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ABSTRACT

This paper is a review of the magnitude, causes and effects or the farT

loan repayment problem in low income countries (LIC's). The rapid expansior

of finiancial serviccs and credit in many LIC's is s .ressed. / basic model

used for agricultural credit in mainy countries is presented. DLlinqvenLy ar

default on loans have been found to be major impediments to the succcess of

most credit programs. Problems with measurement and terminology of lending

institutions are identified as major weaknesses in loan repayment studies.

Failure to repay loans wa; found to be common to small and large farmers

with the latter accounting for most of the poor repayment records. The mair

effect of non-repayment of loans is that it tendc to weaken the financial

viability of credit institul-ions. The main causes of non-repayment of loans

reviewed are:

1. Factors related to farm Income (the ability to pay).

2. Attitude of borrowers (the will to pay).

3. Ineffective policies within credit institutions.

Concessionary rates of interest and the non-sanctioning of defaulters

are also found to encourage non-eepayment of loans. The paper concludes by

suggesting possible areas of research to help provide insights to the

repayment problem.



A REVIEW OF THE FARM LOAN REPAYMENT
PROBLEM IN .OW INCOME COUNTRIES

By

Kojo Boakye-Dankwi-*

Introduction

Financial services have expanded substantially in rural areas of many

low income countries (LIC's) during the past co,. ,le of decades. Included

a-'e very large iticreases in the am.ounts of f inal credit, adding many new

financial institution;, and in a few cases inobi.li7atlon of large amounts of

financial savings [2]. Credit in no-: recognized a:; an iportant co:iponent

of the de'velopment s;trateie:; for the agricultural .;ector of many !AC's. Some

countries have e.:perietced increases in amounts of agricultural credit of 50

to 100 percent in a single year [1].

Unfortunately, a large number of these credit programs have very serious

problems. :ian, programs ace not helping societies achieve their expressed

goals of increasing agricultural output, e:panding the j)'voductive capacity of

the agricuiltural sector and assik;zin$g the rural poor f2, 19, 241. A numbe: of

cases can be identified, however, which indicate that auprented credit supplies

have supported agricultural output Increases. Tn all too many ca!;es, however,

formal agricultural credit Is diverted to non-cprictltural use';, substitutes

for pt ivate savings, and ends up in the hands of thos;e who are already economi-
1/

cally secure. L.oan repayment problems are also oftun very pressing.-

*Graduate Research Associate, Deprtr:ent of Agricultural Econonics and kural
Sociology, The Ohio State University, Colurrbus, 0h_'o.

1/ See The Agency for International DeveJopment's (AID) 1973 Spring Review Papers
and Gordon Donald's book [8] for a discussion of these problems.
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In many countries, the basic model used for agricultural credit is as

follows: the Covernment or Central Bank lends money to an agricultural banI

which In turn relends the funds to small farmers either directly or through

cooperatives. Farmers use the funds Lo purchase productlvc inputs such as

fertilizer, seeds, pesticides, etc., which arc cobined with family labor tc

produce more output. The additional output is sold and tile proceeds are ex-

pected to be sufficient to repay the loan and leave the farmer better eff.

Payments received from the farmers by the agricultural bank are expected to

be sufficient to regenerate lending capacity, to cover administrative costs

and to pay the interest on the government ican. Such a progral, consumes no

resources; the money committed simply constitutes a revolving fund. Thie loa

are repaid and sufficient to cover costs and any defaults [7,11].

Yet experience, as shown by many studies, belies the model. Agricultur

production may increase very little. Because of a high rate of default, the

funds provided to agricultural credit are not regenerated. Interest payment

do not cover costs. Somewhere between model and reality something often goe
2/

wrong. Delinquency and default - are major problems plaguing many financia

institutions in LIC's. T'he effects are nultiple and almost invariably negat

This paper revic(-s -,cmf of the underlying reasons which contribute to or

aggravate the repayment problem, particularly in LIC's. The approach will b

from the borrower's and lender's point of view.

The Repayment Problem

Failure of farmers to repay their debts on time, or to repay them at al

is a serious problem facing all too many agricultural credit institutions.

2/ Delinquency is used here to refer to short run delays in repayment and
default to the long run delays which eventually lead to non-repayment.
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most successful methods of broadening .r. all farmer access to credft,:-the

strongest array of incentives to lending institutions to provide such credit,

and the most enlightened policies within these insitutions, are of no avail

if many borrowers fail to repay loans. Passive defaults and delinquencies

destroy lonz-run ' t:; to create viable small farmer lending institutions.

