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Abstract

This study examines delinquency management practiceuses of delinquency, and find out the ways of
improving loan delinquency in private commerciahksiin the context of Bangladesh. A sample of 25®gry
observations has been collected through a selftadimaied questionnaire using a simple random saqpli
method from the target population during 2017-20TBe target population includes credit and recovery
officers, individual and institutional borrower®i 30 private commercial banks in Bangladesh. Talyae the
findings, the descriptive statistics of the varegbhre used and the results are presented inettpgefncy tables.
This paper exposes that, loan client assessmeliateralized lending, sending reminder messageshéo
borrowers, credit monitoring, setting realisticnbsr of credit, and insurance of loans are the deénqy
management practices in private commercial bankis fesearch also reveals that improper selecti@loan
client, lack of follow up, unhealthy competition ang banks, lack of proper analysis of project \ighihigher
interest rate, under financing/over financing, peoonomic conditions, and information asymmetry raagn
causes of loan delinquency. This study also dissldhat, strict adherence to credit policy, visjtolient after
loan disbursement, proper valuation of securitgutar/timely release of funds, training and adgoeen to loan
clients, loan given to business not against caliditepost loan services, fixation of lower intereates, and
proper documentation before disbursement can ba staategies of improving loan delinquency in préva
commercial banks. The findings of this researchldibelp private commercial banks to reduce nongreting
loans and improve delinquency management.

Key Words: Delinquency management, non-performing loans, comialebanks, Bangladesh

1. Introduction

Any account in which the payment due has passedlandequired payment has not been paid is catiad |
delinquency. Therefore, loan delinquency referthtse as financial assets from which banks no loregeive
interest or installment payments as scheduled @uhaker, 2012). Delinquency management is the stppo
control systems, procedures, policies, principled practices necessary to manage the outstandamg land
advances repayment and to monitor business risgepy. Delinquency management involves credit risk
assessment, loan documentation, loan monitoring, supervision and delinquency management controls.
Delinquent loans play a critical role in commerciznks expenses, cash flows, revenue and proiijabil
(Ahmed, 2015). The most dominant factors in théurfa of private commercial banks have been ther poo
quality of assets and inadequate delinquency manage The economic development of a nation and the
stability of the banking system are invariably ingédated. International experience shows that lindeencies
are not managed properly, it will lead to bankiagures and nationwide financial vulnerability.

Delinquency management is thus essential to erswaund financial system and possibly provides aty e
alarm to regulatory authorities of the banking sgs{Prasanna et al., 2014). Bonin and Huang (28@b)stated
that the possibility of banking crises increaseldn delinquency is not managed properly. Wellcfioming
commercial banks accelerate economic growth, widlerly functioning commercial banks are an impeditne
to economic progress and aggravate poverty (Riclzaxl).
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The rest of the paper is organized as follows.i8e@& describes the statement of the problem. &e&idepicts
the objectives of the study. Section 4 reviewsteelditerature. Section 5 illustrates the reseangthodology
used in this study. Section 6 presents findings amalysis of the outcomes. Finally, section 7 sunmaa our
concluding remarks and suggests further researed aoncerning delinquency management in commercial
banks in Bangladesh.

2. Statement of the Problem

There is no argument over the fact that effectieénduency management is the precondition for &ffec
commercial bank management. This is the reasondefigquency management in terms of credit assessmen
credit documentation, and non-performing portfationitoring and controlling are strongly highlightedmost

of the commercial banks around the world. In Badgih, private commercial banks were facing serious
problems with loan recovery for a variety of reasdack of financial discipline and outright breamfcontract
cases etc. Non-performing loans (NPLs) are incngaday by day which in all cases are higher as esetpto
the international standard of five percent. Theeaffof this is may be reflected in a reduction e bank
soundness, a situation likely to affect the longrtesurvival of the bank. In order to make profitdaeduce
nonperforming portfolios in commercial banks, theed efficient delinquency management tools regulisw
default rates and continued survival in the contipetimarket. Despite such a prevailing phenomerfoNRLs

in Bangladesh, there is a little study that ingetes the contributing factors leading to NPLs. Hesv, there is

a little empirical study to examine delinquency @mg@ment practices, causes, and strategies for ungro
delinquency in commercial banks in the context ah@adesh.

