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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

Investment in human capital is a key to economicetigpment. To maintain a high
standard of living, a substantial amount of resesirshould be devoted to higher
education. Government sponsored student’s loansnseh are in place in some 70
countries around the world. Student loan schemesally concerned with tertiary
education, are of particular interest to governmérgcause these schemes are able to
contribute to the solution of a range of policyldemms that governments face (Ziderman,

2008).

The loan schemes differ across countries but osmezit in common to all government
sponsored loans scheme loans schemes is thatréhejgaly subsidized by governments.
This means that a sizeable proportion of the totals outlay will not be received back in
repayment (Kimani, 2010). The students’ loan sclemes also widely used in the
United States of America, Australia, China, Jap@hijle, Singapore, and the United

Kingdom as a mechanism for financing higher edoacati

In Kenya, The higher education loans board is tlanrbody that lends to students and
recovers the loans when they are through with th@ircation as established by an act of
parliament, The Higher Education Loans Board A893.This is done through sourcing

funds for lending, disbursement of loans, bursagaed scholarships and recovery of
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mature loans to establish a revolving fund fromakhiunds would be drawn to lend to

needy students.

The performance of HELB in terms of loan recoveag fbeen increasing at a low rate
with the performing loans standing at 57% in 2018.his study, Kimani (2011)
concluded that the rise in recoveries was low coep#o the rate of increase of the loan
disbursements to students implying that HELB will sontinue relying on the funding
from the exchequer unless they come up with bet#gss of dealing with defaulters.

In its recovery efforts, the board has continuowslgd various strategies including Data
sharing with strategic partners such as NHIF, NSGFA, KPLC, CRB and imposing
penalties on non-complying defaulters. The recemiafly amnesty to defaulters affected

the loans recoveries for the year.

Studies have shown mixed results on impact of ati@sesn both short run and long run
compliance but all agree on its impact on debt manmeent (Laborda and Rodrigo, 2003)
In the study of the effect of tax amnesty on valdded tax compliance in Kenya, the tax
amnesty impacted positively on both short run amdlrun compliance .This helped the

government to manage its debt portfolio (Leseedd 02.

HELB gave a penalty amnesty to its past studersdalefaulters to pay their loans less
penalty in a lump sum payment. During the amnestyod, all penalties were waived
together with their interest on a condition tha¢ loanees fully paid the remaining

amount before the end of amnesty period.
2



1.1.1 L oans Recovery

Loan recovery is the reclaiming back of loan fronornier beneficiaries
(Kipkech, 2011). A default occurs when the borrovderes not make the required
payments or in some way the borrower does not cpmiph the terms of a loan
(AlMazrooei, 2007). It arises when the borroweeslmot honor the agreement to meet

the loan repayment terms which details when mongihoto be paid back to the lender.

Khan and Ahmed (2001) argued that some lendingtutisns factors that related risk
management structures put in place by lendingtuigins were to blame for loan
defaults. These institutions factors include laxogedures used in credit risk
management. Negligence in monitoring loan defaufisider loans, lack of trained
personnel and unaggressive credit collection methéthen loans are not performing the
quality of assets declines and can affect the dsss¢ of a bank and affect the banks’

ability to lend further (Ndung'u, 2007).

Some studies on the international experience hacaséd on developing countries,
where the effectiveness of the student loans has giroved disappointing. The rate of
default is as high as 80% in some countries (Waalt)-h992). In early 1990s a series of
international forums on student Loans organized thy international institute for

Educational planning (IIEP) analyzed experienceUnited States, Europe and in
developing countries. An evaluation of studentan@xperience in developing countries

was summarized with the conclusion that studendmdocan make a contribution to



relieving the financial pressures facing higher cadiion, provided that the loans
programs are properly designed, effectively managed a high rate of recovery if

achieved (Woodhall, 1992).

Recovery of the student’s loans has been a bidertg@ in the developing countries. A
comparative study for the World Bank’s Adrian Zigem and Douglas Albrecht (1995)
concluded that student loans have received muehtaih both in literature and practice.
While they have not always worked well, suitablyormed they can constitute a

productive, though limited mechanism for cost resgy

Since its inception, HELB has lent a total of Kstx2 billion to a total of 375,783
students out of which Kshs 12.1 billion is not nmaetuOnly 68,522 past students have
fully paid their loans, 98,000 are currently seivicthe loans and 98,000 students not
paying thus their loan accounts are dormant. Wittefault rate of 43% HELB used a
penalty amnesty as a strategy to encourage loafaleies to pay their debts and

increase their loan recovery collections.

1.1.2 Penalty Amnesty

Studies have shown mixed results on impact of ati@sesn both short run and long run
compliance but all agree on its impact on debt gament (Laborda, 2003). Amnesties
have common characteristics. First, amnesties altetary and have been found to be

short lived in nature, generally lasting for twottwee months. Individuals may decide



not to participate; however, consequences of ndicgzating could be such that if they

are caught later they could get a stiffer punishrtiegin before (Alm and Beck, 1993).

In the study of the effect of tax amnesty on vadded tax compliance in Kenya, the tax
amnesty impacted positively on both short run amdylrun compliance .This helped the
government to manage its debt portfolio as showa high collections during the

amnesty period associated with past transactiorsegto, 2010). HELB has been
levying penalties of at least Kshs 5,000 per mdathll the accounts that are not being

serviced whether they were partially serviced keefarnot (HELB Act).

