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-S0CTO-ECONOMIC—FF
REPAYMENT ON SETTLEMENT SCHER'ES

Over the past few yes-s an agricultural revolution has
been taking place in Kenya, first through the systematic consolidation and
registration of land ownership and secondly through the creation of more than
200 settlements providing for upwards of 35,000 farm families. The mein %hrust
of the resettlement programme has been through the million-acre scheme which
was completed in 1970; other smeller schemes are still in process.of initiation
although the rate at which riew settlements are being established has very
much slowed down under the current {1970-74) Development Plan. The present
study will be concerned exclusively with schemes within the million-acre

programme, and be focussed particularly on those of High Density.

The million acre scheme was designed to redistribute land previously
owned by European settlers to indigenous farmers. Farms. were purchased from
their original owners, divided into smaller holdings and allocated to selected
applicants mainly on an individual basis, but with some exceptions, An. infras
tructure of services vhich included expert personnel were provided by Govern-
ment, who also gave loans for land purchase and farm inputs tn the indivicduals
to whom the plots were allocated.

There were four main types of settlement: High Density, .Low Density,
Yeoman and 100 acre Farms, and Cooperatives and Ranches. Most of the schemes
fell into the first two categories. The High Density schemes were for. .
individuals with no financial resources at all and were esnecially intended
for the landless and jobless; the Low Density Schemes were for farmers c.
others with some money to invest; the Yeoman and 100 acre Farms were for those
with more substantial financial resources at their disposal; and the Cogperatives
and Ranches were plarned for thossz areas unsuitable for individual settlement
particularly on very poor land,

The sslection of individuals for allocation of plots on High
Density Schemes was made by the respective Provincial Administrations, who
arranged for the interview of applicants by District level Committees composed
of representatives of the Departments of Agric.lture and Settlement and the
D,0,, on the basis that they were bcth lancle-s and jobless., Some priority
was unoffircially given to those who had previosusly worked on Eurcpean farms.

It was 'in practice howsver difficult to check on the status of each applicant
and it is therefore probable that a numbe: were in possession of land

or paid employment.



In the case of Low Density Schemes applicants, who were
interviewed by Committees.composed of representatives of the
Ministries of Agriculture, and of Scttlement, together with a
representative of the Provincial Administration, were recuired to
show that they came from the area in which the settlement farm

was situated and had some farming experience,

The prospective settlers were not examined as to their
creditworthyness although they were reguired to pay deposits of
varying amounts in the case of Low Density and Yeoman schemes and
the cost of land transfer (about 150/-) in case of the High Density
schemes, .

’Specimen budgets were preparsd By the Dgpartment of
Lands and Settlement for each category of sgheme which
specified the target cash incomes for each fﬁrm, and loans
were provided to. each settler to cover the cést of the plot anc
various other inputs such as fencing, cows ané so on, in
accordance with the proposed farm plans., In the casg of High
Deraity Schemesthe target cesh income per year-was £25, while
loans totalled in the first instance 5200/~ repayable 8 595/-
annugelly in two equal instalments at 8 monthly intervals, (target
incomes were exclusive of loan rapayments)., The Low Density
schemes had a2 target income of £ p.a, and the loans totalled
8500/~ rcpayable B 832/= p.a. in the same way. The initial
deposit for each settler on the High Density Schemes was 145/-
and on the Low Density Schemes 1180/—, whilst on the Yenman
Schemes it was 13680/-, Typical specimen budgets provided
for a surplus of income over expenditure of 693/- and 1376/~
respectively for the High and Laow Density Schemes after payment
of loan ihstzlments, This assumec & certain level of production
and certain prices for specific items of produce included in the
farm plans ac,the main cash carncrs. No allowance was made for
crop,fgilures, for fluctuation in price of the main cash,earning
crop, or for expenses incurred in subsistence production, nor
was any ellowance made for the proportlon of production of
main cash=earning crops which might bc consumed on the farm,

