
outstanding becomes zero. For SMEs un-
secured loan nature is very important 
as they cannot give collateral for loans. 
Keeping this in mind the maximum por-
tion of EBL’s SME is based on unsecured 
loans.   

What is the rate of default loans from 
the SME sector in Bangladesh? How 
do banks assess the creditworthiness 
of SMEs and what are some 
effective strategies for managing 
credit risk in SME banking?
According to news reports, the CMSME 
sector had the second-highest level of 
NPLs, which accounted for 12% of the to-
tal outstanding loans of Tk44,790 crore 
as of December. Our assumption it may 
reach up to 16% plus due to the current 
global recession and upcoming expected 
political turmoil due to national election. 

The major criteria for assessing the 

creditworthiness of an SME customer is 
strong cash inflow and the stability of 
the business. Taking a mortgage is ensur-
ing safety in case of default but the good 
cash inflow gives the security of the loan 
repayment. As the SME customers are not 
well guided therefore following strategies 
can be taken to manage the credit risk:
• Stay in close contact of the customer to 

monitor and guide them regarding the 
financial aspects

• Ensure the source of cash inflow of the 
customer is stable, diversified sources 
will increase the stability

• Investigate the purpose and utilisation 
of the fund tactfully

• Sound knowledge of the borrower to 
run the business and ability to take the 
proper decision in adverse situation 
may reduce the credit risk 

What further policy support could 
the government provide to banks 
in terms of SME loan disbursement? 
What could help improve SMEs 
gain better access to finance? 
Based on the situation the government is 
circulating the policies to support the SME 
customer from  I  SEE PAGE 17 COL 1

EBL aims to be a 
market leader in 
SME lending
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In 2018, City Bank began 
focusing on the rising 
CMSME sector through 
a decentralised banking 
system. The Business 
Standard spoke to 
Kamrul Mehedi, Head of 
Small and Microfinance at 
City Bank Limited, to gain 
better insight into the 
sector 

What does your bank aim to 
achieve with its SME Loans? Have 
SME loans been profitable for your 
organisation? How big is your 
SME Loan portfolio at present?
The City Bank has proven its pioneer-
ing stance in the banking industry by 
providing a wide array of banking prod-
ucts to each and every possible segment 
of the economy.  The bank has been 
catering to the SME market with its ro-
bust network of branches, sub-branch-
es, agents and digital capabilities for  
a long time. 

In 2018, the bank started to focus on 
the rising Cottage, Micro and Small En-
terprises (CMSE) through a decentralised 
banking system which largely depends 
on the door-to-door services model. Since 
then, the SME portfolio experienced a big 
increase in growth with an asset size of 
Tk3,600 crore to date by reaching 30,000 
small enterprises all around the country. 
The segment has been very profitable for 
the bank. 

What businesses in the SME sector 
have good potential for growth? 
All industries or sectors have chains of 
SMEs to support their supply chain and 
reach the optimum population of Bang-
ladesh. Generally, the sectors which 
are linked to thrust sectors or export-
earning sectors of Bangladesh have bet-

ter potential to grow in the future. If we 
talk about the local market, the most 
attractive sectors in the SME segment 
can be – light engineering, FMCG retail-
ers, pharmacies, local textiles, home 
fabrics, agro products, groceries, remit-
tance beneficiaries and construction  
materials businesses. 

How would you say SME banking is 
different from corporate banking?
Unlike conventional corporate custom-
ers, SMEs fall short of financial tidiness 
in book-keeping, lack the capacity for 
providing collateral and have heavy re-
flections in bank transactions. Mostly, 
the SMEs are driven by cash transac-
tions, local reputations, book-keeping 
on a daily basis and sole proprietorship 
of nature. SME customers barely visit 
bank branches to apply for a loan or 
other services. Their demand for loans  
comes instantly. 

To serve the SME market, banks need 
to deploy a field force to go to the cus-
tomers and complete the formalities on 
the spot. The banks need to maintain 
the shortest possible time between loan 
application and loan disbursements, 
which would serve the needs of SME  
customers. 

After providing loans, bank officials 
need to ensure fund utilisation by visiting 
and keeping in touch with the custom-
ers more frequently than other customer 
segments. Since most SMEs avail collat-
eral-free loans, traditional credit assess-
ment would not be adequate, customers’ 
behaviour, willingness to pay, history, 
real cash flows, feedback from custom-
ers’ stakeholders and family background 
should be checked thoroughly to mini-
mise the default risk. 

What are the typical banking 
products and services offered 
specifically for SMEs? How many 
SME Products does your bank offer?  
The City Bank offers unsecured or collat-
eral-free term loans to SMEs, especially 
the small segment. As most small entre-
preneurs lack the capacity to provide 
adequate collateral to the banks, avail-
ing of unsecured term loans gives them 
the comfort to access finance and repay 
comfortably. The City Bank also offers 
overdrafts and single-instalment loans 
to small businesses based on their oper-
ating cycle. It also offers small loans to 
beneficiaries of remittance, 95% of which 
are women entrepreneurs in semi-rural 
and rural areas. At present, a small en-
trepreneur can get Tk1.5 crore without  
any collateral.  

What is the rate of default 
loans from the SME sector in 
Bangladesh? How do the banks 
assess a SME’s creditworthiness 
and what are the effective strategies 
for managing credit risk? 
Determining the creditworthiness of SME 
customers is different from conventional 
ones. As I said, SMEs are very dynamic 
when it comes to credit assessment. The 
credit analysts conduct an underlying psy-
chometric analysis of the customer while 
assessing the loan. Different banks use 
various yardsticks or scoring models to 
determine the financial and behavioural 

aspects of a SME customer. 
Multiple check-posts with robust sur-

veillance from loan origination to col-
lections need to be in place. The banks 
which always have a special focus on 
SME lending need to be adaptive and 
capable of identifying financial hazards 
way ahead of any default. An early alert 
system for SMEs should be different from 
conventional customers and be pragmatic 
and responsive. 