In order the encourage the HELB loans defaultergatp their debts, HELB decided to
give a penalty amnesty for one month after whiakas extended to cover two months.
During amnesty period, all penalties were waivedetber with their interest on a
condition that the loanee fully paid the remainamgount (Principal Loan plus its normal
interest) on or before the end of amnesty peridet [Banee was expected to benefit by
taking the advantage of the amnesty to have thalfpes removed thus paying a lesser

amount than the outstanding loan balance with piesal

The amnesty is thought to have led to increased leeovery since it allowed defaulters
to pay their loan dues. However, studies have shownresults on impact of amnesties
on both short run and long run compliance but gitea on its impact on debt

management (Laborda, 2003).



1.1.3 Relationship between Penalty Amnesty and L oans Recovery

Amnesties on charges, penalties or even on unpa&stencourage a win-win situation.
Affected individuals and organizations takes adagetof the amnesty to save on the
charges they would have incurred if there was noemsty offered. In addition, it reduces

the cost of loans collection and Debt managemeaiti®u, 2010).

Luitel and Sobel (1991) discussed two schools ofigint on the effects of tax amnesty
on tax compliance. First, the proponents of tax estynargue that it may increase tax
revenues as taxpayers take advantage of the gesicel pffered by the tax authority. The
other school of thought consisting of proponentamihesty contends that the revenues
from more productive amnesties are relatively sifhélik, 1991).

Although there is conflicting evidence in the twehesols of thought on the effect of
amnesty on compliance, it is generally argued #ranesty can be fruitful if it is
accompanied by administrative changes, such asgsitrened enforcement procedures

and an increase in taxpayer education (Luitel, 2005

Studies have shown mixed results on impact of ati@sesn both short run and long run
compliance but all agree on its impact on debt mameent (Laborda, 2003).

In the study of the effect of tax amnesty on valdded tax compliance in Kenya, the tax
amnesty impacted positively on both short run amdylrun compliance .This helped the
government to manage its debt portfolio as shown high collections during the

amnesty period associated with past transactioese@to, 2010).



The offer of 2004 tax amnesty by Kenya Revenue éuitth (KRA) may have directly
and indirectly influenced VAT collections. This wabserved from the spike in the
upward trend over the study period following thenasty (Leseeto, 2010). The result of
the study is consistent with similar studies ineotbountries. For instance, the amnesty
helped to reduce KRA debt portfolio for VAT by alling tax payers to pay debt without
interest and penalties. The aggregate impact efffective amnesty is that it encourages

previous non-compliant payers to be brought iniadpeompliant (Alm, 1990)

HELB gave a penalty amnesty to its past studersdalefaulters to pay their loans less
penalty in a lump sum payment. During amnesty pera@l penalties were waived

together with their interest on a condition tha banee fully paid the remaining amount
(Principal Loan plus its normal interest) on ordvefthe end of amnesty period. The
defaulter was expected to benefit by taking theaathge of the amnesty to have the
penalties removed thus paying a lesser amount tthamoutstanding loan balance with

penalties.

The amnesty led to increased loan recovery sinemdburaged defaulters to pay their
loan dues at a lesser cost than they would haverreat. However, as Laborda and
Rodrigo (2003) states studies have shown mix resritimpact of amnesties on both
short run and long run compliance but all agreé@mpact on debt management.

During period of penalty amnesty, HELB Loan defardtjam-packed the HELB offices
to pay their debts. This research seeks to findiigact of the amnesty on the loan

recoveries at the Higher Education Loans Board.
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1.1.4 Higher Education Loans Board

The higher education loans board is a state owongabcation which was established in
1995 by act of parliament through Kenya Gazettepfupent (Cap 213A) in its mandate,
HELB administers the student loans scheme. Thislu@s the disbursement of loans,

bursaries, scholarships and the recovery of alhtheire loans.

Its history dates back to 1952 when the then calogovernment awarded loans under
the then Higher Education Loans Fund (HELF) to Kaersy pursuing Educations in
universities outside East Africa notably BritaihngtUSA, The former USSR, India and

South Africa (Kimani, 2011).

In 1974, the government of Kenya introduced UniigiStudents Loans Scheme (USLS)
which was managed by the Ministry of Education.dligh the scheme, the ministry of
Education issued loans to Kenyan students who imeéakerere University, University

of Nairobi and Dar es Salaam University to coveirtfTuition and personal needs and

repay the loans after completion of studies.

Due to the challenges that the University Studeatss Scheme (USLS) faced including
the legal mandate to recover the loans, The govemhim 1995 established the Higher
Education Loans Board through an Act of parliansmiplement (Cap 213A) to recover

all outstanding loans given to past students sirg&®. It was also to create a revolving



fund from which funds will be drawn to lend to ngedtudents pursuing higher

Education.

There are remarkable improvements imdoaecovery by HELB. At inception; the
recovery rate of 3.3% as compared to the currefs.5his is shown by the recovery
outcome achieved during the 2012/2013 financiat ygegere HELB recovered Kshs 3.3
billion. The boards lending capacity has also iasesl to current standing at Kshs 4.5
billion for the financial year 2012/2013 with prigasponsored students also benefiting.