3. Objectives of the Study
The main objective of this study is to examine mgliency management in commercial banks in the gbofe
Bangladesh. Under the main objective, the followiage the specific objectives:

« To identify delinquency management practices ingie commercial banks.

« To recognize the causes of delinquency in pricatamercial banks.

» To ascertain the strategies of improving loan dglency in private commercial banks.

4. Review of Related Literature

In the assessment of credits, most banks applgdtelled five (5) Cs; that is the character, capacollateral,
capital, and conditions to determine the credithiogss of the loan applicant (Richard et al, 20@fore
extending credits to a bank applicant, the banlukhbe sure that the customer has a well-definegqse for
requesting the credit and an intention of payincklend that, the purpose of the loan is consistéhtthe credit
policies of the bank (Rose, 1996).

The traditional role of a bank is lending and leamposition is the bulk of their assets (Njanike0®?). Lending

is not an easy task for banks because it creabég problem which is called loan delinquency (Upgz009).
According to Waweru and Kalami (2009), loan deliagay and non-performing loans are closely assatiate
with banking crises.

Greenidge and Grosvenor (2010), argued that thenttoalg of NPLs is a key element in the initiationda
progression of financial and banking crises. GWAD) argued that NPLs have been widely used asaaure of
asset quality among lending institutions and aterofissociated with failures and financial crise®ath the
developed and developing world. Despite ongoingreffto control bank lending activities, NPLs at#l s
major concern for both international and local tatprs (Boudriga et al, 2009).

Greenidge and Grosvenor (2010), argued that thenitoalg of NPLs is a key element in the initiationda
progression of financial and banking crises. NPLtes till a major concern for both international aodal
regulators (Boudriga et al, 2009). The immediateseguence of a large amount of NPLs in the bankystem
is bank failure as well as economic slowdown. Nenfgrming loans have a non-linear negative effecbanks'
lending behavior (Hou, 2001). The causes of nompetihg loans are usually attributed to the laclefiéctive
monitoring and supervision on the part of banksk laf effective lenders' recourse, weaknesses @dlle
infrastructure, and lack of effective debt recovainategies (Adhikary, 2006).
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During the last two decades, a significant increaseredit growth provided by financial institutienvas
recorded (Cingolani, 2013). This growth is attrémitto the deregulation process of financial markeid the
development of information technologies in the bagkindustry, which lead to the enhancement ofrfaial

intermediation (Rinaldi et al, 2006). In additidhe deregulation process strengthened competititong banks
(Salas and Saurina, 2003).

Given the above discussion, banks should contrdlanend their credit advancement policy with respec
mentioned variables to have lower non-performirgniratio (Filip et al, 2014) and it is necessarydentify
the causes of defaults to improve loan delinquenapagement in private commercial banks leads toeo@
development of the country which is the major matiivn of this research.

5. Research M ethodology

5.1. Sources of Data

A sample of 250 primary observations has been aelethrough a self- administered questionnairegusi
simple random sampling method from the target patmn during 2017-2018. The target population ideks
credit and recovery officers, individual and instibnal borrowers from 30 private commercial bariks
Bangladesh. The observation consists of 150 baai sbncerning loan portfolio performance and 100
customers who are facing some challenges with repais and others whose loans are performing. The
questionnaire has been pretested using the algficdent and the overall result was 0.873.

5.2. Data Presentation and Analysis

The data has been collected were thoroughly codddchecked for completeness and consistency tor&nsu
correctness of the information given by the respoitsl Data entry and analysis has been done by SPSS
software. To analyze the findings, the descriptiatistics of the variables are used in this ermgirstudy and
presented in frequency tables.

5.3. Research Design

A quantitative analysis has been used to studyl#iequency management practices, challenges aaiggies

of improving delinquency management in private caroial banks in Bangladesh. The survey was both
descriptive and analytical in nature. A five-letétert scale has been used ranging from stronigiggtee (1) to
strongly agree (5).

6. Findingsand Analysis

Analysis of findings follows the sequence of obijge$ which include delinquency management practittes
causes of delinquency, and ways of improving loalinquency management in private commercial banks i
Bangladesh.

Several questions concerning each objective wararsk a five-level Likert scale has been used torgply

from the respondents, where 1= strongly disagreg (3D disagree(D), 3= not sure(NS), 4= agree(A) and
strongly agree(SA).

