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Policy environmentPolicy environmentPolicy environmentPolicy environment::::
• 1979 1979 1979 1979 Islamic Islamic Islamic Islamic RevolutionRevolutionRevolutionRevolution
• Financial Financial Financial Financial system system system system centrally controlledcentrally controlledcentrally controlledcentrally controlled
• 1983 1983 1983 1983 Mandatory Islamic banking Mandatory Islamic banking Mandatory Islamic banking Mandatory Islamic banking 
• 97% of 97% of 97% of 97% of banking assets held by govbanking assets held by govbanking assets held by govbanking assets held by gov....
• Negative Negative Negative Negative real real real real interest interest interest interest ratesratesratesrates
• Incipient liberalizationIncipient liberalizationIncipient liberalizationIncipient liberalization

– Private Private Private Private banking allowed since banking allowed since banking allowed since banking allowed since 2000200020002000
– Bank restructuring Bank restructuring Bank restructuring Bank restructuring under under under under preparationpreparationpreparationpreparation
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The The The The evolutionevolutionevolutionevolution of BK:of BK:of BK:of BK:
• 1933193319331933----78 78 78 78 PrehistoryPrehistoryPrehistoryPrehistory: : : : governmentgovernmentgovernmentgovernment----ownedownedownedowned credit credit credit credit fundsfundsfundsfunds
• 1979197919791979----91 Start91 Start91 Start91 Start----up: BK up: BK up: BK up: BK est’d as est’d as est’d as est’d as a a a a gov’tgov’tgov’tgov’t credit credit credit credit fund fund fund fund 

– BK a BK a BK a BK a handling handling handling handling bankbankbankbank for government for government for government for government creditcreditcreditcredit
– 1980s: 1980s: 1980s: 1980s: Close itClose itClose itClose it, , , , merge itmerge itmerge itmerge it, or, or, or, or reform itreform itreform itreform it????

• 1992199219921992----97 97 97 97 Transition periodTransition periodTransition periodTransition period::::
– 1992 1992 1992 1992 transformed into transformed into transformed into transformed into a a a a deposit bankdeposit bankdeposit bankdeposit bank
– Directed Directed Directed Directed and commercial and commercial and commercial and commercial bankingbankingbankingbanking
– Increasing lossesIncreasing lossesIncreasing lossesIncreasing losses, , , , tech’ly bankrupttech’ly bankrupttech’ly bankrupttech’ly bankrupt

• 1998199819981998----2004 The new era of 2004 The new era of 2004 The new era of 2004 The new era of reformreformreformreform
• Periodic recapitalizations by governmentPeriodic recapitalizations by governmentPeriodic recapitalizations by governmentPeriodic recapitalizations by government
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Reform initiativesReform initiativesReform initiativesReform initiatives, 1998, 1998, 1998, 1998----2004:2004:2004:2004:
• Customer orientation as Customer orientation as Customer orientation as Customer orientation as a a a a prioritypriorityprioritypriority
• Increasing autonomyIncreasing autonomyIncreasing autonomyIncreasing autonomy::::

– FromFromFromFrom directeddirecteddirecteddirected totototo managedmanagedmanagedmanaged credit:credit:credit:credit: BK BK BK BK as executing bank as executing bank as executing bank as executing bank 
– Share of commercial Share of commercial Share of commercial Share of commercial operations increasingoperations increasingoperations increasingoperations increasing

• IncreasingIncreasingIncreasingIncreasing selfselfselfself----reliance reliance reliance reliance through through through through urban deposit mob’nurban deposit mob’nurban deposit mob’nurban deposit mob’n
• Modernization Modernization Modernization Modernization through ITthrough ITthrough ITthrough IT
• Privatization Privatization Privatization Privatization of of of of subsidiaries subsidiaries subsidiaries subsidiaries and and and and servicesservicesservicesservices
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StrategicStrategicStrategicStrategic restructuringrestructuringrestructuringrestructuring sincesincesincesince 2000:2000:2000:2000:
• Transformation into Transformation into Transformation into Transformation into a a a a learning organizationlearning organizationlearning organizationlearning organization
• 26 26 26 26 strategic reform plans since strategic reform plans since strategic reform plans since strategic reform plans since 2000200020002000
• Participatory approach to strategic reformParticipatory approach to strategic reformParticipatory approach to strategic reformParticipatory approach to strategic reform