What further policy support could 
the government provide to banks in 
terms of SME loan disbursement? 
During the pandemic, Bangladesh 
Bank implemented stimulus funds 
for SMEs which helped re-accelerate 
lost opportunities. Further policy sup-
port for this sector would undoubt-
edly bring benefits. If the support 
during the pandemic had not been pro-
vided, the SME scenario could have been  
devastated. 

Since the major SMEs in Bangladesh are 
involved in trading or merchant business-
es, governments can extend this particu-
lar segment to strengthen their financial 
shock absorption. New research should 
be conducted to find out what needs to be 
done immediately. Policy support to iden-
tify good borrowers and extend facilities 
to them would promote good governance  
in the ecosystem. 

What do you think is holding 
SMEs back in our country? 
As per research conducted in 2016, Bang-
ladesh has 8 million SME establishments, 
out of which nearly 1 million have been 
served by the banks. Still, banks need to 
go to remote locations to bring the un-
tapped markets to the banking channel. 
In India, there are 42.5 million SMEs out 
of which 40% are in the export-earn-
ing sectors thus entailing the growth  
of the SMEs. 

In Bangladesh, there is a significant 
portion of unregistered SME businesses 
which need to be dragged under the 
banking umbrella to grow further. The 
contribution of SMEs to our GDP can be 
more if banks extend their digital capa-
bilities to reach remote customers. We 
have to remember that digital banking 
can bring more unbanked customers with 
huge potential.

In Bangladesh, there 
is a significant portion 
of unregistered SME 
businesses which need 
to be dragged under 
the banking umbrella 
to grow further. The 
contribution of SMEs to 
our GDP can be more 
if banks extend their 
digital capabilities 
to reach remote 
customers. We have to 
remember that digital 
banking can bring more 
unbanked customers 
with huge potential.

‘Unregistered SMEs need to be brought 
under umbrella of banking’

M KHORSHED ANOWAR

KAMRUL MEHEDI
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In a recent interview 
with The Business 
Standard, Kamruzzaman 
Khan, executive vice 
president and SME 
head of LankaBangla 
Finance, spoke about the 
company’s future plans 
for its SME portfolio and 
how it plans to facilitate 
small businesses 

LankaBangla Finance, one of the top 
NBFIs in the country, has had fo-
cus on corporate lending since its 

inception. But in the past decade, it has 
brought about an incredible transforma-
tion in SME loans. Currently, the company 
is disbursing loans of more than Tk150 
crore per month through 10 popular SME 
loan products.

At present, the institute allows loans of 
Tk5 lakh through its digital platform. But 
it has created a new ‘platform’, which will 
start from August, through which loans 
of up to Tk35 lakh can be availed digi-
tally. Kamruzzaman Khan, executive vice 
president and SME head of LankaBangla 
Finance, spoke to TBS Staff Correspond-
ent Sakhawat Prince about the company’s 

future plans for the SME sector. 

How has LankaBangla been 
performing in the SME sector?
Our journey in the SME sector started in 
2014. And I too started my journey in this 
institution at the beginning of the year. 
At that time, the SME portfolio was worth 
only Tk29 crore or Tk30 crore. At present, 
the loans in this sector are about Tk2,200 
crore, which is 33% of the total debt. We 
have a loan portfolio of Tk6,200 crore, 
where SME loans make up one-third the 
amount. 

What was the reason behind 
LankaBangla shifting its focus to 
SME loans from corporate ones?
Lankabangla has had a corporate finance 
focus since its inception. However, the 
board decided on increasing the SME loan 
after giving it a lot of thought. At present, 
there are about 300 employees, including 
me, in this sector who only look after SME 
loans. Last year, we disbursed loans of 
around Tk1,600 crore. There was some slow-
down in business in 2020-21 due to Covid-19. 
However, from 2017 to 2019, a huge amount 
of our loans were distributed to SMEs.

We are disbursing an average of Tk150 
crore in loans every month. The reason 
for venturing into SMEs is that Bangla-
desh’s economy has changed. The more 
you invest in one sector, in this case the 
corporate sector, the more risk you have 
to incur. Since 2010, the government, the 
Bangladesh Bank, and economists have 
encouraged businesses to give special im-
portance to SMEs.

About 70% of Japan’s economy is 

made up of SMEs. And these businesses 
contribute 87% to its national GDP. Be-
sides, developed countries are also focus-
ing on SMEs. Bangladesh is also thinking 
the same. The management of our organi-
sation thought that when corporate lend-
ing is becoming risky, there is a  need to 
diversify the investments in different di-
rections, and hence the importance being 
given to SMEs.

Another big advantage for SMEs is em-
ployment generation. A refinance scheme 
is available from the Bangladesh Bank. 
And if you think about the GDP, contrib-
uting a little to it is also one of the reasons 
why LankaBangla is focused on this sector. 

What challenges do you have to 
face in disbursing SME loans?
SME loans require a lot of monitoring. 
A corporate loan of Tk100 crore can be 
given to one person, but when it comes to 
SMEs, Tk100 crore must be paid to at least 
a thousand customers. In that case, you 
need to monitor more. As a result, you will 
need more employees, and digitisation 
will also increase your costs. Recently, the 
Bangladesh Bank has increased the SME 
loan interest rate by 1% as a supervisory 
charge. But SME loan interest rates should 
have been much higher. 

How challenging is it to collect 
SME loan payments?
The business model for SME loans is dif-
ferent compared to other sectors. If you 
want to do business with them, it has to 
be relationship-based. What is the best 
relationship? There must be good com-
munication between loan disbursers and 

the customers. 
There is a high level of non-performing 

loans in our sector because one person 
is giving the loan, while someone else is 
monitoring. And there are problems in the 
lending process as well. If the loan is to be 
collected, there will be a supervisor who 
will do the monitoring. The proposal will be 
verified from the start, it may be through a 
third party. Although we see that one lends 
the money, another person monitors, while 
someone else collects the money. This pro-
cess needs to be streamlined.  

