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ABSTRACT

This paper is a review of the magnitude, causes and effects or the farr
loan repayment problem in low income countries (LIC's). The rapid expansior
of fiuancizl services and credit in many LIC's 1s swressed. (. basic model
used for agricultural credit in many countries 1s presented. Delinquency 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 identifjed as major weaknesses in loan repayment studies.
Failure to repay loans was found to be common to small and large farmers
with the latter accounting for mocst of the poor repayment records. The mair
effect of non-repayment of loans 1s that it tendc to weaken the financial
viability of credit instituzions. 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).

2, Ineffective policies within credit institutions.

Concessionary rates of intercst and the non-sanctioning of defaulters
are also found to encourage non-cepayment of loans. The paper concludes by
suggesting possible areas of research to help provide insights to the

repayment problen.



A REVIEW OF THE FARM LOAN REPAYMENT
PROBLEM IN LOW INCOME COUNTRIES

By

Kojo Boakye-Dankwe*

Introduction

Financial services have expanded substantially in rural areas of many
low income countries (LIC's) during the past co. 'le of decades. Included
acve very large iuncreases in the amounts of fornal credit, adding many new
financial iustitutions, and in a few cases mobilizatlon of large amounts of
financial savings [2]. Credit is now recognized as an important component
of the development stratepics for the apricultural sector of many LIC's. Some
countries have cuperienced increases in amounts of agricultural credit of 50
to 100 percernt in a sinple vear [1]).

Unfortunately, a large number of these credit programs have verv serious
problems. Many programs ace not helping soclieties achieve their expressed
goals of increasing agricultural output, cxpunding the productive cuapacity of
the agricultural scctor and assisting the rural poor 2, 19, 24]. A number of
cases can be identificed, however, which indfcate that auprented credit supplies
have supported apricultural output increases. In al) too many cases, however,
formal agricultural credit s diverted to non-crricultural uses, substitutes
for private savings, and ends up in the hands of those who are already cconomi-

1/

cally secure. loan repayment problems are also cftun very pressing.—

*(Graduate Researcn associate, bepartment of agricultural Econonics and kural
Socioloyy, The Ohio State University, Colurdbuc, Chlo.

1/ See The Agency for Intemational Development's (AID) 1973 Spring Review Papers
and Cordon Nonald'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 bant
which in turn relends the funds to small farmers either directly or tkrough
cooperatives. Farmers use the funds Lo purchase productive inputs such as
fertilizer, seeds, pesticides, etc., which are combined with family labo: tc
produce more output. The additional output is sold and the proceeds are ex-
pected to be sufficient to repay the loan and leave the farmer better coff.
Payments received from the farmers by the agricultural bank are expected to
be sufficlent to regenerate lending capacity, to cover administrative cocts
and to pay the Interest on the government lcan. Such a program consumes no
resources; the money comnitted simply constitutes a revolving fund. The 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 rot regenerated. Interest payment
do not cover costs. Somcwhere between model and reality something often goe

2/
wrong. Delinquency and default = are major problems plaguing many firancia
institutions in LIC's. The effects are nultiple and almost invarlably negat
This paper revicws scme of the underlying reasons which contribute to or
aggravate the repayment problem, particularly in LIC's. The approach will b
tfrom 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 institurions.

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 successfu) methods of broadening small farmer access to credit;-the
strongest array of i{ncentives to lending institutions to provide shcﬁ credit,
and the most enlightened policies within these institutions, are of nu avail
if many borrowers fail to repay loans. Massive defaults and delinquencies
destrov long-run cficris 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 small farmer lending. How much of this delinquency
ends in default is, however, not well documented [7). Table 1 givesr a summary
of World Bank e¢stimates on delinquencics and defaults by country and program [24].
The table presenis two meas-res of arrears vhere available: unpaid loans as a
percentage of the total portfolio and as a percentage of payments coming due
and those overdue. The latter percentage is called the arrears rate. The
figures cited should not be used to rake Invidious comparisons among countries
or programs becausce they reflect a wide variation in definition and in the
quality of information. ‘llevertheless, the impoct of the data 1is clear,

It most programs, delinquencr rates are very high, frequently as much as 50
percent of arounts duc. Sore agencles are thoupht to have even higher rates
of arrears than reported in the table, but these are concealed, primarily
through the refinancing of unpaid debts. High rates 5f delinquncy have been
reluctantly tolerated, however, as long as srmall famer credit was scen as a
restricted, welfare-oriented activily, a minor side show in the overzl]l credit
picturc [8].

