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ABSTRACT

Rurd finance/credit has been a prime component of bank lending operations since ils
inception. Providing affordable credit lo the rura sector was considered warranted on
both growth and equipment considerations. Governments have been promoting and
con inuoudy supporting supply led rural finance institutions as device to neutralize or
ingtigate distorted "Urban biased" macro-economic policies that adversely affected the
rurd sector. In many instances, however, these programme fdl short of achieving their

objectives as they reached only a smal part of the rura population.

This research work analyzed the ways and manner farmers in developing countries,
Nigeriain particular have been coping very widely but capital wise, they have been
relying more on informal sources of credit. Therefore, findings in this research revealed
that the Commercial Banks functions of mobilizing funds from the surplus units to
finance agriculture can be sustained with beneficial effect on the farmer if the method
of disbursement is line-tuned to take care of collateralization, being one of the mgor
hindrance of effective agric finance as the peasant farmers has barely nothing tangible
to offer as collateral. The implementation of this will assist farmers o get assess to
credit therefore, increasing production and aleviate the suffering of the farmers and
poverty. It was the recommendation of this research that government institutionalized
and entrenched rurd finance by dl Commercia Banks who should introduce a desired
method for channeling this funds to farmers and the farmers in turn should sdl their

products through co-operatives movements that will finaly pay back to the Banks.
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CHAPTER ONE:

INTRODUCTION

1.0 TRENDS IN NIGERIA ECONOMY

The Nigertan Economy, since the late 1970s, has had to contend with the adverse
International Economic Environment created by o1l shocks, World recession and
deteriorating terms of trade. These difliculties have been compounded by inappropniate
anc inconsisient domestic policies, thereby aggravating the macro-cconomic
iml alances. Consequently, the government of Nigeria was obliged to implement the
Strctural Adjustment programme, adopted in 1987, to correct the policy distortions
anc structural imbalances in the economy. Little attention was given 1o possible
adverse impact on the poor. It was generally believed that the programme would
facilitate growth and in the process reduce poverty. Experience however, has shown
tha the economic problems are more adverse than expected. with deteriorating social
corditions for some groups. Concern over the effects of adjustments policies on the

poc r has only recentlv become evident.

The nature and extent of the impact of adjustment on the poor has been difficult to
establish empirically, this is due to the difficulty m distinguishing between the direct
cos s of adjustment and the cost of unfavourable exogenous shocks and inappropriate
past polictes. This notwithstanding, the view 1s held that adjustment policies and

agr cultural credit will adversely affect the poor.



To ate, the most crucial sector in the economies of nearly all developing countries,
rent in agriculture.  Yet it s perhaps generally the most backward of businesses. Given
the ways it 1s performed and the problems confronting its development. In these
deviloping nations, agricultural production could be fairly high but agricultural
proc uction per capital is low. In many of them, food prizes rise so drastically that
man ~ people could not afford to eat the required mimmimum of carbohydrate food not to
talk Hf proteinous food ems. Agriculture has not been able to effectively perform its
other role m terms ol raw matenals for industries, loreign exchange carnmg, pamnful
empoyment ete. This phenomenon is observed i Nigeria and had been so since the

discwvery of Petroleun m commercial quantities in 1970s.

Whereas various reasons have been adduced for this dismal performance, the most
signficant are capital, labour and technology of these three, capital stands out clearly,
given the fact that, 1f available, it can be used to purchase appropriate technology pay

for 1 ibour when available and machineries to reduce labour constraints.

1. BACKGROUND OF THE STUDY

Rural financing has been a prime component of bank lending operations since its
mception. Providing aflordable credit to the rural sector was considered warranted on
botl: growth and equity consideration. Governments have been promoting and
cont.nuously supporting supply of rural finance nstitutions as device to neutralize or
mitig ate distorted “Urban biased™ micro-economic policies that adversely affected the
rura  sector. In the urban arcas an organized formal financial structure exist. To
cont-ast a fragmented and disorganized financial structure marked the setting in the
rura: economy with implications for the mobilization of savings and disbursement of

funds for productive activities.
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Pro rramines lo promote assured access to banking services for the rural arcas have
been evolving siee the carly 1970s. As far back as 1977, the agncultural credit
gua antee scheme was it troduced to ensure that farmers had increased aceess o credit.
The NACB was also ercouraged to open branches i all the States of the Federation
and to grant credit to peasant farmers through the State Government and Agricultural
Credit Institutions. o thermore irked by the poor banking habits among the rural
cot mumty, the Rural B3: nking scheme was introduced in 1977, and was implemented
in tharee phases. Under the later scheme, commercial banks were compelled 1o open
765 Rural Bank branches between 1977 and 1990, In an attempt to ensure that these
rur: | bank branches weie not just deposit centers, the commercial banks were further
dirccted to utilize a stipulated percentage (50% at present) of deposits mobilized from

rur: | areas as credit to rural borrowers.

The main justification for intervention i rural credit markets has been a perceived
shortage of affordable credit which has generally been attributed to imperfections in
rur | financial markets and the discrepancy between private and social rated of return.
it was the need to ameliorate these deficiencies that informed the establishment of the
Agiicultural Credit Guarantee Scheme (ACGS). Since its inception, the most frequent
forins of intervention have been the following.

- Administrative Allocation of funds

- Interest Rate cetlings

- Introduction of the Rural Banking and Lending scheme
Government elforts to boost lending to the sector is accentuated by the minimum
lencling percentage ol ¢ ymmercial and merchant bank loan port fohos that must go to

agi culture.



These minimum lending percentages are prescribed yeadly by governments credit policy.
Minimum lending percentages have risen from 4 percent in 1972 to 13 percent in 1997 for

merchant bank.

Iy response to eritics that concessionary interest rates do not represent an efficient and
equitable meome fransfer mechanism, the nferestrates on agricuilural investments grew from

O percent in 1978 to 21 percent 'm 1995 when rates were deregulated.

Vhese policy instruments complement the 75 percent guarantee of the amount in default by the
Central Bank of Nigeria which forms the core instrument of (ACGS) Agricultural Credit
Guarantee Scheme, In addition, the penalty which banks pay when they lend short of the
preseribed minimum ic depositing the amount in shortfall with Central Bank without such
amount attracting any interest were all aimed at stimulating growth in lending to the sector,
Acurs ory look at the achievements of the financial institutions charged with the responsibility
of loan delivery will shed more hight as to the extent of their success and as well help reveal

ihe weakness inhercot in the (ACGS) Agricultural Credit Guarantee Scheme.

2.2 STATEMENT OF PROBLEM

IFor scveral decades, our a 'cultural sector felt neglected and in-coordinate in terms

of credit for our farmers. Our various governments since independence have put in place
numerous programmes that could 'improve the standard of our agriculture, Some of these

programmes had credit delivery components built into them.



It is ‘ndisputable that credit is a necessary ingredient in various aspects of agriculturat
oper tions. This is reflected in the Tegislation of our government and directives ol some
of o1 rmstitutions hike the Central Bank on the issue. 1t s believed that the commercial
and nerchant banks are not favourably disposed towards lending to the agricultural

secto r because of the atiendant risks and low returns unless they are compelled to do.

In g neral the conventional (both commercial and merchant) banks are known 10 be
high v reluctant 1o lend to the agricultural sector because of the iherent nisks as earlier
high ighted that characterized agro-business ventures in Nigeria. This is as elsewhere
in th > developing countrics of Africa, Asia and Latin America. Prominent among these
nisks factors are the adverse alfect of natural hazards, long gestation periods, low rates
of r:turm on investmen: and the high cost of credit administration to the farming
popudation, to mention but a few. In fact Okorie (1986) identified the under-listed
factc rs that militate against the ability and/or willingness of commerctal banks to meet

the 5 percent target lending to the agricultural sector as stipulated by the CBN:

1. Lack of adequate security by farmers

1i. Low Iiteracy level of the farming population

. Poor management of funds by farmers, thereby resulting in loan diversion in most
cases.

iv.  Inadequate banking lacilities in the rural area.

V. High rate of loan default by farmers.

vi.  High admimistrative cost of loan delivery to the numerous small holder farmers.

vii.  Inadequately trained personnel within the banks to implement the necessary
credit [unctions, and

viil.  The low terest rates prevailing in the national economy before the advent of

deregulation.



All the above reasons can only point to the fact that the conventional banks regard
lending to the agriculiural sector as being quite risky and unprofitable. But in view of
the uncompromising importance of the sector banks devise means to lackle these

problems through introaduction of mnovate loan packages.

1.3 PURPOSE OF THE STUDY

Rural finance/credit 1s important and sigmificant to the agricuitural production as it
assist farmers (o obtainr mputs that wproves [amm productivity and marketing,
Thirefore the significant of Uus study is (o evaluate the performance of commercial
barks especially Habib Nig. Bank Ltd in the area of rural agric. Financing and how

they are able (o excel despite the associated inherent constraints and risks.