Your performance in SME 
loans is better than the target 
set by the central bank. So, 
what is your future target?
We want SME loans to make up close to 
50% of our loan portfolio, which is cur-
rently 33% of total loans. At present, we 
have Tk2,200 crore in loans to 10,000 SME 
customers. By the year 2026, the loans 
will go up to Tk3,000 crore to 15,000 cus-
tomers. Our target is that by 2026, we will 
have 35-37% total SME lending. 

What is LankaBangla’s 
role in facilitating women 
SME entrepreneurs?

There is a separate platform for Lanka-
Bangla’s women entrepreneurs called 
Shikha. Through this platform, we are not 
only giving them loans, but also encour-
aging them to become entrepreneurs. 

Training on financial literacy and digi-
talisation are also being offered to them. 
Recently, many  online-based entrepre-
neurs have been created who have Face-
book-based businesses. The central bank 
has a target of 15%loans to women entre-
preneurs, but we currently have around 
7%. We have given loans to around 800 
women entrepreneurs in the last year. 

How have you eased the 
process of availing SME loans 
from LankaBangla?
We are moving towards digital applica-
tion forms for lending so that a customer 
can go online and apply easily. For that, 
some basic documents are required: en-
trepreneurs must have a trade licence and 
NID. There is no need to provide TIN cer-
tificates for loans up to Tk5 lakh. We do 
not ask for too many documents. 

How many digital loan products 
do you have for SMEs?
We have started  I  SEE PAGE 17 COL 1

LankaBangla to offer 
up to Tk35 lakh SME 
loans through 
digital platform

KAMRUZZAMAN KHAN

TBS REPORT

They sell their products 
to big corporate 
organisations or await the 
opportunity to participate 
in fairs

While women’s entrepreneurship 
in the small and medium enter-
prises (SME) sector has gained 

momentum in the country, market access 
for their products remains a significant 
challenge.

Due to limited capital investment, wom-
en entrepreneurs primarily rely on selling 
their products at festival-oriented fairs. 
Constrained financial resources often pre-
vent them from reaching a wider customer 
base through traditional shops or outlets.

Consequently, these women entrepre-
neurs have turned to social media plat-
forms as a means of selling their products. 
They sell their products to big corporate 
organisations or await the opportunity to 
participate in fairs where they can show-
case and sell their products.

However, the arrangement of fairs has 
significantly declined since the onset of 
the Covid-19 pandemic. Typically, fairs for 
entrepreneurs are organised by the SME 
Foundation, the Bangladesh Small and 
Cottage Industries Corporation (BSCIC), or 
various government ministries.

Presently, a growing number of women 
entrepreneurs are entering the business 
world with limited capital investments and 
employing one or two individuals. The 
majority of these women are active in the 
fashion and home textile sectors.

Entrepreneurs acknowledge that while 
there are challenges in accessing capital, 
the situation has improved to some extent 
due to the government’s and various or-
ganisations’ increased support and recog-
nition of women in business.

However, many women entrepreneurs 
still face difficulties in obtaining loans 
because they struggle with the process 
of submitting the necessary documents 
required for easy and low-interest loans. 
Those who are able to navigate the process 
successfully are able to secure loans.

According to the SME Foundation, 
women’s involvement in business has 

been steadily increasing since the begin-
ning of the pandemic, despite previously 
low rates of entrepreneurship.

Recently, many women are now in-
terested in entrepreneurship seeing the  
active participation  I  SEE PAGE 22 COL 1

Women’s 
entrepreneurship on 
the rise, but market 

access remains a 
challenge

“Although we 
manufacture 
products, we face 
challenges in finding 
adequate sales 
outlets. Previously, 
our products were 
primarily sold at 
fairs. Unfortunately, 
the decline in 
fair activities has 
resulted in reduced 
sales opportunities.”
.....
MARYAM NARGIS
FOUNDER, TWINKLE CRAFT
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Eleven strategic goals 
have been set in the 
five-year policy, which is 
scheduled to end in June 
2024, but most of them 
are yet to be realised

The government formulated the SME 
Policy 2019 for sustainable develop-
ment of small and medium enter-

prises, but has so far implemented very 
little of it. 

People involved with the policy said 
short, medium and long-term plans have 
been proposed in the Policy, but they have 
mostly not been implemented due to “lack 
of allocation of funds”.

Some work has been done in line with 
the policy, such as facilitating access to 
finance for small and medium entrepre-
neurs, providing training for skill devel-
opment, organising product fairs, giving 
importance to women entrepreneurs, and 
creating cluster-based entrepreneurship.

But important issues like connecting 

small entrepreneurs to large scale in-
dustries, creating backward and forward 
linkages, and making it obligatory for 
government institutions to purchase SME 
products or services, are yet to be imple-
mented.

The plan to buy goods and services 
from small and medium entrepreneurs 
under government procurement requires 
amendment in the public-private partner-
ship system. The Industries Ministry and 
the Central Procurement Technical Unit 
are implementing agencies of this initia-
tive, but they have not taken any decision 
regarding the issue, even though four 
years have passed since the policy was 
adopted. 

There were also plans to allocate funds 
to reorganise and strengthen the Bangla-
desh Small and Cottage Industries Corpora-
tion, and expand and strengthen the SME 
Foundation’s activities by setting up offices 
at the division and district levels, but those 
plans have not been implemented.

The Export Promotion Bureau was 
tasked with carrying out regular SME 
surveys through Bangladesh Bureau of 
Statistics, inclusion of small and medium 
businesses in economic census, and dis-
aggregation of the small and medium en-
terprise sector’s contribution to exports.

A separate report on the export of the 
small and the medium enterprises has 
not yet been prepared or published. In 
the absence of a census, the number of 
such enterprises has not been definitively 
counted. As a result, the plans are being 
prepared based on 2013 statistics.

The SME Policy 2019 focused on creat-
ing a conducive environment for small 
and medium businesses, building sus-
tainable and efficient institutions, and 
ensuring access to financial and business 
support to disadvantaged and underprivi-
leged, but promising entrepreneurs.