– Developing Developing Developing Developing staff staff staff staff capacitycapacitycapacitycapacity, , , , involving involving involving involving 6000 out of 15,0006000 out of 15,0006000 out of 15,0006000 out of 15,000
• Regular management performance Regular management performance Regular management performance Regular management performance evaluationevaluationevaluationevaluation
• Competitive job Competitive job Competitive job Competitive job postings everypostings everypostings everypostings every 2222----3333 yearsyearsyearsyears
• Converting Converting Converting Converting a a a a hierarchical into hierarchical into hierarchical into hierarchical into a a a a flat organizationflat organizationflat organizationflat organization::::

– With With With With direct access of direct access of direct access of direct access of branches to branches to branches to branches to the head officethe head officethe head officethe head office
– Decentralization Decentralization Decentralization Decentralization of of of of lending authoritylending authoritylending authoritylending authority
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The The The The bank’sbank’sbank’sbank’s system of system of system of system of incentivesincentivesincentivesincentives::::
• Branches Branches Branches Branches are are are are profit centersprofit centersprofit centersprofit centers
• Staff performance Staff performance Staff performance Staff performance incentivesincentivesincentivesincentives::::

– Staff can more Staff can more Staff can more Staff can more than double their than double their than double their than double their regular regular regular regular salariessalariessalariessalaries
• Performance Performance Performance Performance indicatorsindicatorsindicatorsindicators::::

– Savings mobilizationSavings mobilizationSavings mobilizationSavings mobilization
– Loan collection Loan collection Loan collection Loan collection raterateraterate
– Loan disbursementsLoan disbursementsLoan disbursementsLoan disbursements

• IncentivesIncentivesIncentivesIncentives----drivendrivendrivendriven system ofsystem ofsystem ofsystem of suggestions for improvementsuggestions for improvementsuggestions for improvementsuggestions for improvement

A typology of institutional models: A typology of institutional models: A typology of institutional models: A typology of institutional models: 
Bank Bank Bank Bank KeshavarziKeshavarziKeshavarziKeshavarzi, Iran , Iran , Iran , Iran 



Day 2 Day 2 Day 2 Day 2 ---- Session I Session I Session I Session I –––– Agricultural financeAgricultural financeAgricultural financeAgricultural finance : institutional issues: institutional issues: institutional issues: institutional issues

Achievements duringAchievements duringAchievements duringAchievements during the new era:the new era:the new era:the new era:
• Expansion Expansion Expansion Expansion of of of of branch branch branch branch network network network network from from from from 480 480 480 480 to to to to 1800180018001800
• DecreaseDecreaseDecreaseDecrease of of of of directed directed directed directed credit credit credit credit from from from from 80% 80% 80% 80% to to to to 30%30%30%30%
• DepositDepositDepositDeposit market share market share market share market share from from from from 1% (1995) 1% (1995) 1% (1995) 1% (1995) to to to to 6% (2003)6% (2003)6% (2003)6% (2003)

– Deposits Deposits Deposits Deposits 72% of 72% of 72% of 72% of liabilities liabilities liabilities liabilities (2004)(2004)(2004)(2004)
• RationalizationRationalizationRationalizationRationalization of of of of all proceduresall proceduresall proceduresall procedures
• OverallOverallOverallOverall staff staff staff staff retraining retraining retraining retraining 
• Computerization Computerization Computerization Computerization of of of of branch branch branch branch networknetworknetworknetwork
• Incipient portfolio diversification Incipient portfolio diversification Incipient portfolio diversification Incipient portfolio diversification 
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ServicesServicesServicesServices –––– over 90 over 90 over 90 over 90 productsproductsproductsproducts::::
• 21 21 21 21 deposit productsdeposit productsdeposit productsdeposit products
• 15 credit 15 credit 15 credit 15 credit productsproductsproductsproducts
• Electronic bankingElectronic bankingElectronic bankingElectronic banking
• InsuranceInsuranceInsuranceInsurance
• Foreign exchange Foreign exchange Foreign exchange Foreign exchange 
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Performance Performance Performance Performance indicators indicators indicators indicators ((((March March March March 2004):2004):2004):2004):
• Total Total Total Total assetsassetsassetsassets:::: US$ 7.1 US$ 7.1 US$ 7.1 US$ 7.1 billionbillionbillionbillion