Since its inception, HELB has issued Kshs 40.2dmilto a total of 375,783 students.

1.2 Problem Statement

Despite the various measures taken by the Highacd&imn Loans Board to increase its
loans recovery, there has been reluctance by esersiiy students to repay their loans.
The level of non-performing loans (NPL) stood a##38s at June 2013(HELB database
portfolio). The several measures HELB has placedrder to boost its recovery efforts
includes Data sharing with strategic partners agiNHIF,NSSF,KRA,KPLC,CRB and

placing penalties in the accounts of the loaneas avh not complying.

Penalizing of non-complying ex-university studetutsk effect in 2010 and the penalties
have continued to accumulate at Kshs 5,000 per mtort every month in which a
payment for the loan is not done. This means ti@penalties have accrued to over Kshs
210,000 in each of the accounts that have never berviced since 2010 in addition to

the normal interest of the loans. The penalty atynefger by the Higher Education loans



Board in 2013 is thought to have helped in bogsthe loans recovery in addition to
giving an opportunity to the defaulters to cleagitidebts at a lesser cost and easier than

without the amnesty.

Amnesties are offered to enhance the voluntary damge (Lutel, 2005). It is a thought
of many that amnesties on charges, penalties or evaunpaid taxes encourages a win-
win situation. Affected individuals and organizat$otake advantage of the amnesty to
save on the charges they would have incurred ifeth@as no amnesty offered.
(Guilfoyle, 2003) in his findings on Michigan tamaesty showed a positive relationship

between amnesty and tax compliance.

Amnesty is offered to collect tax arrears by allogvitaxpayers to declare and pay the
overdue taxes without interest and penalties. Lgdoand Rodrigo (2003) in their studies
found out that tax amnesty only collect taxes irears previously undeclared. This
measure helps to boost short term revenue colled¢tiothe governments but does not
affect the long term compliance. It therefore aa$s debt management strategies in
addition to helping the government collect the duer taxes to finance budgets and

reduce deficits.

Luitel and Sobel (1991) discussed two schools oftigint on the effects of tax amnesty
on tax compliance. First, the proponents of tax estynargue that it may increase tax
revenues as taxpayers take advantage of the geaicel pffered by the tax authority. The

other school of thought consisting of proponentamihesty contends that the revenues

from more productive amnesties are relatively sifhélik, 1991).
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Although there is conflicting evidence in the twehesols of thought on the effect of

amnesty on compliance, it is generally argued #ranesty can be fruitful if it is

accompanied by administrative changes, such asgsitrened enforcement procedures
and an increase in taxpayer education (Luitel, 208fudies have shown mix results on
impact of amnesties on both short run and longcampliance but all agree on its impact
on debt management (Laborda, 2003).Whichever thectthn, it can be argued that
amnesty on loan penalties has an effect on thesloagovery collections. Evaluation of
the specific direction and magnitude of the penahigrges amnesties for adoption and

implementation of appropriate strategies is thess@mphasized.

This study will therefore examine the impact of @iéyn charges amnesty on the loan
recovery collections by the Higher Education Lo&uard in Kenya. The amnesty was
offered in May 2013 due to stagnating amounts aihloecovery collections and its
purpose was to improve the collections and incretage number of past students
servicing their loans. His study will look at thellections for the period before, during
and after the amnesty to examine the impact of pglealty amnesty on the loans
recovery. This study aims to answer these questions

1. What was the trend on the Loans Recovery Collestfonthe period 1998/1999

to 2012/2013?

2. What is the effect of the penalties amnesty orLthen Recovery Collections?

11



1.3 Objective of Study

The objective of this study is to determine whettiner penalty amnesty offered by the

Higher Education Loans Board of Kenya had an impadts Loans Recoveries.

1.4 Valueof Study

This study is beneficial to lending institutionstlare faced with challenges in recovery
of the loans given to their customers. It is hdipfue managers of these lending
organizations who have various strategies to empmioyhe efficient and effective
recovery of the loans. The study will unearth théects of giving an amnesty to
defaulters to enable the managers of all lendingfitutions make decisions with

information on the possible effects of giving annasty as a strategy in loans recovery.

Secondly, the study will be useful to the adminmisirs of the student loans, the higher
education loans board who gave an amnesty andewdble them to understand the
effects of their decision to give the amnesty t@nlalefaulters on the loan recovery. The

study will provide the managers with a basis of panson in case of future amnesties.

This study will contribute to the broader realm lmisiness and academic research
through offering a pool of knowledge for future easches especially on such important
decisions in loan recovery and loan collectionswilt form a basis for future research
work on effects of charges amnesty on loans regoaed other matter on loan recovery.
The study will be of additional value to the broadeea of credit management. It will be
used as a reference for future studies in theeelaipics. The study will suggest future

research activities that can be explored.
12



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

In this chapter, a discussion on the loan recoaeny penalty amnesty in general from
different parts of the world where related studiese been carried out. The chapter
covers a review of the theories and empirical gfsicin amnesty and loans recovery.
From the review of the literature, a conclusion haen done which forms the basis of

this study in Part 2.4

2.2 Review of Theories

There is not much literature on loans penalty amynasd their effect on compliance to
loan recovery and thus some of the theories rexdawehis literature review touches on

the tax amnesty and compliance to the repayments.