The policy also emphasised the adop-
tion of cluster-based development strat-
egy for small and businesses, human 
resource development, business devel-
opment services, access to financing fa-
cilities, technology development, and 
ensuring opportunities for all by simplify-
ing laws, regulations and administrative 
activities.

Eleven strategic goals have been set in 
the five-year policy, which is scheduled to 
end in June 2024, but most of them are yet 
to be realised.

The SME Foundation, the Bangladesh 
Small and Cottage Industries Corporation 
and other trade bodies are considered pol-
icy implementing organisations, but their 

progress in this regard is poor.
Officials of these two organisations ad-

mitted there has not been as much progress 
in implementing the policy, and blamed the 
lack of allocation of funds for it. 

They also claimed they have been ful-
filling the responsibilities prescribed in 
the policy that are within their capacity, 
but were not able to implement the plans 
that required coordination with other or-
ganisations.

The government formulated a SME Pol-
icy for the first time in 2005 with the aim 
of creating a supportive environment for 
the development of the small and medium 
enterprise sector in the country.

In the National Industrial Policy formu-
lated in 2016, a specific and time-based de-
velopment plan is promised for the proper 
implementation of the SME Policy.

According to the SME Policy formulat-
ed in 2019, the highest forum for the devel-
opment of this sector is the National SME 
Development Council, which consists of 
18 ministries and government institutions, 
and is chaired by the industries minister.

A National SME Task Force has also 
been formed, with 28 members, including 
representatives from various government 
agencies and the SME sector.

Industries Minister Nurul Majid Mah-

mud Humayun could not be reached over 
phone for comments on the slow imple-
mentation of the SME Policy.

A member of the National SME Task 
Force told TBS on condition of anonym-
ity that practically no major policy has 
been implemented, except for a couple 
of plans. The measures that have been 
implemented could have been executed 
by the Bangladesh Small and Cottage In-
dustries Corporation and SME Foundation 
themselves.

“The government talks about the de-
velopment of small and medium enter-
prises, but does not give much importance 
to it in reality. Such a beautiful policy has 
been formulated, but nothing has materi-
alised. If this policy is implemented, the 
country's small and medium business sec-
tor will develop tremendously,” he said. 

“There has been talk of imposing an 
obligation on government organisations 
to procure goods from small and medium 
businesses, which would have benefited 
the small entrepreneurs, because in re-
cent times they have not been able to sell 
their products. If the plan had been real-
ised, many entrepreneurs could have sold 
their products, but it has not yet been im-
plemented due to bureaucratic complica-
tions,” he added.

CONTINUED FROM PAGE 21
of other women in various training programmes, 
fairs, and entrepreneurship development initia-
tives organised by the foundation.

The SME Foundation is taking special care 
of women entrepreneurs. So far, the foundation 
has provided various services to about 50,000 
women entrepreneurs. Among them, 15,000 
women entrepreneurs were trained in trade 
through 500 specialised trainings, free-lance 
training was given to 3,000 women and buyer-
seller meetings were organised for 500 women 
entrepreneurs.

The foundation has distributed 30% of the 
government’s incentive of Tk300 crore to women 
entrepreneurs. Meanwhile, according to Bangla-
desh Bank’s guidelines, about 15% of SME loans 
have been allocated for women entrepreneurs.

The SME Foundation is actively prioritising 
the support of women entrepreneurs, offering 
a range of services to around 50,000 women in 
this sector. Out of this group, 15,000 women en-
trepreneurs have received specialised training 
through 500 dedicated training sessions.

Additionally, 3,000 women have benefited 
from freelance training opportunities, while 500 
women entrepreneurs have participated in buy-
er-seller conferences.

Moreover, the foundation has ensured that 
30% of the government’s Tk300 crore incentive 
has been distributed to women entrepreneurs. 
According to the guidelines set by the Bangla-
desh Bank, around 15% of SME loans have been 
specifically allocated to support the women en-
trepreneurs.

According to the 2013 economic census, the 
total number of the industrial unit in the coun-
try is 78,18,565 and out of which, 68,42,884 are 
cottage enterprises, 1,04,007 micro, 8,59,318 are 
small, 7,106 medium and only 5,250 are large.

Of them, 5,63,368 are female-led enterprises 
and 37,349 are female-led SMEs. Another eco-
nomic census will be conducted in 2023 and it is 
expected that the number of industrial units will 
be much more now.

The contribution of SMEs to GDP is over 25% 
(total industrial contribution is about 36%) and 

the total employment in SMEs is about 80% of 
total industrial employment (24 million).

Maryam Nargis embarked on her entrepre-
neurial journey 12 years ago when she founded 
Twinkle Craft, a small business specialising in 
the production and sale of Nakshi Kantha (em-
broidered quilt), with an initial investment of 
Tk5,000.

Over time, her business has expanded, now 
employing nine permanent staff members and 
involving a total investment of around Tk60 
lakhs. With the help of women from her village, 
she creates Nakshi Kanthas and sells them.

She told The Business Standard, “Although 
we manufacture products, we face challenges in 
finding adequate sales outlets. Previously, our 
products were primarily sold at fairs. Unfortu-
nately, the decline in fair activities has resulted 
in reduced sales opportunities.”

As the president of the Jashore Nakshi Kan-
tha Association, Maryam Nargis reveals that the 
association comprises around 10,000 women 
entrepreneurs, many of whom have recently 
started their businesses.

“While the number of businesses and entre-
preneurs is growing, the lack of a viable market 
to sell their products remains a significant hur-
dle for these women,” she said.

She also emphasises the untapped market 
potential for Nakshi Kantha abroad, which un-
fortunately remains beyond their reach.

She highlights that when they participate 
in international fairs with their products, they 
receive positive responses. However, attract-
ing foreign buyers to Bangladesh poses a chal-
lenge, and she believes that the government and 
other institutions need to provide support in this  
regard.