Default is not only a major impediment to credit programs but s essentially
unjust. The ¢reat majority of farmers that repay loans subsidize the minority
that default, and theve 1s no reason to belicve that the latter are anymore
likely to be poorer, or in other wavs more descerving than the former. There

are of course, penuinely poor farmers who cannot repay debts on time, as might
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1/ Alao ece [8] for .orlyvide data on loan delinQuency.
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Source: Agefculturnl Crad'i, Scctor Folicy Faper, %orld Derk, May, 1975,
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be the case, for cxample, after a bad harvest. But as noted by bonald (7), a
gencralized tolerance of non-repayment does not necessarily help such people,
while it does reward unscrupulous farmers of all income levels at the expense
of tic resoronsible majority.

TFFECTS OF NON-REPAYMENT OF LOANS

Throughout the period of the Vorld Bank's involvement in agricultural cre-
dit, a major concern has been to strengthen the credit institutions within the
borrowing countrles, :nd particularly to ensure their financial viability. The
aain reason is that iastitutions without financial viability {f they survive
at all, depend on an:ual appropriations from governments to help cover costs
and are therctfore, susceptible to political influence. 1In fact, without
substantial subsidies, few cxisting credit institutions would survive. For
most of them, costs have exceeded revenues, and inflation plus defaults have
eroded their capital structure. From an overall economic point of view, de-
faults arz transfer paveents 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 purposcs. From the sccia?! point of view, this is one
of the most cos:ly aspects of the default problem. Some of the effects of
non-repayrent of loans are discussed below.

Impact on Resources: Arrears are cxpensive for a lender. Recovery of overdue

loars requires staffi tire and papervork. It may involve transportation costs
for visits to defaulters' farms, lepal expenses, etc.  Thus, the costs of
administration of overdue loans usually increases the overall costs of lending
without increasing revenuve by the same amount. By decreasing lenders' net

returns, arrears diminish the ability of the lender to generate rescurces
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internally for institutional growth. In addition, arrears limit the lender
acceés to external sources of funds, restricflug institutional freedom and

development. Also, loans not collected are loans which cannot be recycled |
the lender to now borrowers. Farmers who might othesw . 5¢ ave had access te
credit may be denicd creait beccuse those with loans ire 0L prompt repavers
Staff Morale: The accumulation of arrears indicutes to anyone with o profes
approach te accouat'nz and finance that the sitwation is out of control. Tt
realization tends to weaken staff morale, and the individuale who have . prc
fessional approach re these functions may become discouraged and scek employ
ment elsevhere oc elue divert the:r cnergies in a testimony to the apparent

futility of briaping a professional approacht to thelr work {23]. Accumulati
of arrears descive the ccrious attention of a credit institution's senior ma
agement. “hilce preoccupied with a.rears, senior managenent s noc avle to

devote the same cnergy which it weuld otherwise focus on long terwm planning.

Welfare and Equitv: Whilce {t ray superficially appear that permitting arrec

and cancelling loans {s one rcans cf helping poor farmers who have suffered
revers2s, the Jissue 15 seldom this simple. First of all, the really poor
mentioned arc generally not rhose who have access to credit. Loans tend to
go to larper farmers as shown by many small farmer credit studies. Even amo
borrowers in arrcars, it ia very difficult to ensure that onlv the poorest
benefit from not being forced to repav. Credit does not therefore appear to
be an efficient mechanism for income transfer - credit worthiness and “need"
are the opposite extceemes of the social welfare specirum,

Spread Effect: another undesirable feature of defaulting is that it tends tc
sprcad. A frequently olserved tendency in Spriag Review credit programs was

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

and reach levels that mean trouble for the lending agency (4, 7). In part,
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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
sconomic 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 amount currently owed, this sanction is weakeqed and default becomes
more attractive. 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 credit programs to be curfailed, 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 the accounts of credit institutions (7, 12,
20, 21]. In the statistics issued by lending agencies, the line between de-
fault and delinquency is either ignored or is defined in different ways.

This confusion results partly fron an unavoidable uncertainty as to which loans
will eventually be repaid in full, and if so when. For some purposes, it is
not only easler but also correct to treat all debts alike. Most data reports
the value for total payments overdue on & particular date. Usually there is no
way of knowing how long the payments have been overdue. In cases where there
is a breakdown by due¢ dates, rather short run delinquencies of one to two
months wake up the largest share of the total.