2.2.1 Agency Theory

Incentives to take advantage of other parties arstong that firms often vertically

integrate even at the cost of efficiency to avdid tinfavorable outcomes of relying on
contractual relationships (Klein, 1978). Generaligency theory suggests that policy
makers and tax administrators should be wary abhoytassumption that uncompelled
agents or vendors will represent the state ancaothe tax. This does not mean that
firms will never comply with the request to contrib to the society. In fact, there is

substantial evidence of corporate social respditgibT ucker, 1992).
13



Finding behavior of people who contribute to thedj@f an organization or association
on purely voluntary basis is common. Religious argations, voluntary fire

departments, and boys and girls clubs are among eyxamples there are also situations
in which groups participate in programs that bdrte® community, even though they are

only partially compensated for their activities Ig€izo, 2012)

In agency models government pre-commits to an atdittegy in order to encourage
maximum compliance by tax payers. For instanceniygnum and Wild (1985) model
the tax payer as a risk-neutral agent of the gowent who has private knowledge of his
own income. The government, whose role is to maentax revenues net of audit costs,
cannot observe actual income without costly ingagion (Kilonzo, 2012).

Reinnganum and wild use this setting to comparanglom audit strategy of the type
implied in early models with a cut-off audit strggan which an agent trigger an audit by
reporting below a certain level of income. Theywhbat the use of a cut off strategy
weekly dominates a random audit strategy becaus# induce truthful reporting at the
least cost. In addition to the desirable effectcofmpliance, they argue that such a
strategy would enhance horizontal equity ex-postr sandom auditing since those with

equal incomes will be audited with equal certaif®ginnganum, 1985).
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2.2.2 Deterrence Theory

Deterrence theory was used as a basis to examimg tgpes of criminal behavior
including tax evasion. The fundamental premise rohinal justice is that people fear
punishment and will obey the law if it providesudfieient sanction threat (Tittle, 1980).
Much early work examining tax reporting was in thianinal justice literature (Kilonzo,

2012). Accordingly, non-compliance was implicitlgfthed as illegal tax evasion.

Deterrence theory is concerned with the effect aricions and sanction threats on
criminal or undesirable behavior. The basic prengghat people choose to participate in
activities that maximize their rewards and minimizeir costs, tax amnesty being one of
those activities (Kilonzo, 2012). If sanctions gweobable enough to outweigh the
rewards of the act will not be performed. Detereericeory was used as a basis to
examine many types of criminal behavior includirax tevasion. The fundamental
premise of criminal justice is that people fear ipbment and will obey the law if it

provides a sufficient sanction threat (Tittle, 1280

Alm, McKee and Beck (1990) pointed that there tklaf field data on the post amnesty
impact regarding tax payer’s expectations aboufuh&e amnesties. Field data pose the
problem that it is difficult to separate differesrtforcement efforts and changes based on
the tax amnesty experiment offer the possibilityget own data and to check specific

circumstances which are difficult to control inlfiestudies

15



According to Torgler (2002) tax amnesty experimdrelp to control this problem since
they allow analysis of effects of different tax amty structures in the long run. Alm,
McKee and Beck (1990) found in an experiment thatlevel of compliance falls after

an amnesty.

However, tax payers who revealed a high complidretere an amnesty, continued to be
compliant afterwards. On the other hand, subjedtis & moderate tax compliance rate
reduced their compliance in the post amnesty phse.authors found that a successful
strategy to increase tax compliance after an amngdb intensify enforcement efforts

(Laseeto, 2010).Enhancing the enforcement mechanismases the cost of evasion and

thus reduces the cost of participating in an anyn@staetz ,1999).

According to Fisher, Gooderis and Young (1989)might be seen as a fair warning,
especially for those taxpayers who were honestredfte amnesty aims at convincing
tax delinquents that the probability of getting glauincreases signaling that that tax
evasion is morally wrong. Alm, McKee and Beck (1paBo found that the anticipation
of further amnesty increases if individuals get thgportunity to participate in the
amnesty although the government had stressed thairther amnesty will take place.
The government losses credibility and makes evaseamingly forgivable. Taxpayers
get the incentive to wait for further grace periddse reconsidered freely. Amnesty is
expected to be followed by increased enforcemerdsores as means to deter non-
compliance. It is therefore expected that tax pmyeould take advantage of a tax

amnesty to avoid being caught up with increasedreament measures.
16



2.2.3 Fiscal Psychology Theory

Governments facing budget deficits take actionddee the deficit through spending cuts
or tax increase (Agbeyegbe, 2004) With the prestumise additional revenue, many
states have begun to offer and in many cases efplgaiffer periods of state amnesty
(Luitel, 2005). Malik and Schwab (1991) argue thate evaders would like to rejoin the
tax system but are discouraged by high fines aisdethbarrassment. Cases like these are
clearly a ceteris Paribus Pareto improvement asethedividuals gain and revenue
increases while no one else loses. The governnaesgsrmore tax not only in the short
run from collecting overdue taxes, but also by &g former non payers back into the

system for the long run (Luitel, 2005).

Studies done globally have found amnesties to saw@mon chacteristics (Malik, 1991).
First, amnesties are voluntary and have been foaife short lived in nature, generally
lasting for two to three months. Individuals maycide not to participate; however,
consequences of not participating could be suchittibey are caught later they could
get a stiffer punishment than before. According-titel (2005) tax amnesties are also
allowed to cover some tax heads and excluding staed the incentives that waive the
fines and penalties associated with evasion amgepiebut not on the principal amount of

taxes that is due.