– Real growthReal growthReal growthReal growth:::: 25% p.a. over 25% p.a. over 25% p.a. over 25% p.a. over preceding preceding preceding preceding 3 3 3 3 yearsyearsyearsyears
• Total Total Total Total outreachoutreachoutreachoutreach: : : : 14 14 14 14 million customersmillion customersmillion customersmillion customers
• Deposit accountsDeposit accountsDeposit accountsDeposit accounts: : : : 

– 13.9 13.9 13.9 13.9 million accountsmillion accountsmillion accountsmillion accounts
– US$ 4.0 US$ 4.0 US$ 4.0 US$ 4.0 billionbillionbillionbillion
– 69% 69% 69% 69% unremunerated unremunerated unremunerated unremunerated ((((sightsightsightsight; ; ; ; qard qard qard qard alalalal----HassanHassanHassanHassan; ; ; ; lotterylotterylotterylottery))))

• Loans outstandingLoans outstandingLoans outstandingLoans outstanding: : : : US$ 5.5 US$ 5.5 US$ 5.5 US$ 5.5 billionbillionbillionbillion
– 95% 95% 95% 95% totototo the private the private the private the private sector sector sector sector 
– DisbursementsDisbursementsDisbursementsDisbursements 2003200320032003----04: 1.5m 04: 1.5m 04: 1.5m 04: 1.5m loansloansloansloans,  US$ 3.4,  US$ 3.4,  US$ 3.4,  US$ 3.4 billionbillionbillionbillion
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LoanLoanLoanLoan characteristicscharacteristicscharacteristicscharacteristics::::
• Average loan sizeAverage loan sizeAverage loan sizeAverage loan size:::: $ 2240$ 2240$ 2240$ 2240
• AgricultureAgricultureAgricultureAgriculture &&&& livestocklivestocklivestocklivestock:::: 75%75%75%75%
• ShortShortShortShort----termtermtermterm upupupup totototo 2222 yearsyearsyearsyears:::: 70% of 70% of 70% of 70% of amountamountamountamount
• All loans All loans All loans All loans are are are are Islamic contractsIslamic contractsIslamic contractsIslamic contracts::::

– 80% at 80% at 80% at 80% at fixed fixed fixed fixed raterateraterate
– 17% at 17% at 17% at 17% at flexible profitflexible profitflexible profitflexible profit----sharing rates sharing rates sharing rates sharing rates ((((mudarabahmudarabahmudarabahmudarabah))))
– 3% at 3% at 3% at 3% at an administrative fee only an administrative fee only an administrative fee only an administrative fee only ((((qard qard qard qard alalalal----HassanHassanHassanHassan))))
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LoanLoanLoanLoan security security security security andandandand recoveryrecoveryrecoveryrecovery 2003200320032003----04:04:04:04:
• All loans All loans All loans All loans are are are are securedsecuredsecuredsecured

– Personal Personal Personal Personal guaranteesguaranteesguaranteesguarantees: 95% of : 95% of : 95% of : 95% of loansloansloansloans, 83% of , 83% of , 83% of , 83% of amountamountamountamount
• CollectionCollectionCollectionCollection through 1500 through 1500 through 1500 through 1500 collection unitscollection unitscollection unitscollection units
• CollectionCollectionCollectionCollection rate 82.5%rate 82.5%rate 82.5%rate 82.5%

– Late payments Late payments Late payments Late payments due due due due to calculated unwillingnessto calculated unwillingnessto calculated unwillingnessto calculated unwillingness
• Loan loss Loan loss Loan loss Loan loss ratio 2% (after ratio 2% (after ratio 2% (after ratio 2% (after reschedulingreschedulingreschedulingrescheduling))))
• Loan rescheduling Loan rescheduling Loan rescheduling Loan rescheduling and interest and interest and interest and interest exemptionsexemptionsexemptionsexemptions::::