Another cause of variability in the ceported statistics stems from the
different ways of handling longer-term debts that have passed beyond the normal
delinquency peciod however defined. Sonme credit institutions will simply keep
these loans on the books as accounts receivable for an indefinite period; others

will write them off{ as bed debts, eliminating them from the asset/liability
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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 should elapse before a delinquent loan is classif
as non-collectible and written off? What is the amount of arrears concealed
by the refinancinyg of unpaid loans which may then be counted as having been
repaid or current? One commron measure of delinquency is the percentage of a
institution's loan pcrtfolio which is overdue as of a given date [5, 12, 21,
24]. A high ratio would certainly be a warning of possible serious t.ouble,
but it should be noted that the ratio fails to reveal as muca as could be
desired about the nature of the problem. Tor example, short-term loans, whi
may be delinaquent for a month or two and ruy 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 ond which probably are not collectible.
VonPischke[20], reports three types of data problems he found in his ati
to analyze the repavment performarnce of agricultural borrowers in Kenya. The
first problem relntes to the fact that some key intermediaries have not been
keeping adequate accounting records. Evidence of this assertion consists of
the liber:1 use of suspense accounts, delays in postings and the consequent
tardiness of the publi :ion of annual reports and accounts. The second pro-
blem of measurement is that .:uiius!. .n rescarch studies may not be identical
to those of the managements of the various lenders. Commercial bankers, for
example, may not feel it worthwhile in term¢ of accounting time and energy
to produce separate performance data for agricultural loans. The third
problem 1In reasuring repavrert performance is one of interpretation and com-

parison. Two lenders reporting cne same collection ratio may not be achievin
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the same level of performance because accountancy provides a number of choices
to those who wish to compute a.hollection 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.

Iticidence of Default - large vs. Small Farmers

Failure to repay is common to large and small farmers alike. Small farmers
are more likely to usc borrowed funds for consumption and, in poor crop yearé,
are less able to penerate the marketable surplus needed to repay thei: loans.
Not only is there little cvidence that the poor farmers generally account for
most of the defaults but, since formal agricultural credit tends to gravitate
toward the upper parts of the farm income spectrum, non-repayment of institu-
tional debte is an ineffective wav 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 (Royvden), Bangladesh (Solaiman, et. al.), Costa Rica (Gonzalez~Vega) ,
Ethiopia (Holmberg), Sri Lanka (Gunatilleke, et. al.), aid elsewvhere [4, 6,

7, 24). 1In nany of these countries, it appears that delinquencies by large
farmers arc deliberate as they use their political pover 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
seneral and for small farmers in particular. He concluded that the parti-
cularly low delinquncy rates for small farmers reflect the ability of Costa
Rican Bank officlals to select farmers with thie best repavment potential.

The fact that small farmers have lower delinquency rates than large farmers,

4/ See VonFischke [20,:1, 22] for a thorough discussicn of methods of quanti-
fying leoan repayment performance.
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thus, indicates that loans to small farmers are rationed more severelv 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 heen used in analyzing the causes of non-repay-
ment of agricultural loans. Multiple regression analysis to estimate factors
affecting non-repayment, for example, was employed by 3amman [15], Best {S],
and Ames [3]. Discriminant function analysis wac used by Pardey, Muralidhara
[13]) and Igben [8] to classify borrowers according to their willingness to
repay loans on the basis of diffcvences in their socio-ecconomic characteristd
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 lender's side, and the
general conditions of the environment. The results from most ¢f these studie
indicate that factors affecting delinquency or repayment as the case may be,
are numerous and interrelated. The nexc sectinn 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 irvolved 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.. tions, or from failu
to use borrowed funds for productive nurposes. Other casuses stem from poor
weather conditions and other natural causes bevond the borrower's control [6,
7, 12, 14, 16, 19, 24j. In some cf these cases, refinancing or postpoaement

of the maturity date may ove justified.
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Technologv and D=linquency

Although the c/idence is Inconclusive, tt-re appears to be a direct rela-
tionship betwe-. lnan repavment and the availability of new and profitable
technology. Only a few of the credit projects covered in the Snving Review
had loan repavnent rates above 90 percent and, in most cascs, faiche projects
successfully provided profitable technolopy to the farmer |7, 17). One of
these was the Pucbin project in Mexico which sigmificanily improved com
vields. As reported by Tinnerreier [16]), incore. for participants doubied
or tripled as a result of Lhis program. Other proerams in which now techrologies
resulted in Increasced farn incomes were the CADU project in Ethiorfa, the
Comilla propran in Bapeladest: and the [NCORA ond ACAK projrums in Colombia and
Braxil respeativels.