A great deal of attention has been given to thectdf of the legality or morality of

evasion, effects of interpersonal sanctions andcegmtions of peer compliance and

17



fairness of the tax laws have been examined eXplieis important factors in the
compliance decision (Jackson, 1986). According tiorkko (2012), while fiscal
psychology offers a different perspective of corptie, several methodological concerns
must be considered since attitudes and beliefsnateobservable in archival data. A
greater part of this research is reliant eithef-rgglorting of repaying individuals or

intentions to repay the loans. The reliability lnése self-reports can be questioned.

First, respondents lack of self-insight, simple roeynlapses and perhaps most
importantly, the lack of consequences related ¢odibcision of interest. Evaders may not
confess while the people paying may boast aboubrectnever taken. For instance,
Elffers and Hessin (1987) were able to identifyraug of actual evaders through the
taxing authorities in the Netherlands and they &buhat one group of attitudinal

variables was correlated with verifiable evasion$ Wwith self-reports of evasion while

another set was correlated with the self-reporte\aision but not with a verifiable

behavior. Self-reports and verifiable behavior warneorrelated with and both evader
and compliers giving inaccurate reports. For instarike tax administrators tax payers
are biased judges of their own compliance and maly report cases of abuse or

exploitation if they do not interpret them as nampliance (Hessing, 1987).

Predictions of most economic models, the audit hatka positive impact on compliance
(Becker, 1987). Further, the amount of actual gowent expenditures received and
perceived tax burden were positively related to gleance. Studies have documented

relationships between various demographics anaidittial variables and compliance but
18



have often failed to identify the mechanisms thfowghich the relationships exist or
operate. Until such mechanisms are identified, aodstructs can be meaningfully
measured this line of research may have reachdw@etical plateau. There may be
other factors that may lead to high collectionsrtyithe amnesty period but the effect of
the other factors during amnesty has never beessiigated since it is expected there

will be high recovery collections due to compliamkging the amnesty.

2.3 Review of Empirical Studies

The issue of non-performing loans has recently lgfeen prominence by the banking
industry and HELB as a lending institution cannetléft behind in the issue since it is
facing the same problems of recoveries (Kimani,120Documentation in regards to
non-performing loans in institutions concentratimigh lending of educational loans are
scarce, most of the literature is mainly in relatto the banking sector. Much of the
empirical studies on amnesty are related to taxestyrsince much of the studies done on

amnesty have not focused on loans penalty amnesty.

The financial viability of any loan program deperadsthe extent to which loan outlays
are recovered by the lending body. There are fackeading to low loans recovery
(Kipkech, 2011). First, there are factors that lamdt in to the scheme as elements of
design. Lending conditions on government sponstwads schemes are “softer” than
those on regular commercial loans schemes. THerelifce represents a subsidy received

by the student in the sense that the borrowertisetuired to pay back the full value of
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the loan required. Loan repayment factors have laigd to low recoveries. Borrowers
who have ever been in deferment or forbearancelem® likely to default, perhaps
because borrowers who are organized enough toaMfdhoough on using deferment are
also better able to handle repayment in generalo(2092). Borrowers who went into
delinquency more than once were more likely to alefé&Each period of delinquency
increases the borrowers’ chances of default by 4o8%entage points, which is almost

fifty percent of the original probability (Woo, 201

Lack of Knowledge of the repayment obligation abowt the payments is not a strong
factor in in default.93% of the borrowers surveyedlized the loan had to be repaid.
However, one in four was confused by the repaymemtess, and three out of four were
not aware of the deferment options (Volkwein, 1998gcording to Volkwein and

Cabrera (1998), follow up studies of defaultersesdvthat two out of three reported
making payments since the official default firstoged. Not only did sixty six percent

resume payment, but thirty one percent completgdcpat.

In the early 1990s, a study of the non-federallgrganteed loans extended to law school
students notion that there are institutional ad aglborrower explanations for default.

The study found that, after taking into accountharacteristics a student brought with
him or her to the post-secondary study, very lptleductiveness was added to the model
by also taking into account the characteristics prattices of the school the borrower

attended.
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The study found that the default is primarily tethto borrower willingness and ability
to repay, not to anything the institution is doilgonteverde, 2000). Quantitative
research as well as interviews with students, ,staffl faculty indicate that students
possess certain characteristics independent frenmgtitution that cause them to default
on their loans, including their attitude towarddtdand default and dissatisfaction with
the institution (Knapp, 1990). Nevertheless, a nembf studies found the type of
institution of attendance to be significantly rel&tto repayment even after factoring in
the influence of borrower characteristics (Dynarks®94). Among all these, only
Dynarki and Montevere claimed more than a moderafiect for institutional
characteristics. He suggested researchers miglet lbeen posing the wrong question by
comparing institutional and borrower characterssti©ther researchers have also
included in variables that describe the borrowexpegence after leaving college

(Dynarksi, 1994).

