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KENYA  SiTLLIUNT  SCHEMES

In this waner I uant t~ crisider enly the crudit given to farmers in the
Settlement Schemes which -ei. organized wunder the _rogramme st rted early in the
1960s. and- rhich have been over~ted by the Depsriment of Scttlement, For con-
venience, tiese will Be rr.-zved to as the S.7.7. Settlenents, S.F.T. being the
initial letters of the Sev i.mont “und Trustees, in whom the funds and respon-
sibility for operatir~ thoese scttlenents are vested,

These Settlement Schemes took nlace because of the need to effect land
transfer from immigrant races to local Kenya Africans. The land trensfer was
effected after purchase of the lend and nermsnent imnrovements from the farmers
concerned. This purchase vas made te a large extent with borroved money. This
single fact, that the land had to be paid for and that the vzyment was made with
loan funds and not with gr-rt noney, hos dictated the tyme of settlement thst
could be carried out., It is the fzctor frem which most rpeculiar ssnects of the
ST, Settlement Sclhemes arise.

The loens for effecting tiw land trensfer vrogremme and for the subsecuent
development of the land vere made. to the Kenya Government, They have to be
repaid, and the Government's aim hes saliavs been that as ruch ss nossible of the
sums that have to be remaid should be collected by the Trustees from the
settlers themselves, Ths whole “lanning and loan billing progremmes of the
settlement onerationsz are such thrt, in the Il ng term, billing to settlers eouals
fairly closely the Kenya Government redayment Liabilities to the "mternciional
donors who arc financing the whole rogramme.

To repay their land purchase loans, the settiers must be in a position to.i™™
generate cash surnluses. In order to be able to do this, they require sddition=-
al productive assets znd finance teo use inu “roductive processes, since most of
the people selected ior the Settlemsn: Schenes had little or no finance of their
own to begin with, Iven vhere it does arise, the settler marticipation in the
form of cash 1s relatively small. These iaCus have two mzin consecquences, upon
which I want to concentrate in this naper.

The need for High levels of Production

Becauise of the way in which the acquisition of the land was carried out and
because of the financial im 1|LC9t. ons of doing settlement in this wnarticular
way, the schemes must be nade - roductive, In order Lhat they should be able to
repay the money that has been losned to them, the farmers must become intensive
oroducers of agricultural oroducts. Of course, even if the land -had been
acquired free, efforts would have been made *to ensure that the schemes became
productive, However, in the abscnce of sizeable land purchase loans, it is
doubtful whether as much money could have been obtained for use as develorment
loans and to cover the realised level of administrative and advisory services.
So that they should be able to do this, they require an intcrnsive level both
of agricultural advisory cervices nrd cf the farmer services which heve to be
rovided for grovas of farms as vart of the Sebtlement nrogrunme. (A I, Tractors,
Marketing, water euly, ste.).

At the same tome; an verhans mure imnortart. for the Settlement drogramme
to have any charc: of success, an encrmous transformation has te take place;
to comvert betweew 3 wCC '-35,000 poonie from relatively unsophisticated and
ignorant citizers ' most of whom wer: previcusly landless and unem>loyed) into
modern intensive ordaorking cc-l=urientated entrepreneurs, The production
objective is, thorefore, rme of the most significant facts of the whole settle-
ment programme.

The schemes = diffevent kinds illustrate almost all aspects of the problems
of agricultural ¢:velopmert in smel’ farmer areas, with the single but important
excepbion thet tliey do no% include «uy of the Very sralleat sizes of farm, which
are quite commer 1n non-scttlement :reas. Nevertheless, it is trhe_that Pho
Denartment of Seiilement has obtained, in the last five years, a aquite unique



exnrarience in the methods end vroblems of rural develomr -t in small farm sress

This experience is probebly rulte unsurnacssed in Sast. ‘irica tobay, and may be
xeedtional in a far wic r enterrt. Now that the settlement ~hase of both the
*gh Donsity and Low Density sche::s has almost been comploted, the Dourrtment
i Settlement 1s invelved be only a small extert with 'settlement! as such,
insofar as this term refars te the nlanning and izyout of fsarms and the intro-
duction of peodle to the,  The Denartient is now mainly concorned with looking
aiter the subsequent development of tin settler's ferms, I% ig, in fact, much
more a department of rur 1 ¢rvelopmer: *than a department of Seiotlement, This
1s not an aspect of the Settlement wrogramme which I olan to follow any further
here, but it is an im.ortant feature vhich is not alv~ys clearly annreciated.