{
i Initially no grace period was allowed before loan

instalbents fcll due even when the main planned cash crop took

some yeéars to mature. However in 19567 this.was amended and o grace



period of 2 yeors was introduced,

The million ocrc programme was started in 1962 and a
persistent problem ever since has been that of poor rate of loan
repayment,  thilst it is evident that this could be expected
in the early deys when no grace period was allowed, the persistence
of the problem cannot still be accounted for in terms of the
time necessary fer a scheme to becoeme fully productive, It is
also the case that whilst there was a substantial improvement
in the rate of repeyment between 1963 and 1969 ([from 4% to 75%),
in subsequent yearcs the rate of loan repayment has fallen back
to around 0% and it is still the major problem in an otherwise

apparently rosy picture of settlement development.

¥lhilst however the overall rete of loan repayment
stands =t about 50% (there are slight variations depending on
the formula: used to assess this), there is a wide range of
variation between the lowest and highest rates ©f repeymert
for different settlements. In the case for instance of thc 9
administrative areas into which all such schemes are grouped the
collection ratic veried in 1972 from 23 to 70%. There is also
o large disparity "in rates of repayment between High and Leow
Density schemes the Former/_Show%?%wch poorer performanca,.
Nevertheless, sven on those schemes with the highest collection
ratio it would appear that therc are & large minority of
defaulters.

This study will therefcre scek to determince the main
factors causing the present poor rate =f loan repayment on
settlement schemas, with the primary objective of making
recommendaticns for action to increase collections, and the
secondary one of drawing a profile of thes non-payer. It will
concentratc on .the High Density Schemes since this is where
both the rate of repayment is generally lower and the problem
appears most intractable. The data generated in the course of
research may slso serve to pinpoint other special problems
of particular individual sgttlements, and to illuminate the
broader aspects of settlement economy and its relation to the
wider area in which it ié situated, and thus to provide a basis
on which to indicate rgmedies for the former and to suggost

- trypetheses id‘case of the latter.



There are several reasons which may be suggested
a priori for the present low rate of repayment. It may be simply
that the specimen budgets were over—-optimistic and that settlers
do not have sufficient means to repay their loans. On the other
hand it may be that there is insufficient motivation to repay and
farmers use cash income to satisfy other needs. Both of these
apparently simple explanations however have other more complex
implications. If Tarmers are not achieving target incomes, why is
this so0? And evidently some do have sufficient resources to repay.
And why is motivation low? Again some farmers are
highly motivated gince a few repay fully even before loan repayments
fall due.

The Department of Settlement Reports for 1969 and 1970
also suggest possible factors. The following statements were

made in these years in respect to the three main settlement areas:

1. "Loan repayment position was not very impressive,

especially for the older schemes..." (My italics)

2. "lLoan repayment continued to be a most difficult problem, ..
+s» Although it was argued that settlers were not able
to mect their loan repayment commitments and that the
original budgets were too optimistic, there wsre
settlers who actually made adequate profits and were

even able to pay for the cost of their plots outright",

3¢ "Although loan repayment rate was expected to rise this
year, the results were rather disappointing ....... The
fall in repayment rates was attributable to partial
failure of short rains and poor marketing facilities
for horticultural and other crops, coupled with the
farmers?! failure to comply with the advice of the extension
staff about farming technigues and to follow the budget.
In the 1969 Rgport the followirng corlirr comments had. boen made
for the samc arcas (in the same order):
4, "Response to loan repayment has been poor although it
was anticipated that the marketing of maize crop would

boost this.”

5. '"The rate of loan repayments dropped in nearly 2ll schemes.
This was mainly due to the long drought which affected
most areas and rosulted in less cusntities of pyrethrum
flowers beirg marketted”.