Students loan programs have been introduced tdeesfilzlents receive financial support
in order to meet their living expenses like in m&siandinavian countries, or to pay
tuition fees like Japan, USA, Kenya and Zimbabud@hfiston,1986). Loans meet other
expenses like meals, accommodation, medical caire @seece, Portugal, and Spain and
in majority of developing countries like Kenya addlawi. This is a clear indication that
majority of students depend on loans for finangapport while undertaking their

university Education.
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Student loan programs are among the most complemiraversial and frequently
misunderstood and yet potentially important elemeint the financing of higher
education. Their importance stems from the increpgirominence of cost sharing the

shift of at least some higher education costs (Egbk 2011).

The lending schemes have been labeled as revoluimis which once capitalized are
expected to finance themselves through payments fearlier loans. In developing

countries, student loan programs have been usexbdist with leaving expenses and
typically cover only a smaller percentage of thedshts’ population (Ziderman,

1995).Wood hall (1992) indicates that student loansgrammes can be expensive,
inefficient and equitable especially if they ard pooperly implemented. This is true of
students support programs that are heavily sulesidi@aans inefficient and inequitable
since the rich who are often overrepresented irndrigeducation are more likely to

benefit from the subsidized loans than the poor.

According to Colclough (1993) if the loans weredalout to cover four years of study
and to be repaid over a twenty years period, themgonent would not make recoveries
of 50% of the initial generation of student loamsilufourteen (14) years after the start of
the scheme. The relatively high subsidies and Ipegiods of repayment makes
subsidized loans cheaper compared to loans setroradother financial institutions and

thus prone to default.
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A recent study of the 1986 Michigan amnesty fourat & substantial portion of amnesty
program participants subsequently continued totéibe returns. They conclude that the
1986 Michigan amnesty was successful in attraatmagy participants and in retaining

many of them in the system however its impact #emae was negligible.

Measuring the impact of amnesty has been focusdzbtinshort run and long run using
cross country experiments in Switzerland and CB#ta Torgler (2003) and Schaltegger
(2003) noted that long run tax compliance risehefpossible tax amnesty is subjected to
a popular vote, regardless of whether the amnestgassed or rejected. They also
observed that the anticipation of future tax amndsds a negative effect on tax

compliance.

According to Alm and Beck (1991) heightened pasnhasty enforcement encourages
greater participation in an amnesty. In their exation of the 1985 Colorado tax
amnesty using individual income tax revenue datanfl980 to 1989, Alm and Beck
(1993) concluded that the amnesty had no longmpact on the level or the trend of tax
collections. In their report of the results of maaynesties that have been implemented
in different countries Torgler and Schaltegger @0O@rgued that revenues have been

largely less than expected.

Amnesty on penalties, loans, taxes, rates or ahgrdiorm of amnesty increases the
number of individuals, previously compliant to 8eg their obligations and also

provides future compliance. According to Alm, (1998n important source of increased
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compliance stems from getting individuals who poergly had not paid taxes for one or
more years back into the system and onto the téx o wider tax base provides a long
run revenue source for governments to financedtivifies for the general development
of a country. Compliance will also increase if thmnesty is followed by greater
enforcement efforts and by stronger civil and cniahipenalties. In fact for government
that wants to increase enforcement activities aadsd in a manner that taxpayers
perceive as fair ,a one-time grace period befoeeenforcement increases may be an

effective transition mechanism.

Alm (1998) further argued that amnesty helps tlxeatathority in debt management and
reduction of its administrative back log of paperkand arrears, thereby saving some
administrative costs. This improves post amnestyntary compliance through better
post amnesty record keeping and monitoring of mayéro were not previously in the tax

net. The authority will follow up to ensure sustdrcompliance.

A review of the empirical evidence by Leseeto (@0ihdicates that amnesty programs
most effective in generating revenues are thodeddace rates, interest and penalties on
the items reported in the amnesty, that allow knaletinquents to participate, and
especially those that increase post amnesty emfmnoe Luitel (1998) concluded that if a
state is considering offering a tax amnesty toera®al tax revenue, the impact will
depend on whether the state has previously offenedmnesty and that it will probably

never be a good idea to all. The public choicediteae, however, is filled with examples
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of short sighted political behavior that could mnsistent in explaining why states still

adopt an amnesty.

2.4 Conclusion

Some conclusions can be drawn for the review ofrétevant literature. These include
the following; that an offer of amnesty boosts ections during the amnesty period only
from the participants only but do not affect thenpiiance of other payers (Alm, 1990).
Alm and Beck (1993) argued that amnesty undermineswillingness of a taxpayer to
fulfill his obligations in the long run. The antpatory behavior of taxpayers for future
amnesties makes them evade tax payments durirguthent period with the hope that a

similar blanket of forgiveness will be offered.

However, according to Leseeto (2010), the studthef2004 tax amnesty shows that the
amnesty may have directly or indirectly influencdee VAT collections. This was
observed from the spike in the upward trend overstindy period following the amnesty.
The growth registered its high in the post amnestyod than it was before the amnesty.
This was in consistent with other studies done Lhyit¢l, 1991). Goddeeris and young
(1989) in which a further analysis indicated anréased compliance after amnesty as a
proxy by the growth in collection. The findings aoting to Laseeto (2010), indicates
that the 2004 amnesty on tax not only allowed gowent to recover tax debts but also
improved future compliance. The response towardsatmnesty was evident since the

actual collections exceeded the normal or expeadeitkctions after the amnesty.
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Generally, the amnesty drove up the collectiondfith short run and long run (Laseeto,

2010).