14 RESEARCH QUESTION = 47V 3

The: importance of Agriculiyral Financing by the Commercial Banks can not be over
em»shasized; The role of the regulatory authoritics especially the Central Bank of
Nigeria is to influcnce Agricultural Credit purveyance through its monetary policies
which serve as a guide for the banks to carry out the packaging, disbursement,
supervision follow-up and all other processes that will enable the credit reach the
fartner. Therelore, the major arm of this study 1s the evaluation of the role played by

the Commerctal Bank i Credit supply for agricultural pucposes.

However, specific objectives of the study include:-
I. To show the extent to which the Commercial Banks played a significant role
towards assisting farmers with Agricultural finance for the improvement of

agricultural production and its impact on the alleviation of poverty.



2. To recommend solutions where applicable to some of (he problems faced by both
farmers and the commercial bank 1n providing the credits.

3. To examme the imphcations ol the method ol agricultural {mance adopted by the
Bank vis-a-vis CAN stipulated criteria.

4, To idennly the problems affecng the ceffort of HABIB BANK NIG LTD

towards the achievement of this laudable objective.

15  SCOPE OF THE RESEARCH

In the study, emphasis 1s placed on the activities of Habib Bank Nig. Ltd especially the
banks concentration on rural finance scheme the policy of which is entrenched in the
operational performance of the Bank. The study through its five chapter reviews the
policy of the Bank on the tvpe of [inance available and the chgibility criteria
req virement for the credit as it relates to the Agricultural Credit Guarantee Scheme
Fund (ACGSF).

Therefore, chapler one states the general background of the study, statement of the
problem, objectives, signiflicance and scope of the study, Also, it includes research

methodology and lhmitations of the study.

Ch:pter two reviews related literature on rural agricullural finance, in Nigeria. While
Chapter three deals with: the estabhshment of Habib Bank Nig. Ltd, its organizational
structure and management; also services and products offered by the Bank were
discussed. Chapter four evaluates the performance of the commercial banks towards
the achievement of Agricultural financing and it also deals with the analysis and
presentation of the previous reviews and agricultural finance policy of the Banks in
enlancing credit supply to the agriculture sector.  The sununary conclusion and

recommendations are the thrust of Chapter five.



1.6 RESEARCH LIMITATION

It will be impossible 1o assume that a study as this is devoid of problems and/or

i ations. In the coutse of conducting this rescarch the major constraints encountered

mclade the lollowmg:-

l. The problem of getting readily available data from the Commercial Banks as
result of certam nherent securily arrangement.

2. The cost of traveling to some rural branches of the Bank to oblain infonmation
most especially oral interviews with the farmers who arc the diveet beneficiary
of the loans.

3. Also, there is the problems of collating data relevant to the specific period of
review.

Therefore, these Innitations have affected the outcome of this study.

1.7  SIGNIFICANCE OF THE STUDY

It 15 expected that the outcoine of this research will contribute tremendously to

knowledge, and in addition would be ol great benehit to bank staft, creditors, farmers,

who are desirous of collecling bank funds (o improve their agricultural output,

govemment and the economy in general in the following ways:-

a The improvement and/or development of the socio-economic activities of the
rural areas.

b. Stability of employment and good business returns

c. Concentration of the activities of financial institutions and Bank branches sighted
n the rural areas,

d. Transformation of the rural economy to restrain population drift.

e. Policy directives and measures could eagily be enforeed with minimal distortions.



1.8 RESEARCH METHODOLOGY
The research speceifically adopted the case study method, and it involves the
examination of trend of events over time i agric finance for the ruralites by

Commercial Banks especially Habib Bank of Nig. Ltd and other finance houses.

1.8.1 RESEARCH INSTRUMENTS AND METHODS OF DATA
COLLECTION

The data coliection instruments of this study would include the foliowings.

a. Oral interview with difterent oflicials ol banks and regulatory authorities.

b. Secondary data [rom Central Bank of Nigeria, Habib Bank Nig Ltd, published
annual report, pubhished/unpublished Research work, seminar papers and several

other literatures on Agric Finance.

1.8.2 SOURCE OF DATA
The study made extensive use of secondary data because of the avatlability of literature
on opics and 1ssues that are relevant and/or similar 1o the project topic. Specilically,
the agricultural department of Habib Bank Nig. Lid provided most of the research
mazenals. Other sources of secondary data include:
- Annual Conferences reports of Agricultural Finance Department of CAN
- Financial Reviews
- Joumnals and Newspapers

- Literatures and unpublished works.

In addition oral mterviews were conducted with farmers who beneflited from such loans
to determine the relevance/etfect of the assistance if coinpared with their eardier

incividual and/or Group efforts.
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1. Identification and accessibility to appropriate finance;

1. Availability of foanable funds from the identificd sources

.  Satisfaction by the borrowing farmer of the lender’s criteria which are
noted i sound principals of lending, and

iv.  Accommodation of such credits within the law of the land and in
accordance with the economic, political, monetary, liscal and social

policies of the government.

TYPES OF AGRICULTURAL CREDIT

There 1s a general consensus in the literature that agricultural credit can be divided into

thrce categories as follows:-

S

Short Term Finance;
This 1s required to cover annual (Seasonal) working capital needs for growing
crops, wages, purchase of feeders and other short-term assets that are completely

used up during production.

Medium-Term Finance:-

This consists of funds tied up from (wo to five years in assets that are eventually
used up n the production process. These assets are partly fixed like vehicles,

tractors and growing of livestock.

Long-Term Finance;-

This 1s usually required to finance fixed assets such as land. land rights,
construction of farm buildings, purchase of machinery. plants and equipments,
etc for developmental purpose. The period normally range as from ten years

upward.



T he above classification is based on the usage and duration of the credit. However,
N fakings (1987), while accepting the above categorization as tenable, based his on the
vpe of farmer using the loan. According to him there are distinet categories of need

it agriculture for which credit 1s required.

I hese are:-
| Emergent Larmer credit

b |

Commercial farmer credit
3 Group development credit
I nergent farmers are those land users who are little more than subsistence producers
sceking 1o establish a foothold in the market economy. They constitute a majority of

the farming population.

C ommercial farmers, on the other hand, are the nmportant but smaller class. Lastly,

oup development credit is an essential category of need for use at the group or

r

smmunity level.

O

23 CHALLENGES AND PROSPECTS OF A VIABLE RURAL FINANCIAL
MARKET
The tradition of most developing countries if to promote rural development through the
extension of the services of urban financial institutions often promoted by Commercial,
NMerchant and specialized lending institutions. While preliminary successes were
recorded in some instances, available evidence shows that these institutions encounter
p oblems when they operate in rural areas. These difficultics are often traced to urban
characteristics that inconvenience many rural chents and discourage potential clients.

I spite of these, most urban financial institutions have been promoted principally to



sup;:lant to rural mformal financial markets. Indeed, the popular view of mformal
fina: ce 1s of powerful inoney under who exploit the poor through usurious interest and
unfa r seizure of collateral (Igben, 1977). Yet these indigenous rural financial markets
have persisted over a long period of time, and account for most of the financial services
provided to the rural sector. Arising from this dilemma are several questions which

agit e the minds ol many economists:-

1. If informal rural linancial markets have persisted where urban markets fail, to
what extend do their financing mechanisms over-come the weaknesses in rural
financial markets (Ri'Ms), that the more formal organizations display?

i What is the structure, characteristics and nature of financial services provided
by the informal rural financial markets?

iii.  What kinds of return can be introduced to combine the advantages of informal

rural financial markets with those of formal and specialized lending institutions?

In 1l ¢ Iterature there ace divergent views about informal financial markets, while many
ana ysts perceived the informal financial markets (also known as curb or fringe
ma kets) as evil charactenized mamly by usury and conscienceless loan sharks who
extc rt the poor (Patrick, 1968), others see it as the enduring solution to the great credit
proolem of small farmers, tenants and other small holder enterprises (Mayer 1979,
Sacay, Agabin and Yancho 1985). While atiention is given to promoting formal
finaacial institutions operation in rural markets Inspite of some of the observed lapses
littl: effort has been devoted towards undertaking the informal financial markets. An
attempt is made to identitv the informal rural financial market in Nigeria, noting the
structure, the clientless, the mstruments and modus operand: and the implications for

the financial viability and subsistence of the rural people by various authors.
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Generally, the mformal rural financial market usvally referred o as “unregistered
mon:y lenders™ “informal lenders™ “non-institutional sources™ and “unorgamzed
sources’ 1s defined 1o include all classes and types of credit and saving markets outside
the fHrmal financial system. The markets are made up of a heterogencous lenders and
save s and include landlords, merchants, professional money lenders, relatives, {riends,
peer group and other informal thrift and credit associations. They operate outside the
banl ing system, not regulated, and are more loosely monitored than formal sources.
Most often, they are not registered as being in the business ol rural financial
inter mediation but operate savings and credit schemes either as an integral part of their
maj.r business or source of income, or based on tenurial or contractual relationship and

soci 1l and kinship ties ({riends, colleagues, neighbours and relatives.)