The Crcdit Given to Settleorg:

The "second consequence ef* the basic oremises of the $,F.T, settlement
progremme 1s that enormous sums of meney have had to be given on loan to the
farmers. Again the Devertmont of Settlement has had unigue expericnce in the
giving of credit to snall scule producers, since the sums involved in the S.F.T
Loans programme (£14 m.) are far nore than hss ever been contemnlated or given
as losns for the development of this tyme of farming anywhere else in Bast
Aifrica, - The attention of this ngper will e drswn to some asnects of rural
credit as they 're illustrrted in the S.F.T. settlement nrogramme, Many asvect
of the credit question are illustrated within the »rogremme, cnd tiere will be
the opportunity to deal in this veper vith only some of the mejor issues.

The credit needs of the settlers may be grouped under the three classical
headings as follows:

Iong Term Credit is required for the purchase of the land and permanent
improvements that were found at the time of taleover, and for the installation
of other works snd improvements as the land becomes develoved. Naturally, long
tern finance of this kind to azcquire these asscls -ws available to both
settlers and other egencies vorking in the settlement area (particularly
Coonerative Societies) since the transfer of the land wes the bezsic objective
oi" the whole exercise,

iedium Term Credit is required for the purchese of livestock and machinery and
the establishment of vermanent crops. This kind of credit is aveileble. in the
form of loans, both to individual farmcrs themselves ond to others, like
Coomerative Societies, mechinery contractors, and various commercial agencies,
who nsrovide necessary “roducer services for the settlers tiaemselves.

Short Term Credit is reouired for crom finance, This kind of credit,
which is normally available to fnrmers from neriods of between 6 menths tc 2
veare, is included in the develooment loans that farmers are given in the
first instsnce, but these hnve subscquently been supplemented- through extend-
ing to settlement farmers the availability of the minimum’ financial return
programme under which advontage can be tslen by settlers of the financing and
guerantee asvects of the Ministry of Agriculture's programme for the scheduled
CTOPS.

The actual loans thot are giver in the settlement programme are not a very
neat fit with this classical niogramme. Thev are b-sicelly of three Xinds:

The Settlement Charge covers the cost of acquiring the land and permanent
imrrovements as they rere found at the time of takeover, ' This charge covers
very roughly that part of the land purchase price which ‘cehnot be counted 1 -
against grant monies which were included in the overall programme of settlement
finance., They =lso contzin an addition of roughly 10 per cent to cover a bad
debt element in settlement lending. This is the only point in the whole
settlement programme at vhich o bad debt element is incormorated in the credit
finence. The Settlement charge covers between 90 and 100 per cent of the
valoed cost of each holding and ie tlus on extremely high »proportion of the -
valuc,

Develonment Loans are given to farmers to -cove  whet ere estimated to.be




thoir Meds un nnd Short Term finance requirements. Whilst development loans

e ovallsble to the farrcrs tlomeelves to purchese livestock nd to vay for
the est'bljshme“t of ammuel or nedium term crops (end for “he Dlanting of tesn
in tle few arens vhere this lonr-term crc» occurs ir the settlement budget)
development loans -~re alsc “rovided for and given te Ceoror L Societies,
mchinery contrectorcend othor agencies for such thir = as the -ecquisition amd
e:ttengion of nermenent immrovements hiich do nod ocecur in individual seitle-
ment farms; the ﬁrov4 gion of ms chlnprv and trarsnort scrvices: the installetion
of ~»" v gelemesy the stocking of stores which rctall farmers renvisites and so