Maryam Nargis sheds light on one of the big-
gest barriers faced by women when they venture 
into entrepreneurship—the social barrier.

She explains that many women encounter re-
sistance and criticism when they decide to start 
their own businesses. However, she personally 
overcame such obstacles by carefully consider-
ing all aspects before taking the leap, and now 
her business is thriving.

She further emphasises that the experiences 
of women in becoming entrepreneurs are of-
ten similar, as societal acceptance is not easily 
granted.

“Nonetheless, an increasing number of wom-
en are defying societal norms and embracing en-
trepreneurship, which is making a notable con-
tribution to the country’s economy,” she said.

Muhammad Masudur Rahman, assistant gen-
eral manager of the women development wing 
at the SME Foundation, explains their efforts to 
address the challenges faced by women entre-
preneurs.

“We are focusing on providing training pro-
grammes aimed at enhancing the quality of 
products produced by women,” he said.

He also acknowledges that women encounter 
certain complexities when seeking loans, and to 
mitigate these challenges, the foundation main-
tains regular monitoring and collaboration with 
banks to find effective solutions.

Women’s entrepreneurship

Presently, a growing number 
of women entrepreneurs are 
entering the business world 
with limited capital investments 
and employing one or two 
individuals. The majority of 
these women are active in the 
fashion and home textile sectors.
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In an interview with The 
Business Standard, 
Sanjib Kumar Dey, 
Divisional Head of SME 
and Agri Banking at 
Mutual Trust Bank (MTB), 
talks about the bank’s 
achievements in the SME 
lending sector and its 
future plans  

What does your bank aim to 
achieve with its SME loans? Have 
SME loans been profitable for your 
organisation? How big is your 
SME loan portfolio at present?
MTB plans to have SME loans as 25% 
of its total loan portfolio. This indi-
cates a strong commitment to sup-
port SME business in their growth and  
developments.

We aim to maintain a low classified 
portfolio for SME loans. This means that 
MTB intends to minimise NPLs, which 
ensures that the loans provided to SMEs 
are of good quality and have a higher 
likelihood of being repaid.

MTB’s focus on loan diversification is 
a crucial risk management strategy that 
enables us to balance the bank’s expo-
sure, enhance financial stability and 
support the economic growth of different 
sectors and businesses.

SME loans have been profitable for the 
organisation. These loans have a better 
spread compared to other types of loans, 
indicating that they generate higher prof-
its for the bank. Our SME loan portfolio is 
currently worth Tk2,688.81 crore, which 
constitutes 11.79% of our total loan port-
folio. 

What businesses in the SME sector 
have good potential for growth?
The SME sector has good potential for 
growth in the following types of busi-
nesses: 

Service sector: The demand for vari-
ous services continue to increase as the 
economy develops and consumer prefer-
ences evolve. 

Small and marginal business: Small 
and marginal businesses, particularly 
those operating in niche markets or ca-
tering to specific customer needs, have 
the potential for rapid growth.

Export-oriented business: Exporting 
products or services to international mar-
kets can experience substantial growth 
opportunities. Expanding beyond do-
mestic borders allows them to tap into 
larger customer bases and benefits from 
the global demand for their offerings.

Import substitute business: Such 
businesses contribute to import substitu-
tion, leading to economic self-sufficiency 
and potential expansion. 

How has MTB fared in the SME 
financing sector so far?
SME banking has given us the following 
results:

Better spreads: We have experienced 
better interest rate spreads, which means 
the difference between the interest rate 
at which we lend to SMEs and the rate 
at which we acquire funds from deposi-
tors or other sources is favourable. This 
has contributed positively to our profit-
ability.

Fund diversification: SME bank-
ing has allowed us to diversify our 
loan portfolio by catering to the diver-
gent financing needs of thousands of 
small scale SMEs. This diversification 
reduces the risk associated with con-
centration in specific sectors or types  
of borrowers.

Low-cost deposits: SME banking often 
attracts a huge number of small busi-
nesses as depositors, offering a source 
of low-cost funds for the bank. These 
deposits can be stable and contribute 
to our ability to lend at competitive  
rates.

High classifications of total loans: 
One of the challenges in SME bank-
ing is the risk of loans becoming NPL 
due to factors like low resilience during 
downturns or business-specific issues. 
This can lead to high loan classification  
ratios.

Managing difficulties: SME borrowers 
generally do not maintain proper docu-
ments and are not well structured. So, 
shoe leather cost against SMEs is com-
paratively high.  

How would you say SME banking 

is different from traditional 
corporate banking? 
SME banking differs from traditional cor-
porate banking in several ways: 

Versatile business: SMEs often have 
diverse and flexible business models. 
They may operate in various industries 
and their financial needs can vary sig-
nificantly. 

No black and white financials: SMEs 
may not always have well-established 
and clear-cut financial statements or 
credit histories. Unlike large corpora-
tions that typically provide comprehen-
sive financial data, SMEs might have fi-
nancials that are not as straightforward, 
making it more challenging for banks to 
assess their creditworthiness.

Lack of documentation: SMEs gen-
erally don’t maintain extensive docu-
mentation, especially in comparison 
to larger corporations that are often 
required by banks to assess their credit  
worthiness.

Multiple aims: SME clients aren’t 
foresighted for long term vision. They 
want to be rich quickly. This shortcut ap-
proach kills them, often jeopardising the 
loans of banks. 

Less structured: SMEs are generally 
less structured in their operations com-
pared to large corporations, which of-
ten have well-defined hierarchies and 
governance structures. This can impact 
how banks engage with SMEs and may 
require more personalised and hands-on 
approaches to understand their needs 
and risks. 

What are the typical banking 
products and services offered 
specifically for SMEs? How many 
SME loan products does your 
bank offer? In your opinion, 
which financial products are 
most crucial for SMEs, and why?
For SMEs, banks typically offer a 
range of specialised banking products 
and services tailored to their unique 
needs. These offerings aim to sup-
port SMEs in their financial operations  
and growth.