6.1. The delinquency management practicesin private commercial banks

The first objective looks at the delinquency mamaget practices in private commercial banks. Inti@tato

this, loan client assessment, collateralized lepditssessing client’s capital requirements, sentfiageminder
message to the borrowers, credit monitoring, spttéalistic terms of credit, insurance of loans] anedicting
the economy has been analyzed to reduce non-pénfprportfolios. The findings on delinquency managem
practices in private commercial banks are presemalv:

199



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) ‘-'—.!ll
Vol.10, No.30, 2018 IIS E

Table 1: The delinquency management practicesivaercommercial banks
Descriptive Statistics SD(% D(% NS(%) A(%) SA(%)
Loan client assessment is a practice in private
commercial banks to reduce loan delinquency
Collateralized lending is a practice to minimizerq
delinquency
Assessing the client’s capital requirements arel use
reduce loan delinquency
Sending reminder message to the borrowers is a
practice to manage loan delinquency
Credit monitoring is a practice used to manage lpan
delinquency
Setting realistic terms of credit is used to maniage
delinquency
Insurance of loans is one of the measures used tfgl
manage loan delinquency '
Predicting the economy by the bank management isaa5 59
practice to reduce loan delinquency ’
Source: Results obtained (SPSS output) by the eiftmm primary data

- 7.51 12.35| 4173 3841

- - 6.10 35.31| 58.59

2271 | 31.57 19.53| 15.28 10.91

- 2.34 3.50 42.35 51.8]

- - 10.36 | 67.37| 22.27

151 3.67 56.48 38.34

3.54 15.23| 5587 23.4p

35.43| 27.47 1.5]1 -

In the above table, a high percentage indicate imastworthiness of the findings and lower peragatmeans
less consistency. Loan client assessment is aiggdotreduce loan delinquency and results showad4l.73%
of the respondents are agreed and 38.41% of themdents are strongly agreed with the statemend. ifiplies
that the loan client assessment is one of the gigdint management practices in private commerciakd#o
manage loans. Collateralized lending is a pract@aminimize loan delinquency because 35.31% of the
respondents are agreed and 58.59% of the respenal@nstrongly agreed with the statement. Assessigigt's
capital requirements are used to reduce loan dedimcy and results showed that 22.71% of the respusdire
strongly disagreed, 31.57% of the respondents disadg and 19.53% of the respondents are not sgeediag
the statement. This implies that assessing thetdieapital requirements is not the delinquent agement
practices in private commercial banks to managedo&ending reminder message to the borrowerpiiaciice
to manage loan delinquency and results showed4th&6% of the respondents are agreed and 51.81t%e of
respondents are strongly agreed with the staten¥drit implies that reminder messages are one of the
delinqguent management practices in private commkebeinks to manage loans. Credit monitoring isatre
used to manage loan delinquency and results shive¢d67.37% of the respondents are agreed and %22
the respondents are strongly agreed with the statenThis implies that credit monitoring is one tbe
delinquent management practices in private commkbzinks to manage loans. Setting realistic terhtsealit
is used to manage loan delinquency and resultsesthtivat 56.48% of the respondents are agreed aBd%f
the respondents are strongly agreed with the seaienfhis implies that setting realistic termshe tlient is one
of the delinquent management practices in privataraercial banks to manage loans. Insurance of lsanse
of the measures used to manage loan delinquencyeanlls showed that, 55.87% of the respondentagreed
and 23.45% of the respondents are strongly agréédive statement.

This implies that Insurance of loans is one ofde&énquent management practices in private commlebainks
to manage loans. Predicting the economy by the bzarkagement is a practice to reduce loan delinquend
results showed that 35.59% of the respondentstaregdy disagreed and 35.43% of the respondentgytied
with the statement. This implies that predicting #tonomy by the bank management is not the delimgu
management practices in private commercial banksaioage loans portfolios.