Annual rates of delinquency of 20 to 30 percent or more appear to be common,

though not universal, in smill frrmer lending. How much of this delinquency

ends in default i.;, however, not well docuirented [7]. Table 1 gives a summary

of World Bank cstiriate.; on delinquenc'.es and defaults by country and program [24].

The table presenc!; two rca:"re:; of arrears where available: unpaid loans as a

percentape of the total poitfclliv and as a pe:rcentage of payments coming due

and those ovrerdue. The latter percentage is called the arrears rate. The

figures cited should not be ir;ed to riake Invidious comparisons among countries

or progras because they reflect a vide variation in definition and in the

j4ualitV of infor,Lation. ':everthcless., the import of the data is clear.

It, most prograrrz, delinquenc-" rates are very high, frequently as much as 50

percent of arrounts due. Some agencies are thoupht to have even higher rates

of arrear; than reported in the table, but the!;e are concealed, primarily

through the refinancinp. of unpaid debts. Pigh rates af delinquncy have been

reluctantly tolerated, however, as lonp as sr.all farier credit was seen as a

restricted, -jelfare-oriented activitV, a minor s;ide show in the ov,:r:!l credit

picture [8].

D)efault is not only a major impediment to credit programs but Is essentially

unjust. The -,reat majority of farmers that repay loans subsidize the minority

that defoult, and thLI'e is no reason to believe that the litter are auyrnore

likely to he poorer, or in other 1jaw; more deservtnpg thvn the former. There

are of course, genuinely poor farmers who cannot repay debts on tire, as might



Table 1 Anne* 12

Mekaures o! Lea D31inquesicy cf Selected Institution-
/

(Percent agea)

Arrears to Arrear m2/

Count ltit.tPons ortfol1io ate -

Africa

Ethiopia wolc L- 3

.DU
3  

o50

G'Ana .03 -- 55

lvuzy Coast VIDA -- 15

Kenya CY3 25 33
ApIC

3  
51 36

Malawi LtIongit
3  -- 2

Niger C;CA
)  

11 29

Nigeria IWSACC 52 m
?AID -- 95

Morocco SOCAP -- 50

CNCA
3  13 5

Sudan COP -- 26
P-3S - 13

Tanzania %L C.
3  

23 50

Tunisia lINT
3  

66 50

Local Credit mions - 50

Uganda COOP 10 -

Aslia

Afghanistan ADIA
3  

37 77

Sani,1 dc&h AB 43 76

11U)? 40

InJI4 PCCS 34 7

LD 3 12 20

Ifra ACBI - 44

.Jc.rdan ACC 
3  41 82

Korra. Rep-ublic of NAFC' 7 15

.aIyzYia BPH 6 21

Pakistan ADo
3 
3,6 65

PhiItppIn.vs Rusr hankA
3  

20 is

Sri Lanks Nev credit schari 50 41

Thailand BAAC - so

Turkey AbT 29 43
Viet-a3.. Re;uSlic of Rr.rl banksa -* S

lAtin Arricla

Ro1i v'.1 AgriculturAl b&n
3  1 6

CjlI 14. nA? 16 60

Colu-bi. Ca~a Airaria 19

I CORA 4 16

Costa AI," BSCI. BCR 35 ""

il Salvador ABC 37 81

Hnd,,rni BNF. sup. Creatt 10 18

Janoica A-!3 31 Ick

reru Plan Costs 33
bFA) 30 --

I/ Also see 181 fnr .urld.IJ dAta on ioAn delinqecncy.

2/ 1." arr-ra rate In "lua" tu 10i rinu'i te rcraircnt rate.

3/ Inntittiorn i.-olvJ in 
1

or1d ynn-nit ;Ito. rnjCct'.

Note: Th.ce .nnIurcq have v.ric.,% 1.urtco,*.n. P'%t p-ie1 cn.,stcr rcor. eduled

lnnr.as 3m h*: b.,. , raid. A Io ratio of arrears to portfolio ray not man

ruth when 1C.,11 &[a v1PinJIngt rariJy And n it yet Juq. while at the sea tims

the" rc;.a) - t riaite cn ' ,tcvtou J l in. to pOT.

Source: ar.cu__t,,rnl Crad., Scctor roll .y taper, Uorld Dark. may. 1975.



be the case, for example, after a bad harvest. But as noted by Donald (7), a

generalized tolerance of non-repayment does not necessarily help such people,

while it does reward unscrupulous farmers of all income levels at the expense

of ti'c res )onsible majority.