In most rural setting, where banking facilities are non-existent, informal credit and
savings market dominates. Despite this fact, little hard fact is available to trace more
con:lusively the relative strength of the informal market due to inadequate statistics.
Hovever, a few studies (ljere 1986: Igben 1977) provides some indication of the scope
and magnitude ol the informal rural credit and savings in Nigeria.

A preliminary examination of this information shows that in many rural settings, many
farriers patronize money lenders for both consumption and investment credit during
land preparation and planting season. lgben (1977) showed that informal credit
accounts for more than 90 percent of the total rural credit in Nigeria in 1950s and the
1980s. He noted that prior to the advent of a few rural bank branches, many farmers
depended solely on the informal financial market for both savings and credit. Even
where a few bank branches existed, it was patronized by less that 5 percent of rural

finencial markets credit and savings beneficiaries.

15



Jjere {1986), also confinms firther that about 25 percent of the rural credil beneficiaries
patroaize informal sources such as money-lenders, traders or merchants and indigenous
credi nstitution based on cooperative principles called Esusu. In a survey of Nsukka
Loca: Govemment of Anambra State fjere (1986) estimated that 30 percent of farmers
samipled got their loan from money lenders, 40 percent got from Esusu clubs, 10

percent from supervised credit scheme and 5 percent from banks.

2.4  RURAL INFORMAL FINANCIAL MARKETS
There are five informal (inancial markets that are in operation in Nigeria:- They
provide credits to ruralites for agricullural activitics using available mdexes

based on agreement 1o corncertize the relationship.

1. The Money Lenders

Monzy lenders are individuals, who possessing excess loadable funds or with access
to tl¢ same, are willing to fend them {0 needy persons at a fee. According to [jere
(198 5) their inferest rates range between 20-100 percent and sometimes more. But their
loan is characterized by timeliness, regularity and case of delivery in the place and
amo it desired. Collateral Security accepted tor such loans may be tree crops, farm
land, buildings and other chatiels, The operations of the money lenders are olten
continued 1o well known localities and persons, and therelore do not extend 1o wide
geoy raphic areas. In general, money lenders are not strict in specification of credit use.
The provide a broader interpretation of rural credit to include the need for farim and
home financing, and displays expeditions enforcement of loan terms to ensure quick

repiyments.

16



.  The Cooperative Thrift Socicty

This 1s also a rotating programme where only savings are mobilized and no credit
extension o members.  The operators are ¢ooperative members who appomnt a
secr stary to serve as lender and collector. This job is done as an income earning job
as tl.e secretary is paid. He mobilizes savings and gives to owners as this is done at a
discount. It has been proved that this association thrives among the low income earners
part:cularly traders that want to save even under trying circumslances. The cooperative
thrif; socicty has proven very usclul in inculcating savings habits in traders and small

farn.ers who have very small idle cash balances at the end of ¢ach sales operations.

ii.  ESUSU

This 1s a rotating savings and credit assoctation which is popular in the rural sector.
Thi:. association intermediate in the most basic way. An inibator who serves as a
leacer periodically coilects a given amount {a share) from each member. The money
collcted (the fund) 1s then given in a rotation to each member of the group. The Esusu
is popular among many sinall savers in both the urban Commercial environment as well
as riral areas. The maodalities of operation varies from locality. For example, the lender
may receive no special constderation other then collecting the fund first, others may
takc only commission which may not total the fund collected. However, taking
con mission has its own disadvantage, as contributors will hold him hable for any

defiult,

17



iv.  The Mutual Aid Programme

(Te 1ba, 1978) states that “it 1s more of a cash-m-kind mutual association than
casl ‘credit organization. The members operating this programme mutually assist each
othcr on their farms through extension of services both in kind and cash. For cash/or

ke assistance, mutual - aid group determines the extent of linance:-

- Ard managenal requirements of the member beneliciary and requires each
member (o contribute both labour and other resources for accomplishing
the task.

- For a successful operation, there is usually a close relationship between
mutual aid, the farm and other business itsell, and the member farmer
consumption aspiration, savings patterns and own cash resources.

- The member beneficiary must also display the willingness to reciprocate
to other members the equivalent amount of cash and services when it 1s
his turn (o do so. A prior information indicated that many rural dwelling
propertics and farm plantations were established mainly through the

mutual aid schemes.

V. Productive Lending Programmes

This is another informal financial service provided mainly by traders. Usually, the
tracer m support ol farmer beneliciarics advances money or inputs, as
pro luction/consumption expenditures, and even linances the farmers consumption.
Such credit repayments are expected to be realized from the purchase of the farm
outhut by the financing trader, at an agreed price. The trader’s decision to provide
fina1ce to beneliciaries is ofien guided by his personnel know!edge of the clients, their

sou ces ol meome, then commitments and their respective abilities in farming and in
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any other significant income carning activitics. Because the (rader 1s lending Ius own
resources he 1s, therefore, highly motivated to consider very carefully the ability of the
bor owing client to service the debt. The savings and credit needs of the ruralities who
patronize the informal markets are not necessarily high. ljere (1986) showed that the
amounts borrowed by farmers from money lender often ranged from as small as 50

to « lightly above W 100,

This trend has changed over the years because of the devaluation of our currency, the
inl"ationary trend and the high depositors funds kept with the money lenders. Thus,
rel:tively 1t can be within the range of ®1,000.00 to 45.000.00. Moreso, many
infc rmal Credit operators find it more convenient to lend higher than smaller amounts,
oft n to ensure high interest rates to cover administrative costs. Due to inadequate
dat 1, it may be difficult to evaluate the performance of rural informal financial markets,
esp ccially against the background of their adequacy, interest rates charges, accessibility
anc viability. However, available Literature and prior information confirm that they are
very accessible to ruralites and at the same time more favourable and acceptable to

then,

2.5 ROLES OF OTHER FINANCIAL INSTITUTION IN RURAL AGRIC
FINANCING

Although there are divergent views as to the exact causes of the poor state of the

ag icultural sector, various scholars seem to have arrived at a consensus that the potent

fac or that has tended to inhibit any meaningful improvement 1s the inadequacy of credit

facilities. Because modern agriculture apart from being capital intensive and

me chanized, is also carried out on a large scale basis. The traditional perception 1s that
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the oxtension of thie services of formal financial institutions into rural financial markets
cou d bring about rural transformation rapidly. This may partially explain why many
dev:loping countries promote the growth of mstitutional financial markets mainly to
prorade credit [acihities on concessionary terms to operators of rural economy, such as
fariers and cottage industrial entreprencurs. While several development economists
favour this approach to development (Patrick, 1966), the literature 1s replete with
instances ol the growing ability of the promoted mstitutions o meet the {inancial
neels and inspiration of the rural dwellers ( Von Pishiice 1981 Graham and Bourne

19£0).

There exist three groups of formal financial institutions which operate in rural markets:-
1. The specialized development banks - such as the Nigerian Agricultural
and Coopcrative Bank (NACB), the Nigenan Industrial Development
Bank (NIDB) and Nigerian Bank for Commerce and Industry (NBCI)
ii. Semi [ormal instilutions, such as People’s Bank, Community Banks and
Federal Economic Advance Programme (FEAP)
ii.  Conuncrcial Banks.
- 475473
These formal and semt formal {inancial institutions operate with the aim of purveying
credits either at concessionary rates or on sofl terms, and are supported by several
fint neing facilitics such as the Agriculturat Credit Guarantee Scheme (ACGS), the
s Il and medium scale Enterprises Scheme (SME’s Scheme), National Directorate for

Emsloyment (NDE), National Economic Reconstruction Fund (NERFUND).



1. The Specialized Banks:-

These institutions are mainly specialized lending agencies that rely mainly on
go ernment and multnational institutions for their funding. The Nigerian Agricultural
and Cooperale Bank Limited (NACB) 1s a specialized fending institution which delivers
credit to the agricultural sector of the economy hitherto at concessionary interest rates.
This is carried out through the provision of loans to individual farmers, cooperative
organizations, Limited Liability companies, State and Federal Government Agencies.
In addition, the Bank provides financing by direct investment in the equity capital of

m: jor agricultural and Agro Allied Industrial ventures.