6.2. Causes of delinquency in private commercial banks

The second objective looks at the causes of dedincy in private commercial banks. In relation tds,th
improper selection of a loan client, lack of follay, natural calamities, unhealthy competitiondeguacy of
collateral security, lack of proper analysis of jpob viability, higher interest rate, under finamgi over
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financing, poor economic conditions, informatioryrasnetry has been analyzed to find out the cau$es o
delinquency in private commercial banks. The resoit the causes of delinquency in private commigoaiaks
are displayed in the table below:

Table 2: Causes of delinquency in private commebziaks

Descriptive Statistics SD(% D) NS(%) A%) SA%)
Improper selection of a loan client is a cause aif-n
performing loans
Lack of follow up is a cause of delinquency in pii
commercial banks
Default due_ to . natural calammes is a cause 02‘15.50 2550 20.50 850 i
delinquency in private commercial banks
Unhealthy competition among private commerd
banks is a cause of delinquency
The inadequacy of collateral security/equitap
mortgage against the loan is a cause of delinquency
Lack of proper analysis of project viability is ause of
non-performing loans
The higher interest rate is a cause of delinquancy
private commercial banks
Under f_mancmg/ over financing is a cause of npn- 1185| 2025| 4424 2365
performing loans

Poor e.conom|c conditions are a cause of nons, = 3.90 15001 4560 33.00
performing loans

Information asymmetry cause of non-performing
portfolios
Source: Results obtained (SPSS output) by the eiftmm primary data

- 12.67| 20.33| 3533 31.65

1.50 3.00 21.50| 40.34 33.6p

al

6.00 12.5 20.50| 35.50 25.50

e22.50 37.85| 25.40| 14.25 -

1.00 2.5 25.5 4550 25.50

- 13.5 30.50 | 35.60 20.40

- 11.00| 15.00| 31.5Q 42.50

In the above table, improper selection of a loagntlis a cause of non-performing loans becausgs3%b.of the
respondents are agreed and 31.65% of the respsraienstrongly agreed with the statement. Lacloldw up

is a cause of delinquency in private commercialkbabecause 40.34% of the respondents are agreed and
33.66% of the respondents are strongly agreedthéistatement.

Default due to natural calamities is not a causdedinquency in private commercial banks becaesuilts
showed that, 45.50% of the respondents are stratighgreed and 25.50% of the respondents disagritiedhe
statement. It also investigated whether unhealtmpetition among private commercial banks is a eaidoan
delinquency, results were majority 35.50% agreedl 25050% strongly agreed with the statement. Thdyst
also looked at whether inadequacy of collaterausgdequitable mortgage against the loan is a eanfs
delinquency in private commercial banks, where @2 5f the respondents are strongly disagreed, 37.8b5
the respondents have disagreed, and 25.40% oéspemdents are not sure regarding the statemeistiniplies
that the lack of adequate collateral security/exdpié mortgage against the loan is not a causeliofgdency in
private commercial banks. Lack of proper analydipmject viability is a cause of non-performingafs
because results showed that, 45.50% of the respthdee agreed and 25.50% of the respondentsraregist
agreed with the statement. The higher interest isate cause of delinquency in private commerciaikisa
because 35.60% of the respondents are agreed %2@#the respondents are strongly agreed and 3080k
respondents are not sure regarding the statemaigt.nieans the majority of respondents are agreéd the
statement. The study also looked at under finarhowvgr financing is a cause of non-performing loansl
results showed that 44.25% of the respondentstaregly agreed and 23.65% of the respondents awagy
agreed with the statement. This implies that uffitancing/ over financing is a cause of non-perfimgrioans
in private commercial banks. Poor economic condgioould ably explain delinquency issues sincerdiselts
indicated that, 45.60% of the respondents are dgaed 33% of the respondents are strongly agredd tive
statement. The study also engaged respondents plairexwhether information asymmetry cause of non-
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performing portfolios in private commercial banks this results were majority 31.50% agreed an&Q#a.
strongly agreed. This implies that information agyetry is a key issue to be addressed since ithegdtential
to cause delinquency of loans.