EFFECTS OF NON-REPAYMENT OF LOANS

Throughout the period of thle Vrld Bank's Involvement in agricultural cre-

dit, a major concern ha-; been to strengthen the credit institutions within the

borrowing countrle., ! pt' .irtictlnarlh to ensure their financial viability. The

• iain reason it; that i;'titutions :.ithout financial viability if they survive

at all, depend on an:'ial appropriations from governments to help cover costs

and are therefore, su:;cv.jtible to political influence. In fact, without

substzr.tial sub:;idies, few existing credit institutions would survive. For

most of then, co .t. have ex.ceeded revenues, and inflation plus defaults have

eroded their capital struct ore. From an overall economic point of view, de-

faults arc transfer payments to the defaulting farmers. But this is one of

the least desirable or equitable forms of carrying out income transfers. It

destroys the financial viability of the credit institution, and farmers who

know they will not be required to repay are more likely to use the borrowed

funds for consunption pt;rposcs. From the social point of view, this is one

of the most costlv a,;pects of the default problem. Some of the effects of

non-repayrrent of loans are discussed below.

Impact on Rfeso'Irce;: Arrears are expensive for a lender. Recovery of overdue

loars recquire:; .,taff titre and papernJork. It may involve transportation costs

for visits to defaulters' farm,;. legal expense,;, etc. Thus, the costs of

administration of overdue luan, usually increases the overall costs of lending

without increasing revenue by the same amount. ty decreasing lenders' net

return:;, arrear,; diminish the ability of the lender to generate resources
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internally for inutitutional growth. In addition, arrears limit the lender

access to external sources of funds, restricticg institutional freedom and

development. Also, loans not collected are loans which cannot be recycled I

the lerider to nrw borrowers. Farmers who might oth,'.,w : :.ave had access t(

credit may be denied creuit beccuse those with loans ire ,rit preompt repay-r!

Staff Morale: The accumulation of arrears indicates to anyone with .; profei

approach tc accotilt ng and finance that the sittiation is out of control. 11

realization tend". to .eaken staff morale, and the Individuals who have ,a prc

fessional approach re' tle!;e functions may becomte, discouraged and seek employ

ment elsehere ,- el:e divert the'r energies in a testimony to the apparent

futility of bringing a professional approach to their work 123]. Accumulati

of arrears Oe.;'ive the .-eriotis attention of a credit institution's senior ma

agement. ','uilt preoccupied itth nrears, senior management is noc able to

devote the s.ame cner y whl;ch it wculd other ise focu:; on long teril planning.

Welfare and Equity: .:ile it iroa% superfici;lly appea: that permitting arrez

and cancelling loans i!, one ricans cf helping poor farmeis who have suffered

revers2s, the issue is st-liom this simple. First of all, the really poor

mentioned are generaillv not those who have access to cr(dit. Loans tend to

go to larg:er farmers as :;hown by many nnall farmer credit studies. Even amot

borrowers in arrerar:;, it in very difficult to ensure that only the poorest

benefit fror: not being forced to repay. Credit doe- not therefore appear to

be an efficient r:cchanisr' for income transfer - credit worthiness and "need"

are the opposite extceme,; of te social w.-lfare spec"rum.

Sjread Effect: Another undesirable feature of defaulting is that it tends tc

spread. A frequently observed tendency iii Spring Review credit programs was

for repayment to be relatively good when a program starts, a1nd ther to fall

and reach levels that mean trouble for the lending agency [4, 7]. In part,



-7-

this is explainable as a function of a program's growth rate. If the main

sanction against defaulters is the loss of a borrowing privilege, there is an

economic incentive to repay a given loan in a new and growing program in hopes

of getting a larger loan the next year. But if the loan funds are not expanding,

or if the average borrower cannot expect to get more credit the following year

than the arount currently owed, this sanction is weakened and default becomes

more attractivc. The attraction to default is greater when a credit program

is perceived by farmers as temporary. There is some sort of a vicious cycle

here, since it is the impact of default as much as any other factor which

causes many farm cTedit programs to be curtailed, reorganized or ended.

MAGNITUDE OF THE PROBLEM

A major difficulty reported by most researchers in measuring defaults is

the way non-repayment is handled in th3 accounts of credit institutions [7, 12,

20, 21]. In the statistic.; issued by lending agencies, the line between de-

fault and delinquency s either ignored or is defined in different ways.

This confusion results partly fror, an unavoidable uncertainty as to which loans

will eventually ')e repaid in full, :nd if so when. For some purposes, it is

not only easier but also correct to treat all debts alike. Most data reports

the value for total pay'ents overdue on a particular date. Usually there is no

way of knowing how lon, the paylnent:; have been overdue. In cases where there

is a breakdown by due dates, rather short run delinquencies of one to two

months .;iake tp the largest share of the total.