The Bank operates through a network of 22 Area Offices spread across the country
wi h their headquarters in Kaduna. Each arca office controls roughly one State of the
Fe leration. Under each area office there is a network of branch offices. Further down
an | located in rural areas, there is a network of representative offices, under the control
ol branch offices. This organizational structure indicates the distant network of the

he wdquarters to the rural setting.

Thz Nigenan Industrial Development Bank (NIDB) 1s a specialized lending institution
fo supporting industrial activities. The Bank which grew out of the Investment
Company of Nigeria (ICON) in 1964 had a restrictive operational guidelines which
limited operation to the following:-
- Medium and Long Term Finance to Nigeria Industrial and Mining
Enterprises which are privately owned and managed.
- Financial participation in projects up to §20.000 (minimum) and 10
percent of its paid-up capital and reserves (maximum).
- Loans maturing from 5 to 15 years or more than 15 years little evidence

exists to show that they provide services to the rural sector.



The Nigerian Bank for Commerce and Industty (NBCI1) is a development [inance
inst tution geared towards financing small businesses. The objectives of the Bank
imci.ide acling as a caialyst for development and engaging i all aspects of merchant
ban'<ing. It administers direct lending up to the tune of 750,000 from government
grai ts. In addition, it admuusters the Federal Muustry of Industries Special Fund for
smail-scale Entlerprises. However, the Bank has been saddled with shortage of [unds
due to high rate of fatlure of projects financed. The loans are allocated on a parity basis

to the state on soflt terms.

il Semi-Formal Financial Ins@itutions:-
These are made up of small holder credit programmes for supporting rural

activities. Among these institutions are:-

The National Directorate of Employment (NDE) which was established in 1986 to
pron ide financtal and enterprenural assistance to small self-employed people both i the
rura and urban centres. The NDE Scheme operates a credit programme [or agriculture

and small medium scale rural/coltage industries.

The People’s Bank of Nigeria (PBN) was formally launched in Oclober 1989 to
pror ide credit to smali-scale informal sector. The PBN 1s funded by subventions {rom
the Federal Government and Loans from State Government and Private Individuals.
The Bank’s operation is similar to the “Peer Group” or the “Collective proviston of
mtaagtble collateral” of the India and Bangladesh rural bank and the Niger Informal
Finence Money Guard World Bank 1990 report). The difference between PBN and the
“Per Group” informal financing 1s that PBN dhd not start its operation with Savings
Moaihzation in the rural area. Loan recovery is done with pear group pressure and
sanc tion (TABLE 2).
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ESTIMATED TOTAL BANKING SYSTEM CREDIT QUTSTANDING TO AGRICULTURE AND SMALL-SCALE ENTERPRISES IN NIGERIA
(=N=' MILLION)

Total Credit outstanding to the Economy Grand Agriculture & Small Scale Industries Total Agric  Share of
Total And Small  Agric & Small
CB MB XNACB* NIDB* NBCH CB MB Credit NIDB* MBCI* Scale Scale Total
NACB* Industries  Total in %
1986 63491  400.] 998 1756 809 71055 4622 201 1068 3635 137 6393 9.0
198t 85829 7i20 1300 829 923 498003 36 286 598 413 3735 7980 31
1982 10,2753 1,026.8 1390 3300 1074 118785 7866 401 1300 S46 3539 1.067.2 4.0
1983 11.093.9 14855 1012 3749 1235 13.1790 9404 545 1390 504 3835 12228 9.3
1984 11.503.7 1,686.0 822 3932 1447 138118 10521 793 10L2 367 315 1.300.8 9.4
1985 12,1703 1.802.%9 4030 1697 1559 150019 1.310.2 120.2 822 364 362 13852 10.6
1986  15.701.6 2.771.5 6078 55701 1922 198300 1.8303 2118 1030 104 162 25317 123
1987 17,3319 41658 7173 1.016.1 2207 23.652.0 2.427.1 3277 6078 482 454 34362 116
1988 19.461.2 4.289.8 G684 12611 2487 26,1692 3.066.7 3765 717.5 419 627 314653 17.1
1982 21,1190 53100 10435 15437 3051 29,3213 34705 8151 9084 734 877 33351 183
1990 37.308.7 11.217.0 1.243.5 1,893.7 3644 516629100860 28579 1,i08.4 1069 936 14,2628 276
1991 103420127600 1.442.5 21437 4131 57.101.3 12,5850 4,150.4 12079 1319 985 18.173.7 318

SOURCE: Derived from data complied from CAN Annual Reports
C B: Commercial Banks

M B: Merchant Banks

NACB: Nigerian Agric And Cooperative Bank

NIDB: Nigerian industrial Development Bank

NBCI: Nigerian Bank for Commerce and Industry

*: Estimate based on the annual disbursement figures

And A ASSUAEed bepay Mkl HLerest Laiey
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The Community Bank, licensed by Directorate for Food, Roads and Rural
Infiastructure (DFRRL) beginning from 1991 are unit banks solely owned and
controlled collectively by individual shareholders within the community. Available
infcrmation showed (hat, a total of 402 Community Banks were estabhished as at end

December 1992,

2.6 ROLES OF COMMERCIAL BANK IN RURAL AGRIC FINANCING
Th:: level of involvement of commercial banks in rural activities can be measured
terrxs of the banks provision of loans and advances [or agricultural activities (being the
dorunant occupalion} in the rural sector. The importance ol investigating this matier
can not be over emphasized because of the desire to determine whether rural banking
has benefited the rural population because of the commnercial bank’s operational
phi:osophy of liquidity and profitability which emphasizes short-term lending as against

Ion -term [undling requircment of agriculiure (Shenlideen, 1998).

The distress that has pervaded the financtal system for some time now calls for a
rea:sessment of the role of the diflerent sub-sectors in the National Econoimy. This has
become particularly necessary given the distress that has crippled most industries,
espzacially the banking sub-sector. This has adversely affected all banks and non bank
fin neial nstitutions, including the insurance companies, inspite of the {inancial distress
n tae banks, the commercial banks continue 1o dominate the banking scene in terms

of umber of branches spread and credit 1o the economy.
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Prior to the introduction of community banks, rural banking scheme involving
cormercial bank’s operations in the rural area had been a very good tool for
engineering a banking culture among the rural population. Their cffort also
cov.]plememcd the role expected to be played by the Nigenan Agncultural and
Cooperative bank (NACB) whose activities were geared towards distribution of funds
to -armers and, tangentially, towards mobihzation of savings from the agricultural

corununities in the rural areas.

Brzaverman and Huppy (1991) argue that government has to interfere in the financial
maiket i rural areas because commercial lending institution like the commercial banks
consider lending (o farmers problematic due to:

i Substantial unit cost in processing and admimstering smail loans to
numerous farmers.

. The farmers inability 1o provide collateral

iii.  The attendant unjustified fear of the risk associated with small scale
farming.

tv.  The perceived shortage of affordable credit.

V. The fact that the seasonal nature of agnicultural operations results in
nonsynclironization of cash flows and cash needs of rural producers which
invariably aflects the personal [unds that farmers would have injected into
their farming activities.

Onimode (1986) also argues that the elitist concentration of banking offices tn urban
arc: reflects their commitment (o rural underdevelopment, the manifestations of which
arc agricultural stagnation, incessant rural urban mmmigration and mass poverly.

According to him:-
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............ “The Commercial banking policy in Nigeria has so far produced only an
amc rphous and largely unspecialized banking system. Inspite of years of exhortation,
adeuate credit for long (erm ventures, manufacturing, agriculture and construction are
yel to be forthcominz rom the commercial banks. Insistence on profitability has

precluded extension of adequate loans and advances to these fields” (p.281).

Desoite these statements investigation has revealed that the Commercial Banks plays
a sinificant role through the rural banking scheme introduced to imbibe the banking

cult e and (o assist farmers/ruralites with loans for agricultural activities.

(Sheriffden [998) stated that “results of investigation carried out show that Comimercial
Ban <s contribute significantly to agriculture, which is the main occupation in the rural
are. s and that the fisheries sub-sector suffer on all counts. The result, in general,
mal! ¢s it imperative for us to conclude that commercial banks are veritable institutions

for he transformation of the rural sector”.
The refore, the commercial banks, if properly controlled, restructured and motivated,

can be a veritable catalyst for the transformation of the rural sector in spite of their

guic ing philosophy of profitability and liquidity.
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CHAPTER THREE:

HABIB NIGERIA BANK L'TD

3.1  ESTABLISHMENT AND DEVELOPMENT

Habi> Nigeria Bank Limited was incorporated as a private hmited hability company in

November, 1982, 1t was granted Banking Licence on 7th March 1983 and Commenced

operation on 16th May of the same year. The shareholder ratio is 40 percent Habib

Nig. Bank Limited, Pakistan and 60 percent to Nigerians. In 1985 however, and in

comoliance with Nigerian Enterprises promotion Act of 1977 the Nigerian Partners of

the “Zenture relinquished 10 percent (10%) of their shares (o the Nigerian Employees
for wcquisition under the stafl Equity participation scheme. The objectives of the
venture have been to ensure the followings:-

1. Introduce and maintain a banking style with a difference m Nigenia and develop
a sound bank with branch network in all the States of the Federation and the
Federal Capital Territory, Abuja.

y.d Provide Financial and Techmcal Assistance to the public and private sector
organizations with the framework of the government of Nigeria’s plan and

policies.