In the original concepticn of the settlement schercs, these were the only
loans te tu made avellable te fermers. It was assuned thot the orocceds of
the firgt annmual crons wonld allow o o :rficient surslus bo finance thc estobe
Lishmont of the second and subsequent crods, since thesc loans were only reway-
a&tle over 10 yoars, ond it e felt that the £ rmer would be able to re-finance
hig ammal erevs ~dequetoly, until he buﬂ"nﬂ self=-financing in this ro.vect,
This has not proved to be tihc cage, snd cuite guickly it wes adpreciated that,
if short term crons widch involved fairl: corsiderebls costr, like maige and
vhoat, were to be grovn, thon nov shorb-tern credit »ould hove te be given to
sottlonent faru- s, As o nornd : of vorsovas freon the Dedartront of

Settloment the Govornment's M, R, RTINS (-ich I de not inicnd to deal
vith in any Ceteil in this paper) wos orondod tc Tormers in sny oard of the

country whosc acrecgns under sehe®nlad erons wes 15 acres or nore. This has
meant thot the farmers!' indchuodness incer ~ses from season to scason over ..nd
alove the iloans that ere offcred t- Lhen s 2art of “he ovarsll finencia
scheme for the setilerent orosrorme.

Tho availability ¢f this conaiderabls velums of crcdit to the farmers hae
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“rosanted somr economic nroblens, tiro of which will be discussed in the remainder

of %this »aper,

loun Renayments and Securitw
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To some extcnr the »rcblem here iz o financial or bankdng nuttor although
e extent it i ar econoric nroblen, sirce it concorns the uvse to 7hich
finance =nd ct1or resovrecs are »ut, The i-nd transfer cspect of the setilu-
mont ,”ogr qre 3.8 finsnccd vith borrered camitsl, In order to sllow any
Sortunity te exist to ronoy this canitol, additional neney has to be extended
to Tarmors in the form of loans. The asceis covered by t' se loms, both the
land and the other itens like machimery and livestoek, hove to be used
efficiently, not simdly 1n the genersl cconomic sonsge of naking reasonshle usc
of gvailoble resources, but also in.the rather more I .mited, but sdiministre-
tively more impcretive, asnects of being oble o oreduce the nonel svroluscs
thot can be collceted frem the settlers to renay the debt charge ilebiliti:s

of thc Kenya Government, Consequently, not only imst these rescurces be used
in such a wey as to ercate substentizl svraluses, but this mmuet 11 be donc in
sueh ~ way that tho surplusos can be rccovered quite easily b the Londing
‘geney, and not dispersed elsevherc amongst the economy, rcr o pomont, I

unt to look o little further into this ~roblen -of lozn rciayment ond smcuvity.
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Sccurity for losns is nn old »nroblem for Agriculturc, which ic onc of the
cheracteristics vhich is often szid to tlatll"ﬂlsh the g;rﬂc.lf"v~l 1naustry

fron most other cconomic scti-itics, It is usuz snid (ond this asplies
to ﬁll Wnds of farncr) thet ke former has o much hlghcr sreportion of his

tob.. L ~apitelization in the form of ingsecur: assets then have nost entree
orencurs, Vhat in faet can the farmer offer os sccurity for a loan?

The princival security for =ny loan, whether given to a snall deasant
former or a large joint shoek company, is the reputation ond stending of the
borrower himself. Considerable sums of money are lent every d-y to pacnle
who offer no tangible security for them, and this is indced the brsie of most
short=tornm bank lending tiz mgh overdrufts. Short term lending to formers is
generaliz nofe on this basis, since it is generslly considercd wnrise or
wnneceseary to go e the oxtert of mortgaging trogible asscts for this kind
of thing, In sett lumont the reuihaition #néd standine of the borrowars connot
o rogorded as vory good from o banking moint of viow, By definition, the