5. "The... loan repayment rate fell during the year ......
The dry weather which unexpectedly hit the schemes
during the last half year ...... GConseguently farmers
received less income and this automatically meant

less ioan repayment’,

In the Tirst of the cbove six statements there. is an

implication that the 2lder the scheme the poorer the rate of

£

repayment, This may Ffurther imply thet motivation to pey gets

=3

e
this in turn.-involves the whole concept

[sB

weaker as time passes an

factc

of motiveticn. as

e}
3

inhibiting loan rspayment. Tie sccoond
statement could alsec involve level of motivation,. but also introduce
another factor, or complex of factors, i.e., levels of managerial
ability and acceptance of innovation and advice. " Three other
statements use the weather zs the reason for falling rates of
repayment. This in turn involves the first of the possible factors

mentioned i.e., the degree to which planning was. at fault..

o]

The fimal statement has a number of implications, among others

that motivetion was poor, that the Tarmer's needs exceeded his
increase in inceme, that marketing was not as successful as was hops
or that for somc rerson insufficient maize came forward for
marketing.

Arising from the twc primary factors mentioned and %he
several subsidiary ones sugogested gbove it is pessible to enumerates
more systematicaelly the independent variables which may significantl
offect levels oF loan repayment. This "is not to exclude other
possibilities which may emerge during phasec I of the research
(to be detailed later], but to give direction aznd provide the frame-

work for pilot interviews ~nd observatior initially,

There are two lovels of nnalysis, ~“Ong™ £ assess
the variables which may affect thc settlement as the unit of
analysis and the cther to assess the varisbles affecting the

individual farmer.
The varianle factors to be svaeluated arz as follows:

i) Veriable factors in relation 11 settlements:.

1., Paysical churacteristics: poor, average, or good

»Cils and rainfall,

/2.’ Nature of moin cash sorner znd of subsidizry crep and

S . . . .
/ livestock mix: annuzl crop; perennizl crop; or livestock,




3. Tribal Admixture:. identity cf mein tribe, and whether there

is only onz tribe, one dominant tribe, or a number of

fairly egual tribzl groups cn the scheme,

4, Organization and Administration: single farm versus

cocperative.

Variable facters i- reletion to individual farms

1. Administration of loan repayment: mechanics of obtaining

and repaying loans.,

2. Farm Manzgement: mechanics of  farm management including

nature of decisions toc be made, personnel involved and

financial implications.

3. Inncovativeness: acceptance of extension advice, indigenous

innovations, degree to which yields and/or profits are

maximised and comparison with planned farm budget.

4, Perception: traditional and current ideas about and attitudes

towards borrowing; Comprehension present indebtedness.

5. Attitudes and Motivotion: attitudes towards farming and

towards egonomic activities in gemeral. Other social
attitudes, such as towards family responsibility, relevant
\
te cconomic behaviour., Alms and ambitions; objectives
!

in coming onto scheme and current objectives in relation
Al

toc farm and in relation to 1life plan.

6, Knowledge and Skills: Level of education and degree of

relcvant expericnce os it offects ability to farm effectively
and to handle fimancial transactions efficiently. Training

in credit.

7. Social Institutions: Traditional and modern informal

institutions for borrowing in cmsh and kind both in respect
te the degree to whicl. they may still be utilised and relete
both to Perceptions about loans and constitute a current

financial obligation.

8. Social Obligations: Nature of obligations to kin and others

on and off the scheme whith have direct financial implico-
tions; size of family in reletion to comparstive subsisztence
reguirements; other social obligations with financial

dimensions.



9. Economic Status: dincome from fzrm and instalments due

as proportion of actual income during same period;
existence of economic assgts of f the scheme; employment
of any farm family me2mber, ownership of land or livestock.
or interest in eny other income earning asset. Conversely
any cconomic commitments off the scheme such as debts

or centributicns. c.g., insurance policies,

10, Leacership and Communicztion: sources of information,

precepts or examples other than schemc staff, and the
nature of such information and advice especially theat

relevant to loans.