3. Mobilize deposits by encouraging savings through the introduction of effective

banking services and effective advertising programime.

With these at the back ground, Habib Nigeria Bank Limited went into full range of
retai] banking services {ailored 1o the neede of all categories of customers emphasing
servizes and professionalism with a difference. Generally, the main thrust of the
Bank ’s philosophy is the provision of quality service with emphasis not only on the
enlia :cement of social morals, but also on the need to be responsible to the
requirements and aspirations of t.hé communitics i which they provide services through

numarous products.

The 3ank started operations in May, 1983 with two branches but by the following year
the number of branches had grown to four with the addition of Kano and Tafawa

Bale wa Square, Lagos.

This stream of rapid expansion of branches network was maintained such that by the
end »f 1997, the number of branches had reachied 46 in 26 State and the Federal Capital
Terr tory. All the 46 branches are fully automated, plans have also reached an advance

stage in the conversion of computer to on-line, real time system.

28



3.2 ORGANIZATION & MANAGEMENT

The current structure of the Bank has the Managing director as the head of the
organization, circctly reporting to him s the Deputy Managing Director.
Thereafier, all the other Departmental Heads, Area Offices and Branches reports

directly or indirectly to the Deputy Managing Director.

ORGANIZATIONAL STRUCTURE
The Management of the Bank 1s the responsibility of the Board of Directors presently
comosed of 6 Nigerians and 4 Pakistanis. There is the Chairman of the Board and the

Mar aging Director Chiefl Executive 15 also a member.

The Board is charged with the responsibility for policy and general admimstration of
the « fTairs of the Bank, and also in accordance with the provisions of the Companies
and Alhed Matters Decree 1990 and others Financial Institutions Decree 1991 the
Ban s Directors are responsible for the preparation of annual Financial Statements
which give a true and fair view of the state of affairs of the bank as at the end of the
period and of its profit and loss account for the period then ended and comply with the

requ irements of both Deccree.

The e are 6 Departments in the Bank namely:- Corporate Services, Credits banking,
Inte national Finance Services, Audit & Secretariat, all these departments are headed

by Cieneral Managers, who give directives to other sub-units that carried out [unctions.



The Corporate Services department performs a purely admimistrative function. This
consists of five Department: Administrative, Personnel Stall Traming, Finance and
Accounts and Legal Departments. These departments are responsible for the running
of the day to day internal aflairs of the Bank, in addition they ensure comphance with

the Zorporate image of the Bank especially in the areas of publicity and advertisement.

Cre it department ensure compliance with the credit objective of Habib Nig. Bank Litd,
whizh s to have a high quality diversily loan portfolio and at the same time, amongst

others:

. Generate profits wineh are commensurate with the risks and the bank’s
target for return on assets and return on capital.

- Enable the Bank to promptly identify potential problem loans; thus
keeping non-performing assets and charge offs to minimum, and

- Adhere (o external regulatory directives concerning exposure to industries

sectors which government has identified to be strategic.

The department consists of two (2) units:- General Credit and special credit. The two
car ied out the same functions except that the special credits are usually associated with

high volume and specilically for Corporate bodies.

Geaerally the branches are the credit initiators of the Bank, because the credit approval
prccesses commence from the branch, proposal is usually prepared and all necessary
documentation put - in - place and thereafter the final decision/approval is carried out

at the Head Office by the Management.
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The Banking Services Group performs supervisory functions and consists of
Braach supervision department. Area Offices and credit administration. They
clo:ely monitory the performances ol all branches and match same against the

expected targets.

Intcrnational Foreign Services Group deals with all international transactions;
forcign exchange dealings, bidding session, inter-national money transfers and
operation of domiciliary account. “I'reasury activities 1s also part of the function
of (1is group, as they engaged in placements and other related investments for

the benefits of the orgamization.

The guiding principles and the stipulated guidelines, rules and regulations of the
bar ks as it relates to general operations is being controlled and monitors by the
Au it Department; the departments carries out both general and computer Audit

anc reports directly to the managing Director of the Bank.

o
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34 SERVICES AND PRODUCTS OF THE BANK

Habil) Nigena Bank Ltd i1s among the second categories ol Banks in the industry, as such,
they <ombined in their provision of services most of the products offered by the leaders in
the 1 dustry and at the same time act as a niche player with specifically designed products
to su : the needs of their numerous therefore, the bank offers to its numerous customers the
follo ving products and services:-

2 Term Loan:
To enable their customers finance specific projects which usually require large
capital outlay, the bank provides medium to long term financing for new projects
and project expansions,

b

Overdraft Facilities:

Another services offered by the bank is the provision of shori-term facilities in
form of Overdrafll. The Overdraft facilities are usually granted for a maximum
period of one (1) year (which may be renewed annually) to enable their clients
meet pressing cash calls or finance their working capital needs.

: ! Inland bills Purchase Facility:
This facility allows customers to obtain immediate payment on all their bills lodged
with the bank by discounting same with them.

4. Equipment Leasing:

For any economy (0 achicve meantngful growth, it must generate sufficient Savings
for investment. Crucial to the 1ssue of investment is the need for capital
accumulation. Habib Nigeria Bank, in identifying the this need, provide direct lease
financing (o allow customers the use of assets without bearing the capital outlay
required. Leasing also, allows numerous customers to guard. against obsolescence.
The services also cover refinancing options for asset (Sale and Lease Back) already
procured by their clients to enable them raise sufficient working capital that would
have otherwise been locked in assets. The Bank is also participating in consortium
leasing deals a'ong with other banks to enable clients the use of assets that require
huge capital investment.

r
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Preferential Sector Financing:

In line with government efforts of encouraging small and medium scale enterprises,
the bank participates actively in linancing such enterprises through (the National
Economic Reconstruction Fund (NERFUND) and other Governmental bodies set up
for that purpose.

Warchousing Loan:

Customers also enjoy warchousing or stock [inancing facility, Customers goods
are pledged as sccurity and are then deposited in warchousing in the name of the
bank against which the customer is allowed credit accommodation. The bank
has extended this facilitics to a number of customers to ¢nable them either stock
pile needed raw material for future usc, or take advantage ol prices, etc. This
service 1s mostly beneficial for seasonal goods.

Export Financing:

The Bank has been i the fore front in providing short, mediem and long term
funds for export operation for its numerous clients. They are also a participating
bank in the Nigerian Export Import (NEXIM) credit agency which was established
by the government with a specific mandate to assist banks (o provide pre and post
shipment finance in support of non-oil exports under the Rediscounting and
Refinancing Facility (RRF). Other services provided by NEXIM mclude Foreign
Input Facility (FIF) which provides manufacturers of export products the needed
foreign exchange for the importation of capilal equipment, packaging and raw
malerials for the production of {inished or semi finished export products.

Loan Syndication;

The Bank, along with other Banks is participating in quite a numbcr of Syndications.
Syndications allow the teaming customers raise large sums of money that would have
been very difficult or impossible to get from other arrangement. Syndicated facilities
offer customers the opportunity to expand working capial assels preparatory to
business diversificatton or acquire/replace capital assets.

Foreign Exchinge Dealings:

The International and Finance Services (IFS) Division will guide a customer in
all foreign exchange transactions. Using a reputable correspondent banks abroad,
the bank promptly open and confirm letter of credits for foreign exchange
transactions as well as handle other legitimate remittances on behalf of the
customers. Somc of the Forex dealings handle by the Bank are as follows;
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a.

Open and Advice of Letter of Credit

Various types of Letter of Credit (L/C) are opened on behalf of Clients
wishing (o import goods into Nigena. Likewise acting as advising Bank
to Exporters, receiving L/C for the export of goods from Nigeria.
Document Collections:

The Bank forward Shipping documents on collection basis and arrange for
receipt of funds in respect of same.

Clean Collections:

Funds may be remitted to the Bank for payment to a beneficiary who may
not necessarily be a foreign currency account holder. Foreign Currency
checks may be forwarded through the bank for collection. Proceeds of
these may be utifized in foreign currency or converted to Naira.
Domiciliary Foreign Currency Accounts:

A customer may operate USS$ or Pound Sterling Currency Account from
any of our Branches. No restrictions are placed on use of funds in such
accounts.