Term loans: These are loans with 
a fixed repayment period and regu-
lar instalments. SMEs often use term 
loans for capital investment, purchas-
ing equipment, or expanding their  
operations.

Demand loans: Demand loans are 
loans that must be repaid upon the lend-
er’s request. They offer flexibility in re-
payment and can be useful for managing 
short-term financial needs.

Continuous loans: Continuous loans, 
also known as revolving credit or over-
drafts, provide SMEs with a pre-approved 
credit limit. They can withdraw funds up 
to this limit whenever needed and repay 
the borrowed amount as per the agreed 
terms.

CASA: Current accounts are transac-
tional accounts that allow SMEs to per-
form frequent deposits and withdrawals 
for their day-to-day business operations. 
CASA deposits are essential for maintain-
ing liquidity and providing a stable fund-
ing base for the bank.

SME loan products offered by Mutual 
Trust Bank: 

MTB Small Business Loan: This loan 
offers collateral-free financing for CMS-
ME customers, with a maximum loan 
amount of up to 50 lacs.

MTB Small Business Loan Plus (SBL+): 
Similar to the MTB Small Business Loan, 
this product also provides collateral-free 
financing, but with a higher loan limit of 
up to 1.00 crore.

MTB Surokkha: This loan product re-
quires collateral as security for the loan. 
It offers financing options for CMSME 
customers with valuable assets to pledge 
as collateral.

MTB Abashon: This loan is financing 
for construction/renovation/expansion 
of commercial property for renting pur-
pose 

MTB Mausumi: This loan is designed 
as a short-term seasonal loan, likely to 
assist CMSME customers with temporary 
financial needs arising during specific 
seasons or periods.

MTB AVA: This loan product is dedi-
cated exclusively to women entrepre-
neurs, aiming to support and empower 
them in their business ventures.

MTB Startup Loan: This loan is specifi-
cally aimed at supporting and enabling 
easy access to finance for building start-
ups, facilitating their growth and estab-
lishment.

Supply chain finance: The bank pro-
vides both factoring and dealer finance 
services through supply chain finance, 
ensuring smooth and efficient financing 
solutions for businesses involved in sup-
ply chains.

One of the most crucial financial 
products for SMEs is the term loan with 

a short tenor, typically ranging from 18 
months to 24 months. There are several 
reasons why these financial products es-
sential for SMEs:

Access to capital: Term loans pro-
vide SMEs with much-needed access to 
capital to finance their business opera-
tions, expansion plans, or investment  
in assets.

Working capital management: Short-
term term loans can help SMEs manage 
their working capital efficiently.

Asset expansion: The term loan can 
be utilized to acquire or upgrade assets, 
such as machinery, equipment, or tech-
nology, which are essential for enhanc-
ing the productivity and competitiveness 
of the SME.

Loan downsizing: SME grows and 
generates more revenue, it becomes fea-
sible for them to repay the loan within a 
shorter tenor.

Credit building: Repaying short-term 
term loans can improve the creditworthi-
ness of the SME.

Risk mitigation: Short-term term loans 
generally carry less risk compared to 
long-term loans. For both the lender and 
the SME, this reduces exposure to poten-
tial economic fluctuations and uncer-
tainties. Overall, short-term term loans 
play a crucial role in supporting SMEs by 
providing quick access to capital, facili-
tating growth, asset expansion and pro-
moting financial discipline through loan 
downsizing. 

What is the rate of default 
loans from the SME sector in 
Bangladesh? How do banks 
assess the creditworthiness 
of SMEs and what are some 
effective strategies for managing 
credit risk in SME banking?
The SME sector has default loans of 
14.16% so far. 

MTB typically assessment the credit-
worthiness of SMEs using the following 
methods:

Historical Repayment: Banks ana-
lyse the SMEs past credit history and 
repayment behaviour to determine 
its creditworthiness. They look at 
how the SME has managed its previ-
ous loans and credit facilities, wheth-
er it made timely repayments, and if 
there were any instances of defaults or  
delinquencies.

Projected growth: Banks assess the 
SME’s future growth prospects and poten-
tial for generating revenue. This involves 
evaluating the company’s business plan, 
market analysis, and expansion strate-
gies. Financial Statements: Banks also 
review the SMEs financial statements, 
including balance sheets, income state-
ments, and cash flow statements. These 
documents provide insights into the 
company’s financial health, profitabil-
ity, and liquidity.

Collateral or security: Banks may re-
quire SMEs to provide collateral or secu-
rity for the loan. Assets such as property, 
inventory, or accounts receivable can 

act as a safety net for the bank in case 
of default. The value and quality of the 
collateral can influence the terms and 
conditions of the loan.

Credit rating: Banks may use credit 
scores and ratings from credit bureaus 
as part of their assessment. A good 
credit score indicates a lower credit 
risk, while a poor score may lead to 
higher interest rates or loan rejection. 
Business Experience and Manage-
ment: The experience and capabili-
ties of the SMEs management team are 
also assessed. A well-experienced and 
skilled team is more likely to manage 
the business efficiently and repay loans  
responsibly.

Effective credit risk management is 
crucial in SME banking to mitigate poten-
tial losses and maintain a healthy loan 
portfolio. MTB expand on some strate-
gies that are generally effective in man-
aging credit risk for SME loans:

Credit assessment: This should in-
clude analysing their financial state-
ments, business plans, cash flow 
projections, and past credit history. 
Collateral and Guarantees: SME borrow-
ers to provide collateral or guarantees 
as additional security for the loans. 
This reduces the risk exposure for the 
bank and provides a fallback option in  
case of default. 

Loan diversification: Avoid concen-
tration risk by diversifying the SME 
loan portfolio across various industries 
and sectors. Overexposure to a single 
industry can lead to higher risk if that 
sector experiences a downturn. Credit 
Risk Policies: Establish clear credit risk 
policies and guidelines for SME lending. 
These should include maximum expo-
sure limits, risk acceptance criteria, and 
procedures for loan restructuring and  
recovery.