In ©-c¥t, on the opon market 1 vo ue of *ie 1and =nd imme:ble asscts found on
ther is likely te be higher than the settlement charge, and there seems little
likelihocd that th: v luc of 1-nd in any of the scitlement areas is going to fall
In fact, inflation in the market pri<c of land mey incrcase he such an extent zs
to cxceed the totsl value of sutstanding debts that any settler has with the
sottloment authority. (It is to be noted that something of a maradox apncars to
asve been introduced here., ILeogitinate criticism has been made that in some cases
the nrice at which land was sold to settlors has been unrcalistically high,
whilst at the seme time, it is also true that some of the same land was sold to
settlers at tell below its open market price., These two points of viewr are not
a3 contradictory as might apoear. The truth of the matter is that the land has
not necessarily been sold at too high ¢ price, but that too much hzs been loaned
to farmers to buy it, and their rovayment liability is more then they can bear
from a cost point of view. Had the scttiers been eblc to introduce larger amounts
of their owm money, then the land could have been sold to the settlers either -t
the same price but with a lower debt burden, or else at something closer to what
night have been regarded nc a 'normal' market pricec).

It is estimated that wher the S.,F.T. programmc will be comnleted, somsthing
like £14 million will have becn loaned to settlcrs, of vhich al-ost cxzcotly half
is in the form of land loans and almost half is in the forn of developnont loans.
Therefore, something like£ 7 million, or an average of roughly £200 per scttler,
will remain at risk., The attached table shows that the -—alue of oubstanding
losns held by the fermer wvill not be covered ty the nominal value oi the land and
nermanent improvenments that vere scld to him until between 6 and @ yoars aftor
settlement has taken nlace. In fact, this balencing state is not likely to
arise in the majority of settlement »nlets until rather later for throe roasons,
namely (1) that the repayment schedules appear to be usually difficult to attain,
and expericnce so far suggests that unless the original repeyment schedules are
changed, a chronic situation of arrears is unlikely to be avoided; (2) the bad
dobt element in the vhole settlement nrogremme may be rather low, ir thet Tio
cxceptional risks that anply to settlement fermers ere unlikely to be coverzd k-
budgetted allowance of only apvroximately 5 per cent of the total settlemunt
lending; sad (3) the budgets themselves may not always be achieved, cither
because the farmers themselves are not able to match up to the fairly high levels
of modern farming thet are required for their achiecvement; because the »roduc-
tive asscis simply are not available to nermit them to fulfil the budgetted
programne; or because cconomic cciditions mey vorsen to the detriment of tho
scttlement fzrmers.

It will be clear from the above that much of the credit given to farwmers is
insecurc, and there is =z real possibility thet some of it may ke lost., What then
can the administrative authority do to try to mitigate this nposition? A nuuber
of alternatives can be considered.

Sanciions Against Settlers

I apologise for mentioning first a negative aspect, However, in cvery
settlemont scherme (inclvding those outside of the S.F.T. progrerme) the first
thing which the settler is usually presented =ith is a sct of rules, by—lsws,
conditions or somothing of the kind, by which an attempt is made to enforce
various conditions on the farmer. These usually cersist of a set of rules of
what the settler must do, but they also sct out the circumstaoness under which
farmers can be removed from their farms and reccvery made of the assets that
they poesscss., The virtuc of this nrocedure is, first of all, tc act as = spur
to encourage the farmers to teke seriously their obligations to undertake_devolop—
nment3 and secondly, to ensure that, when they have some cash, thoy nse this for
the revayment of their loan obligntions., The schemes in the S,IF.T. vrogramme
have ag impressive a list of rules and corditions of this kind as any other form
of settlcment,

It is debatable vhether riles and conditions in themselves are very cffect-
ive in persuading farmers actually to get dovm to production, though there are
grounds for thinking that the prosence of these rules, and some ?eal.gesturc on
the art of the authorities towards their enforcement, is effective in persuad-
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of the Settlement Fund Trustec:., In tlds case, T vrate-off vould heve to
baeome a charge on the genersl excherguer, since it s imiicitly assumed that
the repayment of monies ‘ot doncr sgencies will have t¢ continue, In this
cireunsiance, the sctilement rogramro could becone o burden on the econory as
z vwhole - which in this wrticulsr case, is a not indefensible pronosition.