– In 6 out of 7 In 6 out of 7 In 6 out of 7 In 6 out of 7 preceding yearspreceding yearspreceding yearspreceding years, , , , decided by parliamentdecided by parliamentdecided by parliamentdecided by parliament
– Affecting Affecting Affecting Affecting 150,000 150,000 150,000 150,000 to to to to 590,000 590,000 590,000 590,000 persons persons persons persons p.a.p.a.p.a.p.a.
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ProfitabilityProfitabilityProfitabilityProfitability::::
• 2001200120012001----02: 02: 02: 02: ProfitProfitProfitProfit----making for making for making for making for the first time the first time the first time the first time 

– accumulated losses wiped accumulated losses wiped accumulated losses wiped accumulated losses wiped out after out after out after out after recapitalizationrecapitalizationrecapitalizationrecapitalization
• Profits during Profits during Profits during Profits during 2002200220022002----03 and 200303 and 200303 and 200303 and 2003----04:04:04:04:

– ROAA (after ROAA (after ROAA (after ROAA (after taxtaxtaxtax) 1.1% and 1.7%) 1.1% and 1.7%) 1.1% and 1.7%) 1.1% and 1.7%
– ROAE 15.1% and 22.3%ROAE 15.1% and 22.3%ROAE 15.1% and 22.3%ROAE 15.1% and 22.3%

• Income Income Income Income and and and and expendituresexpendituresexpendituresexpenditures::::
– 91% of 91% of 91% of 91% of income from borrowersincome from borrowersincome from borrowersincome from borrowers
– 14% of 14% of 14% of 14% of expenditure to depositorsexpenditure to depositorsexpenditure to depositorsexpenditure to depositors
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STRATEGIC CHOICES:STRATEGIC CHOICES:STRATEGIC CHOICES:STRATEGIC CHOICES:
• 1992: Credit 1992: Credit 1992: Credit 1992: Credit fund fund fund fund vs. vs. vs. vs. deposit bankdeposit bankdeposit bankdeposit bank
• 1998: 1998: 1998: 1998: GovGovGovGov----directed directed directed directed vs. vs. vs. vs. autonomous bankautonomous bankautonomous bankautonomous bank
• 2000: 2000: 2000: 2000: Stable hierarchy  Stable hierarchy  Stable hierarchy  Stable hierarchy  vs. vs. vs. vs. continually reforming continually reforming continually reforming continually reforming & & & & 

restructuring learning organizationrestructuring learning organizationrestructuring learning organizationrestructuring learning organization
• 2005: 2005: 2005: 2005: Retail Retail Retail Retail vs. vs. vs. vs. wholesale bankingwholesale bankingwholesale bankingwholesale banking
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MOST CHALLENGING STRATEGIC CHOICE:MOST CHALLENGING STRATEGIC CHOICE:MOST CHALLENGING STRATEGIC CHOICE:MOST CHALLENGING STRATEGIC CHOICE:
• Mission stabilityMission stabilityMission stabilityMission stability::::

– Continued provision Continued provision Continued provision Continued provision ofofofof services to smallholdersservices to smallholdersservices to smallholdersservices to smallholders
• Mission enhancementMission enhancementMission enhancementMission enhancement::::

– Provision Provision Provision Provision of more and of more and of more and of more and better servicesbetter servicesbetter servicesbetter services, , , , retail retail retail retail and and and and wholesalewholesalewholesalewholesale, , , , 
to to to to a diverse clientele a diverse clientele a diverse clientele a diverse clientele including smallholdersincluding smallholdersincluding smallholdersincluding smallholders

• Mission driftMission driftMission driftMission drift::::
– Abandoning smallholdersAbandoning smallholdersAbandoning smallholdersAbandoning smallholders, , , , moving moving moving moving upupupup----marketmarketmarketmarket
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CONCLUSIONS:CONCLUSIONS:CONCLUSIONS:CONCLUSIONS:
• Main threatsMain threatsMain threatsMain threats::::