Another caose of variability in the reported statistics stems from the

different wiys; of handling longer-term debts that have passed beyond the normal

delinquency period however defined. Some credit institutions will simply keep

these loans on the books as account!; receivable for an indefinite period; others

will write them off as bed debts, eliminating them from the asset/liability



account (7]. The relatively high values for cumulative arrears found in mos

institutions suggest that the latter procedure is rather infrequent. Other

researchers look at the variation in definition of terms used by lending

institutions as a major problem pertaining to measurement of repayment. For

example, how long a period shoutld elapse before a delinquent loan is classif

as non-collectible and written off? What is the amount of arrears concealed

by the refinancing of unpaid loans which may then be counted as having been

repaid or current? One common measure of delinquency is the percentage of a

institution's loan p(,rt'folio which is overdue as of a given date [5, 12, 21,

241. A high ratio would certainly be a warning of possible serious tLouble,

but it should be noted that the ratio fails to reveal as muci as could be

desired abuut the nature of the problem. For example, short--term loans, whil

may be delinquent for a month or two and may soon be repaid, are included on

the same basis as those on which no payments on principal or interest have

been received for several years a.nd which probably are not collectible.

VonPischke[20], reports three types of data problems he found in his ati

to analyze the repayment performarce of agricultural borrowers it Kenya. Tho

first problem relates to the fact that some key intermediaries have not been

keeping adequate accounting records. Evidence of this assertion consists of

the llber ] use of suspense accounts, delays in postings and the consequent

tardiness of the pub. :inn of annual reports and accounts. The second pro-

blem of measurement is that -:;!'i.s. t n research studies nay not be identical

to those of the managements of the various lenders. Commercial bankers, for

example, may not feel it worthwhile in terms of accounting time and energy

to produce separate performance data for agricultural loans. The third

problem in r.,easuring repaymert performance is one of interpretation and com-

parison. Two lenders reporting cre same collection ratio may not be achievir
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the same level of performance because accountancy provides a number of choices

to those who wish to compute a .!ollection ratio 4/. Such problems of classi-

fication and definition, in addition to the research methodology employed in

data collection complicates the study of loan repayment.

Incidence of Default - Large vs. Small Farmers

Failure to repay is commron to large and small farmers alike. Small farmers

are more likely to use borrowed funds for consumption and, in poor crop years,

are less able to generatc the marketable surplus needed to repay their loans.

Not only is there little evidence that the poor farmers generally account for

most of the defaults but, since formal agricultural credit tends to gravitate

toward the tipper parts of the farm income spectrum, non-repayment of institu-

tional debts is an ineffective way of reaching the poor farmers with any income

transfer. In a number of countries, larger farrers create the principal de-

fault problem. This was found to be the case in Colombia (Tinnermeier),

Bolivia (Royden), Bangladesh (Solaiman, et. al.), Costa Rica (Gonzalez-Vega),

Ethiopia (Holmberg), Sri Lanka (Gunatilleke, et. al.), aid elsewhere [4, 6,

7, 24]. In many of these countries, it appears that delinquencies by large

farmers ar. deliberate as they use their political power to protect themselves

against sanctions. Delinquency also occurs where agrarian reforms are expected

or are already in effect [24]. Vogel's study of delinquency rates in Costa

Rica [18, 19] has shown that delinquency rates are low for agriculture in

general and for small farmers in particular. fle concluded that the prrti-

cularly low delinquncy rates for small farners reflect the ability of Costa

Rican Bank officlals to select farmers with the best repayment potential.

The fact that small farmers have lo,;er de]inquen(.v rates than large farmers,

4/ See VonFischke [20,.:], 22] for a thorough discussion of methods of quanti-
fying loan repayment performance.
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thus, indicates that loans to small farmers are rationed more severely than

loans to large farmers because of the lower returns and higher costs of lend-

ing to small farmers.

CAUSES OF NON-REPAYMENT OF FARM LOANS

Various approaches have been used in analyzing the causes of non-repay-

ment o! agricultural loans. Multiple regression analysis to estimate factors

affecting non-repayment, for example, was employed by Saimman [15], Best [5],

and Ames [3]. Discriminant function analysis was used by Pandey, Muralidhara

[13] and Igben [8] to classify borrowers according to their willitgness to

repay loans on the basis of differences in their socio-economic characteristi

and to assess the degree of risks involved (credit worthiness) with the loan

applicants. Others like VonPischke [20, 23], Stansbury [16] and Sacay [14]

tackled the problem by looking at the .orrower's and lcnder's side, and the

general conditions of the environment. The results from most of these studie

indicate that factors affecting delinquency or repayment as the case .ma; be,

are numerous and interrelated. The nexc section summarizes some of the major

causes of non-repayment from the borrower's and lender's point of view.