Amnesty is a grant through the law which is givershield the targeted non-compliant
payers from prosecution for not honoring their gations. A penalty amnesty is
supposed to be a reform measure to increase thadoavery rates and loan collections

by allowing defaulters to pay their previously uip#an installments which are in

arrears.

This study assesses the impact of penalty amoestpmpliance to the loans repayment
collections at HELB. The methodology employed itadeollection will involve the use
of HELB'’s database for the periods before, during after the amnesty. Analysis of the
study will be done using the event study methodpltg examine whether offering

penalty amnesty has an impact on the loan receverie
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This section describes the research design anthtbget population of the study in 3.2
and 3.3 respectively. The section also describesstimple adopted, data collection

methods, data analyses and the model testing.

3.2 Research Design

This study adopted a descriptive type of reseamesigd. It identifies the effect of
penalty amnesty on ex-university students on leaosvery by estimating the past trends
in loans recovery collections and comparing therth whe collections during and after
the amnesty period. The study will involve a quatitre analysis of the Loans
collections recovered by the ex-university studefitse study adopted an event study

methodology to assess whether the penalty amn#stted the loans recovery.

The event study measured the magnitude of thetdfiat an unanticipated event has on
the expected loan collections. The method has hesed to measure the effects of
intervention actions in various disciplines (Bind&998). The event study examined the
effect of an event on the normal trend of debt vecp in this case the loan collections.

The design allowed an in-depth collection of infatian to enable the researcher make
better conclusion of how the penalty amnesty adi@the loans recovery and thus it was

the most appropriate for examining the effect.
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3.3 Population

The population comprised of the HELB loans recovenilections for the period with

and without the amnesty. The choice is especially/td the availability of complete data
to enable trend model development and testing fimcts. The amnesty was offered
mainly due to the stagnating level of loan reca®ras observed in the monthly

collections.

3.4 Sample and Sampling Procedure

The research covered a period of fourteen yeam ftoe year 1999 to 2013.The
researcher assumed that this was reasonable tand&ate the effects of penalty amnesty
on the loans recovery. The penalty amnesty thaecmad 2013 by HELB will be the
Centre of this study and its effect on Loan recgvy@oxy by the monthly collections.
The choice was especially due to the availabilitgamplete data to enable trend model

development and testing for effects.

3.5 Data Collection

This study made use of secondary data. The maircsonf the data was from the
database of HELB for the period under review. Thgadn annual loan collections for
the period between the year 1998/1999 and 2012/#%@#k3used to provide a window

relevant to describe the effect of the penalty astynen the loans collections.
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3.6 Data Analysis

Inferential analysis was used to make referenaes the data to more general conditions
while descriptive statistics was used to descriltetwas going on in the data. The

model estimated
Y=aqgtauX1+apXs + ¢

Dependent Variable (Y) represented the Loans regoshown by the Total annual
collections to the total loan book over the pemddesearch. And this was obtained from
the loan recovery database in HELB, represented the Y intercept/constant. The

independent variables were;

X1 represented the penalty amnesty. That is, theeRtesof penalty amnesty intervention
or otherwise. This was represented by 1(one) dutiegamnesty period and zero (0) for

the period without amnesty.

X, represented loan collections over the researgbge

ay is the gradient representing the rate of changeliections

¢ is the error term to capture the unexplainedcefba loan collections.

The research used Statistical Package for thealS8ciences (SPSS) to estimate the
results of correlation between the variables. Regoa analysis was used to evaluate the

degree of relationship between the independentt@dependent variable.
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3.7 Data Validity and Viability

The secondary data was obtained from the HELBsbhdataand annual reports. HELB

database is accurate and reliable source.

30



CHAPTER FOUR
DATA ANALY SIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter provides the analytical results asdulision from the study. It discusses the
performance of the loan recovery for the last Femntyears at the Higher Education
Loans Board. In the chapter a discussion on thectffof the penalty amnesty on the
loans recovery is done based on the finding is dbmally, a conclusion is drawn from

the results to summarize the empirical effecthefamnesty on loans recovery.

4.2 Data Analysisand Inter pretation

The demand for higher education in Kenya has beeamupward trend, due to many

factors including desire for a better life and als@ to increase in population.

Due to this the number of loanees has been inorgdsemendously as in Figure 4.1
which shows the increasing trend in the numbemahées for the last Fourteen years.
The graph of loanees paying takes the shape ajrdph for the total loanees showing a
positive relationship between the two. Table 4.hficms the correlation between the
increase in number of loanees and the number ofekm paying. The Pearson
correlations show that the total number of loaresss the number of loanees paying are

highly correlated at about 97%.
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Figure 4.1 L oanees paying Versus Non-paying L oanees
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From the chart it is also evident that loan repaythas been on an upward trend and

slightly surpasses those who have not started gayin

Table4.1 Analysis of Correlations

Total number ol Loanees
loanees paying
Total number ol Pearson
_ 1 .969(**)
loanees Correlation
Sig. (2-tailed) .000
N 14 14
Loanees payin Pearson
paying _ .959(**) 1
Correlation
Sig. (2-tailed) .000
N 14 14

** Correlation is significant at the 0.01 level {@ied).
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Figure4.2 Total loan book Versus L oan Recovery

Comparative Total loan book and Loan Recovery
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From the above chart there have been a steep secieathe total loan book and a
subsequent increase in loan recovery. Despiteritrease in the recovery amounts the
gap between the total loan book and the amountezed is widening.
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Figure 4.3 Per centage of Total loan book Recovered
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The percentage of the total loan book recovereduahnhas been on the increase
throughout the period of study. Notably, a shatpemd was recorded in the final year of
study which can be attributed to the short peribghenalty amnesty given during the

year.