Sundry Payments:

The Bank may source Foreign currency and remit on any legitimate payment

duly supplied with relevant documents, eg School fees, Subscriptions.

The above represent some ol the services provided under forex. However, the bank

will assist its client to conclude any legitimate foreign currency transaction allowed

under existing Federal Government regulations and Central Bank of Nigeria

guidelines.

"
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10.

11

12.

Inland Correspondence Banking:

The Summary of services being rendered to clients by the Inland Correspondence
Banking Departinent is (o assist the Correspondent Banks by extending services
(o their clients through the Bank’s wide network ol branches where they do not

maintain presence. Through this, obligations to ther clients are promptly honoured.

Treasury Operations:

Habib Nigeria Bank places {unds with some selected banks and discount houses
(o maximized returns as well as diversify risks. The bank also issucs and deals
in money markel instruments. They assist their corporate clients raise short-term
bridging financing and working capital through various money market instruments
such as bankers acceptances, commercial papers etc. Which are alternative and

cheaper sources of financing,.

Agric and Rural Development Finance:

The bank is involved in a wide range of Agricultural Financing from production
to marketing of commodities with full range of extenston services tailored to the
needs of all categorics of farmers, with due emphasis on scrvice and professionalism

with a difference.

To enable the bank reach more fanmers at grass root level, most of the credit
proposats are considered i line with the Agricultural Credit Guarantee Scheme Fund
(ACGSF) gwdeiine. The effort of the bank under this scheme have been most

rewarding,
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13.

14.

Due to the generally low economic capability of peasant {armers, the Bank’s

approach has been to organize them mto voluntary Self-Help Groups (SHG’s).
The farmers objectives is the same and if they are brought under one umbrella,
it will be easier to address their common socio-economic problem. The bank
direets them i such a manner that they meet the latd down guidelines for group

formation.

The bank also encourage and finance other economic activities 1 the rural areas
by providing [inancing for cottage and traditional industries, as well as other
commercial engagements of the rural dwellers towards meeting up with the bank’s
desire {0 alleviate poverly among {he ruraliies. - £
Term and Short Notice Deposits:

For customers that have surplus and idle funds, Habib Nig. Bank Lid offer special
deposit services to them at an agreed interest rate and duration within the

requirement of the faw.

Guarantees, Bonds and Indemnities:

Part of the services being rendered to chents include issuance of Advance Payment
Guarantees, Bank Guarantees, Bid Bond, Tender Bonds, Custom Bonds and
Indemmities to guarantee transactions entered into by clients and third parties. The
third parties are, therelore, assured of payments in respect of such transactions

entered into by the Bank’s clients.
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CHAPTER FOUR:

DATA PRESENTATION & ANALYSIS

4.1  PERFORMANCE OF COMMERCIAL BANKS IN RURAL AGRIC
FINANCING AND POVERTY ALLEVIATION

Mal: utrition results from insufficient intake ol specilic nutrients in a diet and may or
may not co-exist with hunger. Both malnutrition and hunger are closely related to
pove:ty, which 1s why there has been a glamour for availability of suflicient food as a
basic human right. Adequate domestic production is considered to be the major
dete: minant of food security. Thus, the recommendations therein focus on policies that
will znhance domestic production of agricultural outputs in the following areas:-

- Increased access of farmers to productive resources

- Improved extension services and ensuring reasonable and stable

supply of agncultural inputs.

Accirding to Broca and Oram (1991) about 595 million people were calorie deficient
in de veloping countrics with the exception of Nigenra. In Nigeria for instance during
the 1.criod between 1970 - 1979, the average annual deficit m per capita daily Calories
ntai ¢ was 24.4 percent, and within the periods 1980 - 1989, and 1990 - 1994, it
beci me 23.58 percent and 8,38 pereent respectively (CBN, 1993: African Development
Ban, 1996). The food situation 1n Nigerta has led to a tremendous increase in the
price of food over the years and a detertoration i the living conditions of many
famihies. For example, the aggregate consumer price index for food rose from 24.5

perc:nt 1976 to 11.75 percent in 1994 (CBN, 1994 1887).
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The Her capita income is very low and has declined over the years. For example, in the
pericd 1970 - 1980, the average annual per capita income in Nigeria was 1,540 but
durir g the period 1981 - 1994, the amount declined to ®920.00 (CBN, 1993; 1994).
The problem was highlighted in the World Bank Development Report of 1988, where
it was shown that in 1980, almost 14 million Nigerians or 17 percent of the population
sufic ed from food mmsceurity. Consequently the income of most families are no longer
adeq iate for the basic sustenance of life. This situation 1s gradually improving with the
spred of Commercial Banks v the country and their mcrease over the years as

indicated by the Table below:-

TABLE 4.1
NUMBER OF BANKS

YEAR NO
1960 10
1990 58
1995 65

Source; CBN BULLION (vol. 21 No.3)

The Number of Branches simultancously increase along with the number of Banks,
how :ver, the concentration of Branches in the urban center at the detriment of the Rural
area . still persist, with all its inherent associated negative impact on the improvement
of ay ricultural productivity. Because the spread of agricultural finance cannot be easily
avai able to the numerous agricultural populace concentrated in the rural areas. The

table below shows the number of branches in Urban & Rural areas.
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TALLE 4.2

NUMBER OF BRANCHES IN URBAN AND RU

YEAR 1986 1988 1995
URBAN 1367 1939 2403
RURAL 481 602 763

Source:  CAN BULLION (Sept. 1997)

This table shows number of Bank Branches between 1986 to 1995, However. out of

this number concentration is higher in the urban areas.

Des ite this glaring di'Terence i the location of branches the Commercial Bank Credit
to «conomy, although increasing, but preference is given 1o other sectors in the
ecoomy if compared with the agricultural sector. The table below analyzed the

amc unt of credit by Commercial Bank to the economy.

TABLE 4.3
COMMERCIAL BANK CREDIT TO ECONOMY

YEAR AMOUNT
1986 20,309.5m
1993 94,841.0m
995 165,336.7m

Source: NES, ANNUAL CONFERENCES
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The | olicies adopted in Nigeria in the past lo encourage industrialization have typically
inclu led many elements which directly favour capital intensity at the expense of labour.
Gencrous mvestment allowances combined with Tow tarifls have encouraged the
impo tation of machinery. Such machinery was considered to be sound collateral for
bank loans and for this and other reasons the banking system - Nigenia had often
favoured the large-scale modern sector rather than small-scale enterprises in the

admi ustration ol credit.

The table indicates that, between 1980 and 1992, the share of large-scale
man: facturing industry in commercial bank loan were significantly higher than those
of o her sectors including agriculture. On the average, manufacturing industry
acco nted for 31 percent of Commercial Banks Loans. While Agriculture accounted

for barely 13 percent.

e

TABLE 4.4

Sec oral Distribution of Commercial Banks Loan, 1980 - 1992 (N million)

Year  Agric & Munufacturing Mining & Real Estate &  Other Total
Forestry Quarrying Construction

1980 462.2 1956.6 50.9 13524 2553.8 (6349.1
1981 S20.6 26594 2E.0 17505 3010 85829
1982 786.6 3037.6 94.3 2085.0 412718 102753
1985 9404 3053.1 118.7 2260.2 4721.5 110933
1984 10521 3083.5 165.5 23738 4828.2 11303.6
1985 13102 3232.2 236.1 24937 ARVK.0 12170.2
19806 18303 4475.2 208.0 28404 7004.9 17531.9
1987  2427.1 4901.2 246.3 28104 T181.3 19561.2
1988 3066.7 OU78.0 2273 I007.9 7181.3 19561.2
1990 42214 T833.7 3624 32108 10321.8 260001
1991 5012.7 10211.3 541.8 3573.2 11267.2 31302.1
1uu2 6978.9 151039 759.7 40594 8063 12008.85
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The iable above shows scctorial allocation of Commercial banks loan to the econonry;
this has revcaled sufficiently that agriculture and its associated sectors obtained
com raratively lower amount than the manufacturing sector and others, if the reverse
were the case, agriculture sector will be able to provide sufficient raw material {or
manufacturing purposes which will eventually curtatled importation of finished good

from overseas.

4.2 EVALUATION OF HABIB BANK NIG. LTD UNDER RURAL AGRIC
FINANCE SCHEME
In the area of linancing the agricultural sector, while government was looking for a
situation whereby finance would be readily avatlable to farmers through the liscal
policy on the one hand, the commercial and merchant banks on the other hand
cons stently lent short of prescrtbed limits under the credit allocation policy. Average
shor falls in commercial bank lending to agriculture, for instance, ranged from 10
percent in 1980 10 29.3 percent in 1993, (Mrs Evbuomwan, G.O. 1993). With regard
to the: specialized lending mstitutions, the trend in annual loan disbursement is generally
very discouraging. This might be due to lack of collaterals by farmers and the default

rate Hf repayments.