BORROWER'S SIDE

Several issues are involved when looking at the borrower's side. The

economic benefits from the use of the loan may not have lived up to expecta-

tions for a number of reasons. In some cases the problem may be lack of pro-

fitable technology which the farmer could use, or his poor managerial ability

In others, it can result from unsatisfactory market con-i dons, or from failu

to use borrowed funds for productive nurposes. Other casuses stem from poor

weather conditions and other natural causes beyond the borrower's control [6,

7, 12, 14, 16, 19, 24j. In some of these cases, refinancing or postpoaement

of the maturity date may be Justified.



Technology and Delinquency

Although the evidence is inconclusive, tt 're appears to be a direct rela-

tionship betwp-,, loan repayment and the availability of new and profitable

technology. Only a few of th,! credit projects covered in the Spring Revi, w

had loan repav.ient rates above 90 percent and, in ,iost cases, I e,-:;e projects

successfully provided profitable technolopy to thc fa:mer 17, 17]. One of

these wa. the Puebla project in .exico which signif4can*ly improved corn

yields. As reported by "finterrcier f16 , incon', for participants doubled

or tripled as a restult of -his prograri. Other pioeram; in "vhich ne ; technologies

resulted in Increased fan in.:ones were the CADU project in Fthiorna, thle

Comilla proran in B;a'.l.!des;h and the ICOPA und ACAR programs in Colombia and

Bra:zil respectively.

.ew technology would thu:, seem to he an essential condition fri: a success-

ful crcdit progiam. One would hasten to note, however, that it is not a suffi-

cient ,:e.ditior for i ces,. or sore prograins the technology va:; available

but the inadequacy of price, land tenure, marketing pol!cies or the risky

nature of the new technology made Its adoption unprofitable. A Nicaraguan

credit prod-ra, fo" example, signif'cantlv increased corn yi eid.-, rersul;Ing

in a 50 percent drop in price at harvesl whict, caused repayment t.roLlcns [17j.

It is also known that the fev high productivity progr.tms are :,or the only ones

with hiph repayment levels. The PN.DA in the I..,ory Coast is an example of a

good repaymr.nt record with no attention to tec-.iology or loan use:; 171.

Vogel':; work in Costa Rica [18, 19], also indicatcl low' delinquency rates which

were not due to new technolny; nor did gains in productivity always br'ng

high repaymeut rates, as for example Sri Lanka [7].

Thus, the notion tiat new technology Shiild makc an t nportant cortribution

to repayment potentiai is acceptable, but it need not be tle only factur at
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work, even in highly productive programs.

Borrower's Attitude

Most studies attempting to identify the causes of non-repayment of agri-

cultural loans have noted that in many cases tne hor-'ower had sufficient

income to repay his loan but chose not to repay [6, 7, 12, 16, 214 1. %'hether

or not fund:; for repayment are available ir rot alwys clear-cut. I" ability

to repay were the only factor involved, defaults would normally be higher amo

poor farmers, and wold increase as incomes I.-l1 But a strict relatio:i,;hip

between prodtuctivity!income and repayments cannot be iccepted in view of the

reports of high default rates among ricaer farmers; [7, 18, 19]. Clearly,

there are some farmers who could repay but refuseo to do so. Thus, we mu:;t

face up to ihe reasons why so many farmers do not wish to repay their loans

when able to do so. [f default were a function of poverty, defaulters could

be easy to Identify. But when the will to repay is involved, the identifica-

tion becomes mire uncertain. The difficuJrv lies in dlstinguishing the poor

farmer with good intentions from the oiLnquent' who become real defaults.

Among the latter are those who may intend to repay but keep postponing repay-

ment and finally give up. Then there are farmers whose intention to default

is strong, and who may eventually respond to repeated pressures that cost the

credit agency more than it gets hack in payments. Beyond this point, there

are farmers who feel all along that they need not repay and cannot be con-

vinced to do so.

The question is what are the reasons for intending to default, or for a

farmer sliding from one category to the next and finally becoming a hard core

defaulter? Some repayment funds are usualiy available and faimers have to

establish priorities for their uses. Apparently, repaying public sector

credit is accorded low priority compared to loans from private lenders. This
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stems from the electioneering promises of politicians in some cases, but more

generally from the diffuse quality of traditional obligations in patron-client

relations which allow social debts to be discharged in various ways.