4 Change in the Terms cf the Finance

Firally, the write-off nry te avoided by an adjustment in the terms of the
louns that are given by the donors themselves, The renayment veriod nay be
extended, interest oayents mey be waived or reduced, and so on, I% is not
appropriate to get involved just nov in a discussion of at which level write-
off should bo made in the event of losses being incurred in the $.F.T. schemes,
What is more important is to rocognise that if a nrogramme like this is
financed under cornditions that involve (or come very close to involving) the
borrovwing of money st normal cormercial rates, there is a very strong likelihood
that money 1211 have to be written oif and measures szt one or all of these levels
mzy have to be considered.

A further nossibility of mediating the risk factor would be to stert off a
settlemert programme under different conditions, in which the farmers would be
lent their money ot rates which are below the commercial level, and +hich of
necessity involris some »referentizl conditions for the settlors, " hen viewed as
borrowers, Calculations can quite ersily be made of the type thnt is showm in
the teble, in win.ch various hyvothetical rates of interes® znd »eriods of loan
can be postulsts: . It is likely, however, that these may only be cifective in
reducing by one <o two years the tinme period until the value of the outstanding
loans is covered by the realizeable value of the land and permanent imprevements.,
There is no esca 'ing the fact that, in a settlement prograime in which farmers
are as heavily i nunced as they are in the S.F.T. schemes, corsiderablc sums of
money are on loo: wnd are insecure, Only by insisting on higher ocrticination on
the part of the :utiler in the total capitalization of his farm, could thesc
conditions be reivced, so thet the value of the ouwtstanding amount of the loan is
always covered b the first class asscts that the lending sgency can quite
quickly and easily recover,

Ioan Revnasments -~ a2 Cost Factor

As a final >oint in this analysis, I want to consider the effect of heavy
loan remsyment L.abilities on the settlers, when they are considered in compari-
zon with other -urm droducers. The high level of indsbtedness to which they are
all subject has ~2de them into high cout producers, by vhich I measn: nroducers
who have to incu: particularly high cash costs in the oreration of their farms.
The settlers, whin viewed as wreviously impoverished individuels, enjoy special
benefits, througi the level of loans that are granted to them, ~nd the extent of
the vreductive assets over which they are suddenly given control, However, to
ray for these mrivileges, they vwill have to make a special effort to become and
renain morc prodiictive than other farmers with whon they sre in competition,

This point 2y be simply illustrated if one accents the commonly-held view
that mest farmeri - in nerticular trarsitional feormers like these settlers -

are interested in cobtaining sn income vho=e target size they set themselves,

and which is not derived through any retional calculstion, Thus, the settlement
farmer (like most fzrmers) does not exnect an income wiaich is the combined value
of an adequote wage for the work thot he does, togother vidth an edditionel
amount te represent a comdetitive return on the capital that he hes invested,
together with a final elerent vhich represents his rcward for management,

Given a 'target' cash incomec for the farmer, within a single farming
situation, three positions mey be postulated. The farmer who orms 21l of the
resources thst he ermloys cen attain this given level ofincome by operating at
& certein level of intengity and efficiency, which we shall assume is not very
exacting, Another fermer.however, 1ay have purchased on loan a nronortion of
his productive acse®s, and so he is obliged to mcke a veyment to service his
debt, To finish up with as mich cash as the first man, he must operste his farm
ot a somerhat higher level. There can ve, horever, a third situation in which
the farmer hes scquired almost nll of his assets on loan. He must, therefore,
nake lerge loan repayments cach 7..r, and, if these sre o be mede ard the



assumed }evel of cash surnlus ol iied, he rust onerste hais forn at a much
higher pitch than either of tho other two., Although tiis ic a very unlikely
o tuaticn for the £frican = asant fo to find Mimeclfi in, the ¢.F,T,
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settler is obviously ef ticr I-tter +?ﬁe. To =chiecve » Luvgn income (uO -lnch
he moy share the seme  goipration ae others in She CAVFVnWUy to vhich he bolongs)
or, to put it in - Sr Tey, HO T t his lizbilitins and simply breslk even, he
"t oderate his »t o neore irtonsive level than other, less indebted
farncrs,

The Scttlement ~rojoct as & whole, ond every settler in the S.7.T. schemes,
mast quickly become -~ efficient producer. Their 'scrane through! or ‘oreak-
even! level is hlghur tﬂun arplies to any other farming group. Furthermore,
this is not just a termmorary nhenomenon., Their heavy indsbtodness will last for
at least ten years and, as —as suggested czrlicr, ossibly for much longer, as
loan repayment schedules full into arrears. Consequently, the sottlers must te
given special assistance to schieve this high level of officiency.

