
IB Economics IA 2 
000065-0025 

Mayu Furukubo 

“Green loans help Kenya’s small farmers and protect the environment” 

IB Economics Internal Assessment 21 

 

 The writer of this article expresses his positive attitude towards the Green loans scheme, 

which “offer[s] cheap credit to small farmers in return for simple conservation measures”2. Green 

loan is a type of micro-credit, a small loan given to poor people for self-employment. It is a unique 

type of micro-credit, as it also requires conservation measures for the environment, including 

“planting grass strips into sloping fields and the conservation and planting of trees”3. The Green loan 

will allow Kenyan farmers to earn capital to increase their productivity and generate regular income, 

consequently escaping from poverty. 

 

 In the article, a Kenyan farmer called James Gachacha Chiara’s case is presented, who 

has already started taking up the Green loan to purchase seeds and manure in order to farm 

potatoes and cabbages. The short-term effect of receiving the loan can be illustrated as shown 

below. 

 

 

                                            
1 This IA was awarded 14/14 marks: A=3 B=2 C=2 D=3E=4. Total awarded by IBO 42/45 (Raw = 43/45). 
2 http://www.theguardian.com/global-development/2014/feb/17/green-loans-kenya-farmers-environment, P2 
3 ibid P2 
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In Diagram 1, I have assumed that the agricultural industry is perfectly competitive due to 

its characteristic of possessing many small farmers as well as producing almost homogenous 

commodities. Therefore, the market forces determine the equilibrium industry price at P1. Diagram 2 

shows Gachacha’s case who possesses a potato farm. He would face a perfectly elastic demand for 

its product, D2, taking the price from P1. Receiving the Green loan will shift the supply curve from S2 

to S3, since it will improve the technological aspects of the production process by earning physical 

capital “such as water tanks or a greenhouse”4. Simultaneously, the total revenue would increase 

from having only TR1 (The green area) to having both TR1 (The green area) + TR2 (The red area). 

Thus, the Green loan will lead to a positive outcome for Kenyan farmers. If the government would 

organize this green loan for all domestic farmers, we can anticipate a macro-scale impact on the 

Kenyan economy. 

 

In the long run, the Green loan would lead to a break in the poverty cycle, which is when 

there is a persistence of poverty in a country, unless external intervention takes place. The case for 

the Kenyan economy is illustrated below. 

 

 
 
                                            
4 ibid P2 
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Looking at the left side of Diagram 2, the Green loan initially provides the ability for farmers 

to invest, improving Box C: “bake[ing] in incentives for investment in natural resources”5. It will then 

stimulate economic growth, which is an increase in real GDP over the previous year, Box D. If there 

is growth in the economy, then Kenyan families will theoretically generate more income, improving 

Box A, but it does not necessarily guarantee a following improvement in Box B. The right side of the 

diagram represents factors that construct economic development, which is an improvement in the 

standard of living. As it is mentioned in the article that receiving Green loan will “contribute to an 

improved management of the environment” 6 , it will educate Kenyan farmers, gaining more 

knowledge as well as management skills, improving Box F. High levels of human capital then 

ensures that “the farms were productive in the long term”7, improving Box G. Overall, the Green loan 

contributes to enhancing both economic growth and development to a significant extent. 

 

In addition to the advantages that I have mentioned above, the Green loan is beneficial for 

its “sliding scale of interest payments”8. This means that after paying the initial loans with a monthly 

interest rate of 5％, it will fall “to half that rate after three loans are repaid”9. Thus, it largely reduces 

the risk of indebtedness, as one of the issues with micro-credits is the high interest rate that the 

borrowers have to pay. The only problem, however, is the limitation of the poverty cycle that it does 

not specify the extent and the amount of time it may take to actually see economic growth and 

development as shown in Diagram 2.  

An evaluation of Green loans shows that it seems a sensible market-based solution to 

combat poverty in Kenya in the long-run, as it specifically eliminates the drawbacks of micro-credit. 

Certainly, the Green loan would provide opportunities for Kenyan farmers to expand their business 

and increase profit, potentially breaking the poverty cycle. It will also provide Kenyan citizens with a 

higher standard of living due to the increased quality and quantity of agricultural commodities. The 

promotion of preserving the environment is also advantageous. Thus, an economist would suggest 

to pursue the Green loan. 
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