Effective loan recovery: Have a well-
defined loan recovery process in place 
to deal with defaulting borrowers. This 
should involve a structured approach 
to negotiate repayment terms or initi-
ate legal actions if necessary. By fol-
lowing these strategies and maintain-
ing a proactive approach to credit risk 
management, banks can enhance the 
overall health of their SME loan portfo-
lio and promote sustainable growth for 
both the SME sector and the financial  
institution. 

The SME sector accounts for over 
50% of the GDP in most of the 
developed countries in the world. 
The ratio is 60% in neighbouring 
India, and 45% in Vietnam. In 
our country, however, SMEs 
constitute 25% to 27% of the 
GDP, although the sector holds 
80% of total industrial jobs. 
What do you think is holding 
SMEs back in our country?
I disagree on this one, as definitions in 
all countries aren’t the same. But still 
we can say our contribution is low. 
There could be several factors hold-
ing back the growth and development 
of SMEs in your country. Let’s explore  
the points:

Mindset: The mindset of entrepre-
neurs and policymakers plays a crucial 
role in the success of SMEs. In some cas-
es, there might be a prevailing belief that 
starting or expanding small businesses 
is risky or not as rewarding as pursuing 
other opportunities. This mindset could 
discourage potential entrepreneurs from 
taking the leap and hinder the growth of 
SMEs.

Predictable risk: SMEs often face a 
higher level of risk compared to larger, 
more established businesses. This risk 
can stem from various factors such as 
market volatility, economic fluctua-
tions, lack of access to finance, or lim-
ited resources to weather uncertainties. 
If the risk is perceived as too unpre-
dictable or if there is inadequate sup-
port in managing it, it can deter poten-
tial SME owners from pursuing their 
ventures or expanding their existing  
Businesses.

Lack of support: Support from the 
government, financial institutions and 
family is crucial for the growth of SMEs. 
Access to funding, favourable policies, 
and tailored support programs can make 
a significant difference in the success 
of small businesses. If there is a lack of 
such support in our country, it could be 
a major factor holding back the growth 
of SMEs.

Lack of access to information: Access 
to information is vital for SMEs to make 
informed decisions, identify growth op-
portunities, and stay competitive. A 
lack of access to reliable information, 
market data and industry trends could 
hinder the ability of SMEs to innovate, 
expand, and adapt to changing market  
conditions.

‘SME lending brought us better 
interest spreads’

SANJIB KUMAR DEY

MTB’s focus on 
loan diversification 
is a crucial risk 
management strategy 
that enables us to 
balance the bank’s 
exposure, enhance 
financial stability and 
support the economic 
growth of different 
sectors and businesses. 
SME loans have been 
profitable for the 
organisation. These 
loans have a better 
spread compared to 
other types of loans, 
indicating that they 
generate higher profits 
for the bank. Our 
SME loan portfolio 
is currently worth 
Tk2,688.81 crore, which 
constitutes 11.79% of 
our total loan portfolio.
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National Bank Executive 
Vice President and 
Divisional Head Md 
Sahidul Islam recently 
spoke to The Business 
Standard about various 
plans of the bank for its 
SME portfolio

National Bank Limited has organ-
ised its loan distribution program 
with the greatest importance al-

located for the SME sector. The bank has 
set a target of providing 25% of total loans 
disbursed to cottage, micro, small and 
medium (CMSME) entrepreneurs by 2024.

The bank’s Executive Vice President 
and Divisional Head Md Sahidul Islam 
recently spoke to The Business Standard 
about various plans of the bank for its 
SME portfolio.

What steps have you taken to 
develop the CMSME sector?
Currently our main focus is to help CMS-
MEs grow. Our management has a stra-
tegic plan to develop CMSMEs as these 
businesses are the lifeline of the economy. 
CMSME sector contribution to the GDP is 
60% in China, 70% in Japan, 52% in Sri 
Lanka, 48% in South Korea, 40% in Paki-
stan, but only 26% in Bangladesh. We are 
working to increase this number.

At present, 12% of our total loan dis-
bursement portfolio — which is worth 
Tk5,350 crore — is in the CMSME sector. 
Our target is to disburse 25% of the total 
portfolio to this sector.

There are around 75 lakh CMSMEs in 
Bangladesh. We are serving maybe 10,000 
from there. There are still many who can 
be brought under our service.

We are increasing the loan limit and 
tailoring our loan offerings to suit the spe-
cific needs of our buyers. By understand-
ing their requirements, we ensure that the 
loans provided are well-suited to their cir-
cumstances.

Additionally, we are actively devel-
oping new products, including digitis-
ing our monitoring and loan approval 
processes. We are also introducing a 
relationship manager (RM) system. This 
approach involves receiving proposals 
from buyers after a thorough analysis of 
their needs. Our relationship managers 
will maintain constant communication 
with customers, ensuring a personalised 
and attentive experience throughout their  
loan journey.

We also prioritise the continuous train-
ing of our officers as part of our dedica-
tion to fostering the growth of the CMSME 
sector.

Since November of last year, we have 
been actively visiting various regions, in-
cluding North Bengal, where we covered 
28 branches. During these visits, we en-
gaged in valuable conversations with our 
customers, seeking to understand their 
needs better. Our commitment extends 
beyond the northern region, as we plan to 
visit every area.

To facilitate this commitment, we will 
be organising conferences and man-
agement-led training sessions in these 
regions to ensure our teams are well-
equipped and informed.

Does the bank have provisions 
in place to offer specialised 
facilities for CMSME customers?
At each branch, there is a dedicated desk 
for CMSME aspirants. We actively seek 

feedback from our customers to under-
stand their specific needs and prefer-
ences. This feedback helps us identify the 
type of services required, as well as any 
potential demand for new products. Addi-
tionally, we use this feedback to pinpoint 
areas where we can enhance our service 
delivery.