A nmurber of strategics couvld be ermployed for schieving this end, Settlers
nay be nade relatively efficient in = financizl sense by being given nreferen-
tial access to limited high vslue marh(ts, in which they can be »aid higher
srices than others could rceceive. On the other hand, they mcy be given snecial
services, particularly the close attention of extension workers, vhich will
Permit them to become nroducers of above average efficiency.

Whatever stretegy is adonted, it is clear that, becausc o the credit
agpects of thwir :osition, the ©.F.T. settlers rust be given some sheci 1l pre-
rerences. The .uvel of facilities and services thot appl, to oth-u roducers
are unlikely to be anything like sdecustc., Thue, the rotion of orly o tempo-

rary neriod of intensive supervisicn. follc. ed, after 2% or 3 vasrs, by a re-
duction to the level that anlies in other c¢uell frrmer arcag, ic likaly to be
quite unsatisfactory,

If the full renayment of settlers! losn is genuinely sought, “hen t'are
seems to be a defensible crse for mainteining for many yoars the relative
advantege that the settlers now crjove It is true thet some settlers have had
prefoerential access to high-nriced markets, but the importance of this factor
is fairly limited, and most swecial faveurs given to scttlonment farmers take
the for of intensive administretive and teciinical scrvices. Thesc are very

xpensive, and their ceost is such thet it is unlikely that they could be waid
for fron the nroduction and earnings of the schemes themselves (oven if this
wore built into the revayment schedulcs, or »rovided for in some other way).

This therefore, proscnts a nlanning dilerma. In order to push up end
naintain produvetion at the level cssential for full loan repayment, for several
years the nccessor: services mist be wrovided at a level which will require
subsidy assistance from elsewvhere. The alternative is to have a lower level of
sdministration and cxtensicn, end to tolerste the concomitant lower lavels of
production and loan repayment, Thiz alternative would rean thot part of the
loan servicing burden will have to be carricd by the rerainder of the ecconony.

Thesce o slternatives both involve the Governrent in incurring additioncl
costs which cannot be recovercd from the scheme itself. The cconomist would
like to decide hich of these tive alternatives would suggest the least cost.
Hovrever, I know of no-one who has yet been brave encugh to try te make any
comparison botisen the coste and benefits of these two or any other possibili-
ties. Consequently; a subjective choice rust be madse. I mysclf feel that it
~oulr be right for the Kenya Governncnt to corbinue to give the intensive
lovel of services now available, and to accent a liability %o sunport them
from sormal rescrves, This course would, I feel, be advantageous for two
reasons. Firstly, it vould reen that the land and other resources tied up in
settlenent srcas MOLTd contrilute to the econony znd a relatively high lovel
of production obltained.

However, I feel that more imnortance night nerhaps be attached to the
second benefit, namely that, by reteining this high level of services,
onportunitics ard, quite often, straightforward nressure, the chances rre
Uarkcdly incressed of trersforning z great numher of people into effective,
nodern small-scale farmers. This is = tvne of norsor whom tho naticn badly
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needs, If a large comrmnity of this kind oan be cre-ted in the S,F.T. s tle-
nent arnas, and if advestage ~an be tzken of thi. stere cf valuable human
materiel by allowing seitlers to move freely - i their sgkills and experionce
into otheor Terming =zrczs, then much good can te done, Indead, although it would
Lo very difficult te express the bernefits derived in this way into quantite-
tive terms, so as to establigh its comn-retive supericrity, I fecl that tmch of
tho long=tern economic justification for the S.F.T. "rogramme rust be based on
the unique opportunity that it »rovides for imnroving the technical and econo=-
mic guality of the syriculturel community,
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