6.3. Srategiesfor improving loan delinquency in private commercial banks

The third objective looks into the issues of impngvdelinquency management in private commerciakbaln
relation to this, strict adherence to credit paligisiting client after loan disbursement, propaiuation of
security, regular/timely release of funds, trainemgd advice given to loan clients, loan given tsibess not
against collateral, post loan services, fixation lofver interest rates, and proper documentatiororbef
disbursement has been analyzed to find out the waymproving loan delinquency in private commelcia
banks. The results to ascertain the strategiesmpfaving loan delinquency in commercial banks aesented
as follows:

Table 3: Strategies for improving loan delinqueircprivate commercial banks

Descriptive Statistics SD(%] D(%) NS(@) A(%) SA(%)
Strict adherence to credit policy can improve Iq
performance
Visiting client after loan disbursement can imprqve
delinquent management
Proper valuation of security can improve delinquent

M550 | 9.50| 1050| 3850 35.0p

- 6.00 10.34 | 5135 3231

- 3.50 18.50 | 45.60 32.4(

management

The regular/timely release of funds can improvenlpa 550 1250 1850 3125 3295
performance

Training and advice given to loan clients can inverp 18001 2150!| 350d 2550

loan performance
Loan given to business not against collateral [can
improve loan performance
The increase of post loan services can manage
delinquent clients
Fixation of lower interest rates can improve Igan
performance
Proper documentation before disbursement |can
improve loan performance
Source: Results obtained (SPSS output) by the euftam primary data

- 3.65 1550 | 45.25 35.6(

- 3.50 11.25| 4850 36.75%

5.50 15.50 8.50 3450 36.0D

- 3.50 18.75 | 38.50 39.2%

From the above table, respondents are requestedmiment on whether strict adherence to credit paian
improve loan performance, on these results wereonityj38.50% of respondents are agreed and 35% of
respondents are strongly agreed with the statenilémns implies adherence to credit policy help pigva
commercial banks to improve loan performance.

Another factor that was explored whether visitingert after loan disbursement can improve delinquen
management, the result indicated that 51.35% ofd@kpondents are agreed and 32.31% of the respisnalen
strongly agreed with the statement. This implieat thisiting client after loan disbursement can ioyer
delinquent management. It also investigated whether proper valuation of security can improve loan
performance, on these results indicated those itiap45.60% of respondents are agreed and 32.40% o
respondents are strongly agreed with the stateriiéig.implies that proper valuation of security ¢erprove
delinquency management. The regular/timely reled$ends can improve loan performance because %4 @5
the respondents are agreed and 32.25% of the mspinare strongly agreed with the statement.sid al
investigated whether training and advice givenotnlclients can improve the loan performance, @arésults
were 35% of the respondents are agreed and 25.5@8€ cespondents are strongly agreed with thestait.
This implies that training and advice given to ladients can improve loan performance in privatengwrcial
banks. This study also investigates that loan rgit@ business not against collateral can imprown lo
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performance because 45.25% of the respondentggegecaand 35.60% of the respondents are stronggedg
with the statement. The increase of post loan sesvican manage delinquent clients since 48.50%eof t
respondents are agreed and 36.75% of the respenalenstrongly agreed with the statement. Fixatiolower
interest rates can improve loan performance sint®086 of the respondents are agreed and 36% of the
respondents are strongly agreed with the stateriiete studies also investigate documentation psosefore
disbursement and find that perfect documents meansistent information thus better able to manage
delinquency since 38.50% of the respondents aredgind 39.25% of the respondents are stronglydgvéh

the statement.

Conclusion

Financing a client requires a great deal of infdiomabout the borrower's nature, the nature ofcthecerned
business, related industry knowledge, competitatyesis etc. It is quite natural to compromise vtk lending
quality where aggressive banking takes place aiscctinsideration creates bad loans afterward. Sovest the
client avails more financing than the actual reguient and eventually fails to repay the loan. Apdnant
concept in delinquency management is following lveding policy of the private commercial banks in a
structured way. Many private commercial banks peacitandard lending policy; on the other hand, yrgmfor
aggressive banking. Thus, a credit officer mustassitative as well as qualitative judgment to ersdand the
true nature of the borrower. Proper monitoringhis tiltimate remedy of delinquency. Monitoring iguized to
figure out whether the purpose, for which the lasrtaken, is fulfilled or not. A banker must iddntand
differentiate between the intentional delinquentl dhe unintentional delinquent borrower. Some bee
despite having the willingness to pay, can't pafaiiments for consecutive times on account of mga bad
phase in the business or due to some emergencyephyBankers need to take the borrower's situatitm
consideration. In addition, the repayment schedbtaild be made aligned with the cash flow genearnatioe of
the business to reduce loan delinquency in prisatemercial banks.
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