Yew technology would thu., seem to be an essential condition fos a success-
ful credit program. One would hasten to note, hoﬁcver. that 1t is not 2 suifi-
cient = dition (or.suL:cs:. ior some prograns the technology was availlable
but the inadequacy of price, Jand tenure, marketing policies or the risky
naturc of the new technelogy made 1ts adoption unprofitable. A Nicaraguan
credit progsram, for example, significantly increased corn yield.:, resuliing
it a 50 percent drop in price at harvest which caused repayment protlems [17].
It is also known that the few high productivity proprams arc not the only ones
with hiph repeyment leveis. The BNDA in the Twory Coast is an cxample of a
good repayment record with no attention to techiology or loan uses [7].

's work ian Cesta Rica [18, 19}, also indicatcd low delinquency rates which

Vogel
were not due to new technolopy; nor did galns in productivity alwavs bring
high repavient rates, as for example Sri Lanka [7].

Thus, the notion trat new tochnoiopy shenld make au iaportant contvibution

to repayment potential 1s acceptuble, but it need not be the only facter at
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work, even in highly productive programe.

Borrower's Attitude

Most studies a;tcmpting to identify the causes of non-repayment of agri-
cultural ioans have noted that.in many cases tne borvower had sufrficient
income to repay his loan but chose not to repav [6, 7, 12, 16, 24]. Whether
or not funds for repayment are avallable is rot alwiys clear-cut. I7 abilirty
to repay were the only factor involved, defauits would normally be higher amo
poor farmers, and would increase as luncomes fell. But a strict relationship
between productivity/income arnd repayments cannot be accepted in view of the
reports of high default rates amonp ricaer farmers {7, 18, 19]. Clearly,
there are some {armers who could repay but refuseae to do so. Thus, we must
face up to ihe recasons 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. DBut when the will to vepay is involved, thq identifica-
tion becomes more uncertain. The difficul’y lies in dlstinguishing the poor
farmer with good intentions {rom the uiilnquents who hecome real defaults.
Among the latter arc those who may intend to repay buc keep postponing repay-
ment and finally give up. Then there are farmers whose inteation to default
is strong, and who may cventually respound to repcated pressures that cost the
credit apency more than it gets back in payments. Beyond this point, there
are farmers who feel all along that they need not repay and cannot be con-
vinced te do so.

The question is what are the reasons foc 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 usually available and farmers have to
establish priorities for their uses. Apparently, repayingp public sector

credit is accorded low priority compared to loans from private lenders. This
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stems from the electioneeriug promises of politicians in some cases. but more
generally from the diffuse quality of traditional obligations 1in patron-client
relations which allow social debts to be discharged in various ways.

Anoth-- kind o1 defaulter has also been identified--the rich farmer who
manipulates a credit program to his advantage. If he 1s in a position to de-
fault with impurity buf «till receive another loan bv exerting influence, he
will be the nost difficult customer for a credit agency to handle. Another
noint reported by many authors is that defaulting, or prolonged delinquency,
can be stimulated bv imitation. Yarmer \ sees Farmer B petting away with 1it,
and begine to think "Why shouldn't 1?". Others will follow the example, and
if the trend goes on long enough, the credit institutions standing will become
damaged in the farm cormunicy to a point where overal recovery is difficult or
impossible. Yor this reason, analysis of individual defaulter characteristics
as a guide to borrower selection by lenders has severe limitations because the
same farmer who is likely to repay onc year mav be less likely another year.

In sore cases, farmers have the impression that credit is a eift made to
ensure their loyzlty and future support. GCovernrents sometimes do little to
change this attitude, and may even ¢ncourage 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
systerms on those whcsc debts are over due. If land is pledged as collateral,
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 hag less incentive to rcpay when
the size of a recurring loan levels off. 7This i reflected in lower repayment
percentages ¢S programs mature.

Lack of proper records and effective collection procedures a’so contvribute
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to poor repayment performance. Many farmers do not perceive the value of a
good credit rating which tends to complicate the dzfault problem. At times,
non-repayment stems from corruption within the credit agencv itself. It 1e
alleged <hot some officials are mcre interested fn getting bribes from delin-
queat borrower; than in the difficult, and personally less remunerative task
ol recovering the arrears.