Anoth.cr kind tf defaulter has also been Identified--the rich farmer who

manipulates a ,.redit program to his advanta5.e. If he Is in a position to de-

fault with impuritv but still receive another loan bY exerting influence, he

will be the most difficult customer for a credit agency to handle. Another

point reported by nrany authors is that defaulting, or prolonged delinquency,

can be stimulated by imitation. Farmer \ sees Farrier !! getting away with it,

and begins- to think "1:11y shou ldn't I?". Others will follow the example, and

if the trend goes on long- enouigi, the credit institutions standing will become

damaged in the farm corIunicy: to a point where overal recovery is difficult or

impossible. For this reason, analysis of individual defaulter characteristics

as a guide to borrower selection by lender; has severe l imitations because the

same farmer who is likely to repay one year may be less likely another year.

In some cases, farmers bave the impression that credit is a gift rr.ide to

ensure their loyalty and future support. Governments sometimes do little to

change this attitude, and may even encourage it in times of political uncer-

tainty. Lack of enthusiasm to repay is worsened by the unwillingness of gov-

ernments to impose sanctions through their credit institutions and judicial

systems on those whose debts are ovec due. If lnd is pledged as collIteral,

government credit institutions rarely foreclose! [24]. Denial of new loans is

the usual penalty for failure to repay. This is often a weak sanction, especi-

ally for short term credit, since the farmer has less Incentive to repay when

the size of a recurring loan levels off. This is reflected In lower repayment

percentages z's programs mature.

Lack of proper records and effective collection procedures a?.so contribute
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to poor repayment performance. Many farmers do not perceive tile value of a

good credit rating which tends to complicate the default problem. At times,

non-repayment stems from corruption within the credit agency itself. It is

alleged tha't some officials are mcre interested !n getting bribes from delin-

queat borrower.; than in the difficult, and personally less remunerative task

oZ recovering the arrears.

LEN)ER'S SIDE

Som studies identify a series of factors ossociated with the lending

institutions which affect loan delinquncy and default [4, 7, 12, 14, 16, 23,

24]. Credit institutions ar- initiated for various reasons. Some of the more

prevaleat nrf the-;u, reasons a - profit, economic and social development [16].

Some credit institutions have a corbi nation of these objectives. Thus, The

operational proced.ires and tile types of borrowers to whom a credit institution

lends depends upon its objectives. A credi.t institution whose only motive is

profit would be expected to lend only to Drc.vfn borrowers. Whlen economic

development is the objective, however, the borrowers are often riskier. Wlen

social development if; added to economic develonment, as is the case in many

LIC's, the borrowers and enterprises arc even mre economically marginal.

Thus, some causes of poor repayment Drformance are beyoud the control of the

lender. In many cases, however, the lenders (or their shareholders, in the

case of p.blic sector institutions) are the source of blame for poor collectio

perfornnuce.

Loan Processing: In many cases, credit institutions fail to approve loans n

tim2 and in other oases, loan funds are disbursed too soon. The result is tha

the proceeds in cash or in kind reach tile farmers at the wrong time and are

diverted to other purposes. In other cases, when credit is available, the

inputs to be acquired are delayed.
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Repayment Arrangements: The schedule of repayments is often not adapted to

the flow of receipts. Farmers need time to sell their produce, and this may

be a matter not entirely under his control. it would be most unfortunate

for the lender to force them to sell their produce at unfavorable conditions.

On the contrary, it is in the lender's own interest to help borrowers obtain

the best possible price. Sore credit prograras expect borrowers to make long

trips to repay their loans. This is not an unreasonable expectation, perhaps,

when the borrower lives; close, but frequently a trip to the lender's office

involves a long inconvenient journey on the part of the borrower.

Payment Record!;: Poor collection performance may reflect the fact that a signi-

ficant portion of loans may be lmproterly documented, making it impossible to

enforce repayment. Accountings, problems make it difficult for farm credit in-

stitutions to knew exactly th . ropym..nt position of speif ' i' c b1UorLOWU e" . A

lender without accurate accounting information cannot follow up defaulters very

effectively.

Credit Allocation: Many loan allocation processes often depart from the finan-

cial optimum [23]. Poor credit decisions may be made because of information

problems and lack of decision maker's experience in lending to specific target

groups. Political pressures; ny skew the distributicn of funds away from the

pattern envisaged in project design. If political interference diverts credit

away from target groups towards those with relatively smaller repayment capa-

cities, it may jeopardize loan recovery. Also, if political pressure is pre-

sent during the loan allocation process it will probably also impinge on

collection activities, restricting the lender in the exercise of his best

judgement.