For purposes of analysis it is also necesscry-to find
some means of both guantifying and gualifying the nature of
L.achtedness, both at settlement and at individual farm levels.
It is anticipcted that specific. renayment matterns may be demons-
trable at both levels and that such patterns may ke related teo
particular variables cr complex of intcrdependent variables.
Thus categories which signify the nature of the repayment pattern,
rather than mathematical “ormulac will be used to describe differences
in rates of loan repsynent. To be more specific individual farmers
vill be coteo~.. oo. as fellows:

~

Re:ont:  fell behind over not more than last 3 instalments
due.

Spasmodic: occasicnzl lapses ot intervals

Variable: consistent wide varietions in amounts paid

Detecriorcting: gradual lowcring of payment performance over .
period of time

Impreoving: gradual improvement of payment performance over
neriod of time -

Persistent: persistent poor rete of payment
Incorrigible: continucus very roor rate of payment i.e.,
less than 5% of every instalment duc.

In the cese of settlements the categoriss will be the samee

These categories are subject to modifipation when more
informction is available on the indebtedness' of both sertlements
and individunl farmers, and other patterns mey become evident.



Methodolooy.

Interviews will first be carried out with key personnel
in the Department of Lands and Scttlement, and then dota will be
obtainad and ccllated from Departggﬁg of Settlement rccords relevant
to loan repayment and the first [ variables listed. Arising from
this 3 settlements will be selected according to the first four
variable factors. Interviaws will kbe carried out with administrative
staff on these settlements and informetion obtained from szttlement
records especially on loan repayment performance of individual
settlers, and any other independent datz which may be available
on their farms and on the settlement economy as a whole, including
crecp performance, marketing, methods of extension and particular
problems experienced. Teanty five farms will then be selected which
will be representative of the ratio of good to poor loan repayers
on the settlement as a whole in accordance with the categories listed
above, and vhose farms as far as possible will be contigucus
to facilitate participant obersation. Each farmer will be inter-
viewed using open ended guestions according to a schedule whose
outline is given in the appendix to this proposal. The schedule
will however be used only as a gulde and is not intended to cover
all auestions which may be asked. These formal interviews will be
Tclliowed by informal discussions and observation cof the, farmers.

It is intended to spend three morths on each settlement, which will
comprise Phase I of the study. As much independent desta will be .
collected as possible relating to the Tinances of each farm studisd

to sumport the information given by each farmer about his fars.

It is further intended to continue to collect data having bearing

on the financial status of e=ach farm in the Phase I sample until
completion of Phase II through return visits and the,utilisation of both
farm diaries and other available independent records,.e.g., sales

through co operatives, veterinary records of A.I, eftc.

The data thus collected will then be anmalysed and
hyprtheses formulated wnich will be tested through questionnaire
survey of 10C0 farmers. The sample of 1000 will be made up of all
tke farners on the original 3 settlements (including the 25 initially

studied) plus all farmers on a further number of settlement also

‘eglected according to the came criteria as the first three.

Analysis of Phase I data and preparation of guestiomnaire is

expected to take 2 months and survey interviews 6 weeks,
\



APPENDIX T

idule of guestions:

ii)

iii)

iv)

Personal,data: Name, age, education, marital status/

children, job experience, assets (iand and other property).

Family Dataz: household composition, members nuclgar family
living elsewhere, occupations, sources of income, othei
kin for whom school fees are paid or other fimancial assistance

given, other social obligations over previous year to kin

friends e.g., wedding, social obligations of others to

informants.

Farm,data: size, crops, livestock, K implements, problems with
farm, problems with loan repayment, marketing, laboyr
organisation, allocation output susbsistence/market, purchases
for farm and household over past year, usual regular,
purchases, sources of information, advice on farming, nature

of extension assistance,

Social data: traditional forms of borrowing, ideas about
borrowing particularly present lpan, traditional farming,
methods, views on present methods, views about setflement,
aims in life, plans for farm, other economic plans, past
experience with loans, future financial needs, decision

making on farm,