– Government interferenceGovernment interferenceGovernment interferenceGovernment interference
– InflationInflationInflationInflation
– Interest rate Interest rate Interest rate Interest rate controlscontrolscontrolscontrols, negative , negative , negative , negative real real real real interest interest interest interest ratesratesratesrates

• Main opportunitiesMain opportunitiesMain opportunitiesMain opportunities::::
– Incipient liberalizationIncipient liberalizationIncipient liberalizationIncipient liberalization, , , , emphasisemphasisemphasisemphasis on on on on bankbankbankbank selfselfselfself----reliancereliancereliancereliance
– Improving macroeconomic stabilityImproving macroeconomic stabilityImproving macroeconomic stabilityImproving macroeconomic stability
– Abundant revenues from Abundant revenues from Abundant revenues from Abundant revenues from oil oil oil oil exportsexportsexportsexports
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Weaknesses Weaknesses Weaknesses Weaknesses of BK:of BK:of BK:of BK:
• Lack Lack Lack Lack of interest/of interest/of interest/of interest/profitprofitprofitprofit rate rate rate rate autonomyautonomyautonomyautonomy
• Low level Low level Low level Low level of of of of portfolio diversificationportfolio diversificationportfolio diversificationportfolio diversification
• Low outreach to women Low outreach to women Low outreach to women Low outreach to women and and and and young adultsyoung adultsyoung adultsyoung adults
StrengthsStrengthsStrengthsStrengths of BK:of BK:of BK:of BK:
• Continual insistenceContinual insistenceContinual insistenceContinual insistence of management on of management on of management on of management on reformreformreformreform
• Emerging Emerging Emerging Emerging learning organizationlearning organizationlearning organizationlearning organization
• Evolving Evolving Evolving Evolving fullfullfullfull----service bankservice bankservice bankservice bank
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Where isWhere isWhere isWhere is thethethethe bank nowbank nowbank nowbank now::::
• Despite all Despite all Despite all Despite all the the the the restraining factorsrestraining factorsrestraining factorsrestraining factors
• BK BK BK BK has moved towards profitable universal bankinghas moved towards profitable universal bankinghas moved towards profitable universal bankinghas moved towards profitable universal banking
• upon upon upon upon the the the the initiative initiative initiative initiative of of of of its ownits ownits ownits own board & managementboard & managementboard & managementboard & management
• withoutwithoutwithoutwithout donor donor donor donor assistanceassistanceassistanceassistance....
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Recommended next stepsRecommended next stepsRecommended next stepsRecommended next steps ::::
• Policy dialogue Policy dialogue Policy dialogue Policy dialogue onononon sustainable Islamic bankingsustainable Islamic bankingsustainable Islamic bankingsustainable Islamic banking
• Wholesaling thru solidarity groups Wholesaling thru solidarity groups Wholesaling thru solidarity groups Wholesaling thru solidarity groups of of of of young adults          young adults          young adults          young adults          ((((vs. vs. vs. vs. 

cooperativescooperativescooperativescooperatives in a culture of in a culture of in a culture of in a culture of supplysupplysupplysupply----ledledledled bankingbankingbankingbanking))))
• TakingTakingTakingTaking the the the the bank to bank to bank to bank to the people:the people:the people:the people:

– IncreasingIncreasingIncreasingIncreasing the the the the number number number number of of of of field field field field staffstaffstaffstaff
– AppraisalAppraisalAppraisalAppraisal of of of of all household assets all household assets all household assets all household assets and and and and liabilitiesliabilitiesliabilitiesliabilities
– Repeat loansRepeat loansRepeat loansRepeat loans, , , , graduation to largergraduation to largergraduation to largergraduation to larger----sizesizesizesize, , , , longerlongerlongerlonger----term loansterm loansterm loansterm loans

• Exposure Exposure Exposure Exposure in BRI/Indonesia and in BRI/Indonesia and in BRI/Indonesia and in BRI/Indonesia and Centenary Centenary Centenary Centenary RDB/UgandaRDB/UgandaRDB/UgandaRDB/Uganda
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