Farmer Education: Many credit institutions have failed to stress loan repayments

in their educational programs or have not vigorously pursued loan collection,
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thereby nurturing the idea that the consequences of default are not serious.

Some loans are not repaid because borrowers anticipate a change in credit pol

cies or because they lack confidence in the credit institutions ability to

provide credit in th2 following year. In stu'dies condi.'tod In Western Nigeri

and Kenya, Miller [1.2) found borrower education (referred to in the studies a

"farmer repayment Miorality education") to be positively related to high repay

ment rates.

Sanctions: Another major factor causing poor repayment is that public sector

lenders experience problems it- effectively sanctioning poor payers. One sanc

tion commonly used is to deny defaultry borrowers further access to credit, 1b

this policy may conflict with tile impression that poor payers include those

farmers who "need" credit the most. The ultimate sanction of course, .s fore

closure--seizing and selling the borrower's assets. Government institurions

established to assist farmers do not like to take the beneficiary's primary

Iqset, his land, cattle or implements. The idea of not exercising sanctions,

at least against those able but unwilling to repay, inevitably leads to accum

lation of arrears.

IMPACT OF INTEREST RATES ON DE'FAULT

Unrealistically low interest rates, frequently charged by farm credit

agencies in LIC's, encourage poor repayment. Low interest rates encourage thi

diversion of funds borrowed for consumption purposes. Diversion is more like'

with richer farmers who are less likely to be subjected to enforcement of

requirements that loans be used only for designated purposes. Their political

power and influence makes such enforcement difficult. Little urgency is

attached to repay money provided at a discount. With nominal interest rates

exceeded by the rate of inflation, lenders are actually paying borrowers to

delay payment. Such low cost money makes it more tempting to borrow from



-17-

institutions for consumption purposes, either by directly spending in this

fashion or by using such funds to pay off money lender loans [7].

In their study In Bolivia, Ladman, et. al. [10], found that the relatively

inexpensive cost of borrowing causes farmers to use credit where the expected

rate of return is less than the opportunity cost of the funds elsewhere in the

economy. Since credit is fungible, the funds miy be subject to agricultural

"-.1lusion" where the funds are borrowed for agricultural purposes but actually

used for other purposes. The problem of loan collection is worsened, when

funds are channeled into non-agricultural pursuits, particularly, if they go

to consumption or activities which do not provide sufficient income to repay

the principal and interest in the required time. VonPischke [23], observes

that inflation tends to make it easier to repay later. This is because many

borrowers can obtain a profit by employing these cheap funds at higher rates

of return on their farm land and in alternative uses.

CONCLUS IONS

This paper reviewed several issues related to the non-repayment of loans,

particularly the causes and effects. The review has clearly shown that the

most suffessful methods of broadening small iarmer access to credit, the

strongest array of incentives to lenOlng iretitutions to provide such credit,

and the most enlightened policies within these institutions, will be of no

avail if borrowers fail to repay their loans. Certainly, for many credit

prograLs, loan repayment must be improved if small farmer credit is ever to

be established on a broad, self-sustaining basis;

Crop insurance has been suggested as a possible way to improve loan repay-

ment by protecting both the borrower and lender against the vagaries of nature.

But this approach involves difficulties of administration and may prove costly.

Group lending to farmers' associations, rather than to individual farmers, has
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also been advocated as a means of reducing delinquency and default rates.

Relatively few studies have been done on group credit but some evidence sug-

gests that it may be a promising means of tackling the repayment problem undo

certain condtion!;.

Additional researcti is required on the issue of loan delinquncy and defi

since there are few empirical studies done in this area. Insights from tile

study of credit use on small farms should provide considerable assistance fol

improving loan repayment since the two areas are closely related. Since tile

study of credit use will be longer-term, there is need for more short-term

research focusing on causes of loan delinquencies and possible solutions. Ot

such area would bc a study focusing on the costs and benefits of a good cred:

rating. Emphasis should be on the value or quality of loan service since it

is expected that a system which substantially reduces the loan transaction

costs would result in higher repayment. Other priority research topics in-

clude: delinquency definition and measurement; role of inforial groups in

credit use and repayment; delinquency problems in formal and informal market.

causes and effects of delinquency; impact of collateral ad other require-

ments on repayment; technology adoption and delinquency; loan guarantees;

crop insurance and other approaches to reduce delinquency.



-19-

BIBLIOCRAPHY

(1) Adams, Dale W, and Nehman, G.I., "Borrowing Costs for Agricultural Loans
in Low Income Countries." Economics and Sociology Occasional Paper
No. 438, Gctober, 1977, Agricultural Finance Center, The Ohio State
Universiry.