Based on the valuable input received 
from our customers, we are in the process 
of formulating new policies that will pro-
pel the growth and development of the 
CMSME sector.

Are there any specific measures being 
implemented to cater to the needs 
of micro and small entrepreneurs?
To enhance consumer awareness, we are 
conducting open meetings at the village 
level. During these gatherings, we provide 
valuable information to potential bor-
rowers about the necessary documents 
and details required to obtain a loan. We 
also guide them on maintaining proper 
transaction records, which enables us 
to assess their business financing needs  
accurately.

Furthermore, we have specific 
loan parameters in place to determine 
the eligible loan amount. Through 
our field-level meetings, we aim to 
raise awareness among activists and 
entrepreneurs across districts and  
upazilas.

What is being done for 
women entrepreneurs?
Our focus is on empowering women 
entrepreneurs, and to that end, every 
branch of our bank features a dedicated 
desk exclusively for them. Recently, we 
held a meeting in collaboration with es-
teemed organisations like SME Founda-
tion and Chattogram Women Chamber of 
Commerce and Industry to further sup-
port and uplift women entrepreneurs in 
their endeavours.

Engaging with various chambers, we 
are actively exploring opportunities for 
women entrepreneurs to expand their 
businesses. Our loan offerings will be 
tailored to meet their specific require-
ments. As part of our commitment, we 
have set a target to allocate 25% of our 
total lending to the CMSME sector by 
2024. Among these entrepreneurs, our 
aim is to ensure that 15% are women en-
trepreneurs, as the current representa-
tion of CMSME women entrepreneurs  
stands at 8%.

‘By 2024, 25% of loans will be disbursed 
to CMSME sector’

MD SAHIDUL ISLAM

AHSAN HABIB TUHIN

The government’s 
initiative to enhance the 
availability of finance for 
the SME sector, along 
with Bangladesh Bank’s 
directives, has played a 
pivotal role in encouraging 
NBFIs to actively 
participate in financing 
small businesses

Non-Bank Financial Institutions’ 
(NBFI) financing to small and me-
dium enterprises (SMEs) is thriving 

as the demand for loans is on the rise. 
In the past, SME entrepreneurs relied 

heavily on banks for obtaining loans. How-
ever, with the emergence of NBFIs, these 
entrepreneurs now have the advantage 
of accessing loans with greater ease and 
in a shorter period. This development has 
significantly contributed to the progress of 
small entrepreneurs within this sector.

The government’s initiative to enhance 
the availability of finance for the SME 
sector, along with Bangladesh Bank’s di-
rectives, has played a pivotal role in en-
couraging NBFIs to actively participate in 
financing small businesses.

However, sector officials highlight that 
the cost of funds for NBFIs is considerably 
higher compared to banks. Additionally, 
their sources of income are relatively limited 
in comparison. To address this, they express 
the need for increased participation in profit-
able sectors such as investing in SMEs. This 
necessitates access to low-interest funds and 
policy support to facilitate their involvement 
and growth in the SME sector.

At present, 35 NBFIs are operating in 
Bangladesh while the first one was estab-
lished in 1981. Among them, IDLC Finance 
is in the leading position in financing the 
SME sector, which is followed by Lanka-
Bangla Finance, IPDC Finance and BD Fi-
nance. Others also have contributions but 
on a small scale.

According to Bangladesh Bank data, 
IDLC has a SME loan portfolio of Tk4,300 
crore, LankaBangla around Tk2,200 crore, 
IPDC Tk2,000 crore, and BD Finance has 
Tk400 crore.

Adnan Rashid, Head of SME at IDLC Fi-
nance, told The Business Standard, “There 
is a huge demand for SME loans across the 
country. And we have relationship officers 
in every branch to provide easy financing 
and service to SME entrepreneurs. They go 
to entrepreneurs who are interested in tak-
ing loans and serve them. So no entrepre-
neurs need to come to our branch.

“We always try to disburse loans within 
four to five days of application. Because if 
you don’t get the loan money on time, it is 
hardly useful,” he said.

He added that they nurse and monitor 
loans all the time, which improves loan 
recovery.

“But we have challenges in financing this 
sector. One of these is that if the loan install-
ments are not paid within six months, it be-
comes a default. And in case of default, 100% 
provision has to be kept against the loan. 
This increases the cost for NBFIs. Here the 
banks get some relaxation. We want to have 
equal opportunities like banks,” he said.

SMEs form the backbone of Bangla-
desh’s economy with an estimated 6 mil-
lion establishments across the country 
according to Asian Development Bank, 
accounting for 25% of the country’s GDP, 
45% of manufacturing value addition, 
around 90% of industrial units, and 30% 
of the labour force.

According to the Bangladesh Bank 
data, the total financing to SMEs stands at 
around Tk220,500 crore in 2022, which was 
Tk 85,323 crore a decade ago.

The central Bank played a pivotal role 
in driving the NBFIs to boost their SME 
Portfolio. As per the instruction by Bang-
ladesh Bank, financial institutions are 
bound to maintain 25% of their loan port-
folio as SME lending.

Not only Bangladesh Bank, SME Founda-
tion facilitated the SME market in numerous 
ways. Since 2010, SME Foundation has been 
implementing a special loan program called 
“Credit Wholesaling Power” to empower 
SME clusters, new entrepreneurs, rural en-
trepreneurs and women entrepreneurs to 
easily avail loans. Through various banks 
and financial institutions, the entrepreneurs 
are financed with small, collateral-free loans 
of 9% interest under the program.

However, the World Bank said the fi-
nancing gap is severe in Asia. Bangladesh 
is no exception from the region having a 
total financing gap of $1.28 billion. The 
gap is higher for the women-owned enter-
prises in Bangladesh, according to IDLC 
Finance’s monthly report.

NBFI financing 
to SMEs thrives

We are increasing the loan 
limit and tailoring our loan 
offerings to suit the specific 
needs of our buyers. 
By understanding their 
requirements, we ensure 
that the loans provided 
are well-suited to their 
circumstances.