In order to mimimize these finance related problems i the years ahead, banks and
agricultural credit extension oflicers should be encouraged on the formation of formal,
Self Help Groups Scheme (SHGS) and link them to financial installations to encourage
savirgs which could serve to satisly partially the requirement for tangible collateral to
support lending. Lending to groups under the linkage programme has many
adventages, including higher loan repayments rates because of peer group pressure,

lower transaction costs for all partics and better spread of loan to various activities.
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The history of Self Help Groups Scheme in Habib Nigeria bank Limited, dates back to
199 when the Bank played great role in meeting the Credit needs of the various Self
Hely. Groups operating wath the Bank. The idea 1s 1o encourage farmers to save from
thet farm and other non-farm proceeds. The savings can in turn be used as a collateral
to aail Credit facilities. At inception of the scheme the Bank started with (5) SHGS
on 2 pilot programme. }iowever, soon the sysiem proved effective i meeting the credit
needs of farmers hence the gradual need to expand the system to all other loan
bene:fictaries under the ACGSF. The Bank then devised an cffective strategy of
operating such specialized scheme which ultimately improves the cfficiency and

producitive capacity of the Scli= Help Groups,

The formation of Self Help Groups is premise to the small scale operations and very
meager farm income of the peasant farmers with its consequent low propensity {o save
or 11vest their meager individual resources for productive purposes. The approach
adonted by the Bank has been to organize them into voluntary Self-Help Groups. The
farriers objective must be the same, and if they are brought under one umbrella, it
bec)me easier to address their common socio-economic problems. In organizing
indi-adual farmers nlo voluntary SHG, the Bank only direct them n such a manner that

ther meet the lard down gundelines for Group [ormation.

At i mes, the Bank take the pain of organizing the farmers into groups based on their
reqiest. However, ia any mode of group formation adopted one thing is certain and

that is thewr aims and objective have o be congruent with that of the Bank,

The typology of the Group under the Linkage programme, takes the form of
for al/informal society approach where individual members (either men or women) are

org mized into groups. In the men category, loan facilities are targeted at direct
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Agr-cultural production while in the women calegory, the farmers who are woinen,
bencfited in Loan targeted at processing Agriculiural productions. The Bank have

staried recording varying decrees of success on the SHG scheme.

The eligibility crileria for obtaining credit facilities s determined alter the group
forniation. ‘The Group usually open a Savings Account with any of the Bank Branch
nearest 1o them. Such Accounts have 1o be operated satisfactorily for six (6) months
befcre they can become chgible for loan consideration. The saving aspect 1s made
paramount in the mmds of the members of a Sell~help Group, while regularity of such
savings is used as eligibility criteria for obtaining credit facthities. Lach Self-Help
Gro 1p has to adopt a written bye-laws and the members have 1o adhere strictly 1o the
rule ; and regulations contained in the said bye-laws. Ability to maintain simple book-
keeping such as membership register, savings passbook register, income and

exp-:nditure are very important.

The adoption of the Self’ Help Groups system by the bank and its associated benefits
to f: rmers gradually develop over the years with higher number of farmers orgamzing
into groups. From the data obtained, it was discovered that between 1990 - 1996 the
grovp increased with much wide spread throughout the Bank branches (especially Rural

braich) located in the Country.

TABLE 4.5
NUMBER OF SELF-HELP GROUPS
YEAR GROUPS
1990 50
1991 102
1992 150
1993 200
1994 220
1995 281
1996 310
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The group formation at commencement had a small number but suddenly increased
drastically because of the financial needs of the farmers and the willingness of the Bank
to giant loan. However, with the advent of Peoples Bank and Community Bank the

num yer of the group formation decline.

Gen2rally, Habib Bank of Nigeria Ltd performance in the Rural Agricultural
finasicing can only be complimented by the eradication of distortions in the interest
rates policy and high cost of funds. The present cost of {unds and transactions costs
of {t rmal financial markets will be too high for rural borrowers. The Bank therefore
in alddition to the instiative of Self-Help Group introducc the Agricultural Credit
Gua antee Scheme Fund (ACGSF) that will accommodate lower intercst charges or its
com lete elimination, to be replaced by profit sharing policy, while in the event of loss
the ACGSF should be applicable.

43 AGRICULTURAL CREDIT GUARANTEL SCHEME FUND {(ACGSF)

In =ssessing their customers request for loans and advances banks usually apply a

pop dar acronym called PARTS; where P stands for Purpose of loan, A for Amount,
R for Repaymeni, T for Terms and S for Security). The case of lending for

agricultural purpases is no exception.

Hovwvever, prior 1o the Mid-seventics, available statistics showed that banks were more
favourably disposed towards lending for manufacturing and general services than to
agrculture for a number of obvious reasons. One of these was the fact that the
ma;ority of promoters of apricultural projects were usually unable to provide adequate

and acceplable collaterals to banks.
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A ver table device for the putpose was found in the ACGSF which was established by
the Federal Government in 1977 by Decree No. 20, The Decree provides for a fund
of #& 00 million subscribed to by the Federal Government (60 percent) and Central

Bank of Nigeria (40 pereent).

Actu: | operations under the scheme commenced in April 1978 and bank loans under
ilns scheme are guarantced up 10 75 percet of the amouwnt of default. Maximum loan
to an individual was originally fixed at #50,000. The maximum loan that the fund can
guarz itee for a cooperative society or a registered company ts #1 million. Ventures for
whicii loans could be guaranteed by the Fund mclude Crop production (both food,
fiber: and industrial raw materials and Animals husbandry, Fisheries, Agro-allied

Indus iries and Agricuttural plant-fine.

Since the inception of the Fund, it has been under the management of the ACGSF
Boar i, with the Central bank of Nigeria as the Managing Agent for its day-to-day
admi ustration. In other (o avoid delay, much ol the work of guaraniecing loans under
the scheme is done at the CAN branch in the State in which a transaction under F‘lllle
scheine takes place. The Agricultural Finance Department of the Head Office of ICAN

Co-crdinates the branches and serves as the secretariat of the Fund.

a. SIZE OF THIE FUND:

“The Funds paid-up capital grew rapidly [rom &15 million in 1978 1o #485.5 million
in 1582, but has remained at that levei since the need for further subscription has not
artsen.

Clos:ly related to the issue of a fully paid capital is the value of the total resources at
the disposal of the Fund. As at December 1988, resources at the disposal of the Fund

was 8160.60 million (87.8 percent) above the paid up capital.”
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“The capital of the ACGSE which stood at #3855 nuliion was invested mainly on
Govemnment securifies, The investment fed to a further appreciation of the Fund by
#1943 milhon as at the end of 1990 compared with &174.9 milion in 1989.”

This ;:1ves an indication: of good imanagement of the fund’s resources - especially in the
mves'ment of the utilized balances in mterest - bearing povernment securitics. it also

gives a sign of good matching of guarantce issues, claims and claims sciticment.

In 1937 about 945 loans amounting to 30.95 million was guaranteed; these guarantieed

loan ncreased 1o 34031 loans amounting to #&121.9 million mn 1996

TAELE 4.6
NUMBER OF 1LLOQANS AND AMOUNT QF 1LOANS
GUARANTEED BY ACGSF FR 987 - 1996

1987 945 30,945.00
1088 1295 35,642.40
1989 1076 31,763.90
1990 1333 36,307.00
1991 1642 24,654.90
1992 3337 44,243 .60
1993 5203 68,417.40
1994 16209 102,152.50
1995 24538 118,611.00
1996 34081 121,940.00

Source: ACGSF Annual Reports

Sinc: 1987 in particular, there has been a consistent increasc in the number and amount
of loans guaranteed bv ACGSF. This trend can be attnibuted to the improved
awa eness amongst the farming population cspecially the small-scale operators who
were the most disadvantaged in terms of meeting bank requirement for collaterals. It
is in perative 1o note the leap in the number and amount of loans guaranteed between
1995 and 1997 (Table 4.6)
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This dramatic increases, observes Adebiyi (1989), was as “a direct response to the
intro-luction of &5,000 loans which banks could grant without obtaining collateral
from borrowers.” It does appear that the active participation of most banks in the
disbursement of secunity - {ree loans is an endorsement of the economic relevance of
the ACGSF. [However, there was a corresponding decline on the Total amount

disbursed.