[2) Adams, Dale W, "Policy Issues in Rural Finance and Development." Paper
No. I, presented at Conference on Rural Finance Research, San Diego,
California, June, 1977.

[3] Ames, Glenn C.W., "A Study of Production Credit Repayment Problems of
Small Farmers in Sysore State, India." Unpublished Ph.D. Disserta-
tion, University of Tennessee, June, 1973.

141 Agency for International Development, AID Spring Review of Small Farmer
Credit, Volume,; I-XX, Washinpgton, D.C., 1973.

(5) Best, Bruce A., "Sort, Socioeconomic Causes for Lot. Repayment Rates of Non-
Collater.sI Int;t irutional .oan; in the Philippines." Paper presented
at IRRI SatuTIrv Scr;inar, Lo; Banos, L.aguna, Philippines, May, 1977.

[61 Central Bank of Cey]on, "Survey of Defaults in the Repayment of New Agri-
cultural Loans.." Department of Econoric Research, Ceylon, 1972.

[7] Donald, Gordon, Credlt for Sral1 l'armers in IvvelopinL Countries, Westview
Specil Stud,; in Social, Politic.,.l and Economic Development, 1976.

[8) Igben, M.S., "Deteruinr i Credi r U)rthines; ) f Pear.int Farmers : Research
Rest'lts in "i-eria. Savinj and IDcvelont.eit, No. I - 1978 - Ii.

[9] Ladman, Jerr, R. and Dale ' Adat;'., "The Rural Poor and the Recent Perfor-
mance of cormal Rural i*inancial Y)arkct!; in Vihe Dominican Republic."
L:npublished Paper, I)epartment of Economics, ArLzona State University,
September, 1977.

(10) Ladman, J.I., Tinnermejer, R.L., and Tlorrico isaac, "Agricultural Credit
Flows and Use in Bolivia." Report submitted to RDD/USAID, LaPaz,
Bolivia, March 15, 1977.

(111 Long, Millard, "Condition'; For Succes;s in Smal] Farmer Credit Program."
in Vol. XIX of AID Spri Review of Small Farmer Credit, Washington,
D.C., June, 1973.

[12] Miller, Leonard F., Agriciltural Credit and Finance in Africa, The
Rockefelle;" 'oundation, :Novcr~ber, 1977.

[13) Pandey, V.K. and M.A. Mlralidharan, "An Application of Discriminant
Function in Agricultural Finance ." Indian Journal of Agricultural

Economics, Vol. 1, 1977.

(14] Sacay, Orlando de Jestis, "An Anal\.;i,; of Crop Loan Program of The Agri-
cultural Credit and Cooperative Finarcing Administration." Unpub-
lished Ph.D. Dissertation, Cornell University, 1961.



-20-

(15] Samwan, Muoa Ahmed, "Analysis of Factors Influencing Loan Losses of
Production Credit Associations." Unpublished Ph.D. Dissertation,
University of Missouri, Columbia, December, 1974.

[16] Stansbury, Dale Lee, "Factors Affecting the Delinquency of Agricultural
Credit in Peru." Unpublished M.S. Thesis, The Ohio State University,
1967.

(171 Tinnermcier, Ronald, "Technology, Profit and Agricultural Credit." In
Vol. XIX of AID Spring Review of Small Farmer Credit, Washington, D.C.,
,June, 1973.

[18] Vogel, Robert C., "The Effect of Subsidized Agricultural Credit on the
Distribution of Income in Costa Pica." Paper presented at the Rocky
Mountain Council. on Latin American Conference, Tucson, Arizona,
April, 1977.

[19] , "Repayment of Agricultural Credit in Developing Contries: .hat

Do Low Delinquency Rates Really Show?" Unpublished Paper, January,
1978.

[20] VonPischke, J.D., "The Political Economy of Farm Credit in Kenya." An
Unpublished Ph.D. Dissertation, University of Glasgow, Scotland,
May 22, 1977.

[211 , "An Index for Quantifying Loan Repayment Performance." Unpublished

Paper, World Bank, l'ashinp, ton, D.C., March, 1976.

[22] , "Thr' Quant fication of Far-m Debt Capacity." Unpublished Paper,

International Bank of Reconstruction and Development, Washington,
D.C., '-ay, 1974.

[23] , "Some Causes and Effects of Poor Loan Collection Performance."

Unpublished Paper, World Bank, Washington, D.C., March, 1976.

[24] World Bank, Agricultural Credit, Sector Policy Paper, May, 1975.