LELDLER'S SIDE

Som~ studies identify a series of factors ossociated with the lending
institutions which affect loan delinquncy and defYault [4, 7, 12, 14, 16, 23,
24]). Credit institutions ar- initiated for various reasons. Some of the more
prevaleat «f thesc reasons ar. profit, eceonomic and social development [16].
Some credit institutions have a cowbination of these objectives. Thus, che
operational procrdares and the types ol borrowers to whom a credit institution
lends depends upon its objectives. A credit institution whose only motive is
profit would be expected to lend only to proven borrowers. When economic
development is the cbjective, however, the borrowers are often riskier. When
soclal development is added to economic develorment, as is the case in many
LIC's, the borrowers and enterprises arc even more economically marginal.
Thus, some causes of poor repayment performance are beyoud the control of the
lender. In many cases, however, the lenders (or their sharehelders, in the
case of public scctor institutions) are the source of blame for pour collectio
perfornance.

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

tim2 and in other cases, loan funds are disbursed too soon. The result is tha
the proceceds in cash or in kind reach the farmers at the wrong time and are
diverted to other purposes. In other cases, when credit is available, the

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

the flow of receipts. Farmers need time to sell their produce, and this may
be a matter not entircly under his control. it would be most unfortunate

for the lender to force them to sell their produce at unfavorable conditlions.
On the coatrary, it is in the lender's own interest to help borrowers obtain
the best possible price. Some credit programs expect borrovers 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 inconverient journey on the part of the borrower.

Payment Records: Poor collection performance may reflect the fact that a signi-

ficant portion of loans may be Improverly documented, making it impossible to
enforce repayment. Accounting problems make it difficult for farm credit in-
stitutions to know exactly the repayment position of specific Lorvowers. A
lender without accurace accounting information cannot follow up detaulters 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 decisioa maker's experience in lending to specific target
groups. Political pressures may skew the distributicn of funds awav from the
pattern envisaged in project design. TIf political interference diverts credit
away from target groups towards those with rclatively 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
judgerment.

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

in their educational proagrams or have not vigorously pursued loan collection,
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thereby nurturing the idea that the consequences of default are rot serious.
Some loans are not repaid because borrowers anticipate a change in credit pol
cles or becausc they lack confidence in the credit institutions ability to
provide credit in thz tollowing vear. In studies condu.ted in Western Nigeri
and Kenya, Miller [12} found borrower education (referred to in the studies a
"farmer repayment morality education') to be positively related to high repay
ment rates.

Sanctions: Another major factor causing poor repayment is that public sector
lenders experience problems in effectively sanctioning poor payers. One sanc
tion commonly used is to deny defaultry barrowers further access to credic, b
this policy may conflict with the 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. Covernment institurlons
established to assist farmers do not like to take the bencficiavv's primary
asset, his land, cattle or implecments. The idea of not exercising sanctions,
at least against those able but unwilling to repay, inevitably leads to accum
larion of arrears.

IMPACT OF INTEREST RATES ON DEFAULT

Unrealistically low interest rates, frequently charged by farm credit
agencies in LIC's, encourage poor repavment. Low interest rates encourage th
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. Thelir politica:
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
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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 {unds elsewhere in the
economy. Since credit is fungible, the funds miy be subject to agricultural
"<1lusion" where the runds 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 acrivities 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 casier to repay later. This is because many
borrowers can obtain a profit by emploving these cheap funds at higher rates
of return or their farm land and in alternative uses.

CONCLUSIONS

This paper reviewed several issues related to the non-repayment of loans,
particularly the causes and cf{fects. The review has clearly shown that the
most suffessful methods of broadening small tarmer access to credit, the
strongest array of incentives to lending Ir<titutions 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
programs, loan repayinent must be improved if small farmer credit is ever to
be established on a broad, self-sustaining bhasis.

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 und
certain condtions.

Additional research is required on the issue of loan delinquncy and def:
gince there are few empirical studies done in this area. Insights from the
study of credit use on small farms should provide considerable assistance foi
improving loan repayment since the two areas are closely related. Since the
study of credit use will be longer-term, there is need for more short-tern
rescarch focusing on causes of loan delinquencies and possible solutions. Or
such area would be 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 rescarch topics In-
clude: delinquency definition and rmeasurement; role of inforasal groups in
credit use and repayment; delinquency problems in formal and informal markets
causes and cffects of delinquerncy: impact of collateral and other require-
ments on repayment; technology adoption and delinquency; loan guarantces;

crop insurance and other approaches to reduce delinquency.
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