An analysis of the amount disbursed also showstthiathas been increasing over the
years showing a good trend since this will catertf@ increasing number of loanees
which is highly correlated to the number of loangesying their loans. Pearson
correlation analysis was conducted to determinenttare of the relationship between

amounts disbursed and total number of loanees. sihdy established a Pearson's
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correlation value of 0.959 indicating that theresieong positive relationship between

amount disbursed and number of loanees at 99%isemee level.

Table4.2 Analysis of Correlations

Total
number off Amount
loanees disbursed
Total number of Pearson
_ 1 .959(**)
loanees Correlation
Sig. (2-tailed) .000
N 14 14
Amount disbursed  Pearson
_ .959(**) 1
Correlation
Sig. (2-tailed) .000
N 14 14

** Correlation is significant at the 0.01 level {@H{ed).

The figure below (figure 4.4) shows a comparisotwkeen thee actual loans recovered

and the target. This analysis was done to idernh#fy effect of the Amnesty on the

repayment of the loans. The graph shows an abnognaavth in recoveries recorded

during the amnesty period. This can be explainedhlkylarge number of loanees who

cleared their loans during the period to take tivaatage of the amnesty. At this period

it is clear that the actual Loans Recovery is faydnd the monthly target. There is a

steep decline in the recoveries immediately afteramnesty period.
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Figure4.4 Targetsversus Actual Loan Recovery
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The graph above shows a steep increase in recewirieng the amnesty period followed
by a drastic reduction in the recovery immediatgher the amnesty period. During the
amnesty period many loanees who had incurred pesaleared their loans in lump sum
to take advantage of the amnesty and therefore tkero monthly repayments expected
from them in the subsequent months. The amnestyt eralysis shows a high variation
of Loan recovery from mean following an amnestyngimal Loan Recovery shown in

figure 4.4 indicates high positive amnesty collecs. The figure shows the direction and

the magnitude of the impact of amnesty on the Lreanveries.
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4.3 Summary and Inter pretation of Findings

The result of this study shows that the loans regphas been growing and taking an
upward trend over the period. The findings of thedg reveal that there was a strong
positive relationship between the loan recoverg, iamber of loanees paying and the
amnesty offered. The result of the study is coastswith similar studies. From the
findings it is also evident that the number of leas making loan repayment has been on
an upward trend and surpasses those who have artgdspaying during the year of
amnesty period. This clearly shows that there waseased number of the loanees not
paying before the amnesty that came in and joihedpaying category. The success in
amnesties is measured in terms of the amount olvegies, attracting participants and
retaining them in the system. Generally, the anyneffer had a positive effect on the

loans recovery at the Higher Education Loans Boaedsured by the loan collections.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMEDATION

5.1 Introduction

This chapter provides a summary of the key findiagd the conclusions of the study. It
further highlights the limitations of the study arlde recommendation for further

research.

5.2 Summary

This study examined the effect of the penalty anyneffered by the Higher Education
Loans board on loan recovery. The study indicatest the loan collections have
consistently improved over the study period. Thigréase is consistent with the number
of the loanees paying and the total loanees. Ababcwilections are recorded during the
amnesty period with over Kshs 1.2 Billion collectdaring the period of amnesty. The
collection during the amnesty period made a thirdhe total collections for the year.
This is evidence that the response towards the styveas a positive one since the

collections surpassed the target (expected) loaovesy collections.

5.3 Conclusion

The study found that the amnesty had a positivluente on the Loan recovery
collections whether directly or indirectly. Thereasva spike in the loan recovery
collections immediately the amnesty period staged during the amnesty period. The
results of this study are similar to other studiese on amnesty. For instance, the year

2004 amnesty by KRA helped reduce its debt podffir VAT by allowing taxpayers to
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pay debt without interest and penalties (Lesee®dd0p There was little information on
the individual loan collections and collection framgions. It is anticipated that in the
advent of county governments which are expectedetohigher education financing
kitties they may result to amnesty to boost thelett loan recoveries. It is a potential
area of research to provide more empirical evidemcthe effectiveness of amnesties.
5.4 Limitations of the study

The study showed a positive impact on the total lm@lections following the amnesty. It
is not clear whether the effect is due to otherfaamding factors such as the loanee
education and awareness of the borrowers. Althdugb reasonable to attribute the

increase in collections to amnesty, it is somehovitéd in interpretation.

The study on the penalty amnesty must be taken edthion since there may be other
factors not captured in the study. The loan recpweay not be solely generated by

amnesty but there may be other murky factors.

5.5 Areasfor further research

Many questions remain unanswered on the effectrofesty on loan collections in the
long run adherence to loans repayments. Furthesrappties for research may focus on
the long-term effect of repeated amnesties. Intemdia future potential area of research
may find out other factors that that affect the pbamce to loan repayments and the
enforcement measures that can be taken with aresdstiensure loan recoveries growth

in the long-term.
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