C. LOAND GUARANTEED BY PURPOSE:
As earlier stated, livestock, food and cash crops, mixed farming, ¢te are ¢ligibie for

finance under the ACGSF. (See table 4.7 for details)

Between 1978 and 1990, a total of 122275 loans amounting to #765,375.8 million has
been guaranteed by the Fund. Livestock got $252,115.10 million (or above 32.94%);
mixcd farming - #821,031.60 million (or about 2.75%) food crops - #40,486.20
million (or about 52.90%); cash crops - 42,294,500 ( or about 5.33%) and others -
#4435 070.40 million ) or about 5.89%).
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'ABLE 4.7

UMBER AND AMOUNT OF LOANS GUARANTEED BY ACGSF BY

URPOSE 1978 - 1990

LIVESTOCK MIXED FOOD CROPS CASH CROPS OTHERS
FARMING
Year No \mount No. | Amount No. Amount No. Amount No. Amount
1978 137 640 35 1555.50 116 2868.20 - - 53 | 820.70
1979 339 214428 27 2220.00 391 7456.10 97 737.60 | 251 | 1749.20
1980 263 21064.8 12 2761.30 472 5176.30 123 965.60 75 | 977.00
1981 275 | 25147.50 30 1128.40 702 7444.70 107 1032.70 181 | 889.10
1982 322 | 21875.50 5 77.70 658 5706.40 22 580.70 69 | 3528.30
1983 362 | 23364.70 20 1998.60 736 8202.60 50 334.00 165 | 2407.60
1984 541 12642.50 5 227.50 808 4784.80 30 280,00 | 258 | 6720.10
1985 768 | 14876.60 18 2180.20 1909 13569.20 36 2081.00 | 606 | 11536.40
1986 731 | 27449.10 20 2353.60 4204 34953.90 190 2112.30 58 | 1548.50
1987 1108 | 33914.20 14 2102.00 13674 56906.60 1027 7162.00 | 386 | 2067.70
1988 1128 | 23017.20 | 415 3199.10 21426 77979.00 1307 1215020 | 263 | 2294.60
1989 1005 | 12423.30 19 227.70 29669 160013.10 2475 1077280 | 1352 | 5873.40
1990 1252 | 18866.90 1 1000.00 27224 79832.40 1020 4085.60 | 1234 | 4671.30
(OTAL 8231 5211510 621 21031.60 101989  404864.20 6483 4229450 4951 4507040
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d. LOANS GUARANTEED BY CATEGORY OF BORROWERS:
Out Hf the total number of 57,024 guaranteed loans between 1978 and 1988, 5,721

or 9 .71% were individuals and only 374 (.66%) were cooperatives. The remaining

029 1.63%) were companies.

Wiil regards to amount, f269.99 (or 50.20%) was guarantced to individuals, in
contast to f17.04 (3.70%); to Cooperatives and Companies - #2544 (4%) was

guarnteed.

TAIT'LE 4.8

NUMBER AND AMOUNT OF LOANS GUARANTEED BY CATEGORY OF
BOT'ROWERS (1978 - 1990)

INDIVIDUALS COOP. SOCIETIES ~ COMPANIES

NO AMOUNT | NO. AMOUNT | NO. AMOUNT
1978 300 4.373.70 12 1.080.90 29 4,529.00
1979 1,008 | 13.056.20 30 1.926.30 67 18,634.50
1950 3251 13,522.30 22 626.90 71 16,795.00
191 11,205 | 17,813,40 28 796.10 62 17,032.90
1932 1,013 | 16,117.70 10 474.00 53 15,172.20
193 1,248 | 14,179.80 12 609.90 3 21,499.80
19:34 1,563 9.,853.90 9 377.00 70 14,424.00
1935 2,319 | 19,407.70 15 702.00 103 24.133.90
1936 5,001 | 25,643.30 33 1.099.10 160 41,675.00
1937 15,96( 54,97.20 113 4.379.00 136 42.676.30
1938 24,352 | 80,078.90 920 4.166.30 96 34,365.80
1939 N. A N.A | N. A. N. A. N. A N. A
190 N. A N. A | N.A. N. A N. A N. A
TCTAL 55721 | 269.442.1 374 | 11,037.50 020 | 251,139.70

SOU RCE: ACGSF ANNUAL REPORT



Some discernible observations are certain from the above presentation. The first is the
almc st negligible proportion of loans guaranteed to cooperative despite the fact that
thev remain an and elficient channel for reaching a large number of farmers. This is
also ndicative ol the poor level of cooperative development in Nigeria. The second
poin has to do with the fact that slightly more than half of guaranteed loans went to
indiy duals. From the foregoing, it could be seen that in terms of number and amounts
of lcans guaranteed, [ood crops was first followed by others. Mixed farming trailed

last. coming afier hivestock and cash crops.

Sma | scale food crops producers, who are in the majority in Nigeria, source most if not
all t!eir mputs locally, an act that is practically dilTicult for livestock growers. This
exp! mation (of SAP eflect) is also true of farmers in cash crops, who in the quest 1o
cap! alize on the price advantage provided by exchange rate adjustments, have had to
borrow more money from banks to expand and maintain their farms. The result 1s the
leap in both the number and amount of foans guarantee by ACGSF as from 1986 when

SAL was mtroduced.

The domineering position of food crops in terms of number of loans should be seen as
an indication of the Federal Government’s drive towards self sufficiency in food

proc uction.

It slould also be stated that in the last half of the review period, guaranteed loans to
fooc crops increased at a faster rate than that of livestock, partly because of the obvious
iy lications of the Structural Adjustment Programme (SAP) which appears 10 have

fave ured enterprises that fully source their inputs locally.
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4.4  BANK LENDING UNDER ACGSF

The dbjectives of the scheme had been to increase bank lending to agriculture. How
then can the impact of the scheme on bank lending be judged, one way of doing this is
by comparing the share of agriculture in total bank lending before and afier the scheme.
Bascd on this, there has been some relative improvement in the share of agriculture

since the scheme came into operation.

In th* six year ol its operation from 1979 to 1984, the share average of 7.5 percent, and

3.9y ercent pomts to improvement over years 1973 1o 1978, Thus hardly substantial,

How ever, the 7.5 percent is still regarded as small. compared with the shares of some
of 1l ¢ other sectors ke manulacturing (30%), real estate and construction (22%),
gencral commerce (15%) and services (11%), considering the financial needs of
agriculture and the fact that agriculture currently accounts for about 14 percent of the
gross domestic product (GDP). Manufacturing and real estate and construction for

exarple; currently account for 8 and 9 percent of the GDP, respectively.

The juestion 1s whether the relative improvement can be attributed solely to the impact
of the Scheme. This can not be so for a number of reasons. One, the fact that 7.5 of
the mmount of bank lending to agriculture occurred outside the scheme, makes

attriouting the improvement wholly or 1o a large extent to the Scheme unadvisable.

Two, attributing the tnprovement to the scheme would mean discounting the influence
of other factors. Those [actors include the Rural banking programme, which came into
effect mn 1977, and raising of the percentage of banks total loans stipulated for
agriculture in 1980 from 6.0 to 8.0 percent and even to 15 percent in 1988, which might

have prompted banks (o strive to comply with the stipulation by increasing lending,



Three, some of the loans made under the scheme might siill have been made in the
abseince of the scheme. "the scheme, at best, can be said to have increased lending only

if its results in loans being made that would not normally have been made.

Another parameter of judging the impact of the scheme on bank lending, which is really
a vartant of the above one, 1s the extent to which banks have achieved the percentage
of thair tolal loans stipulated for agriculture i the peniod under review. And as earlier
state, since the measure was introduced, bank lending has consistently fallen short of
the prescribed levels. Inspite of the penalty for non-compliance.
A

The penalty for non-comphiance 1s a forfeiture of the short-fall to the CAN: at no interest
for transfer to the Nigeria Agricultural and Cooperative Bank (NACB) for on-lending

to farmers.

Based on the two criteria above, it is evident that the scheme has not resulted in any
substantial increase in lending to agriculture. The share of agriculture 1n tolal bank
lending has not been substantial and the banks have failed to meet the stipulated lending

to agriculture all over the years.

4.5 OPERATIONAL PROBLEMS OF ACGSE

In the course of the Fund’s operations, a number of problems have been identified as
militating against a smoolh performance. The first problem derived from a rapid
expansion is the scope of operation. The substantial increase in loans from 945 in 1980
to 30704 in 1990 suggested the need for increased men and materials for effective

supervision,
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It also imphlied the need for mproved sophistication in the Fund’s administrative
macinery since only 8989 ( or 15.76 percent of total) loans had been fully paid.
Unfortunately this was not the case. While conceding that the Central Bank of Nigeria
had dopted a number of measures to enhance the discharge of its functions, it still has
rooi 1 for improvement in the areas of man-power and equipment’s especially the
comouterization of records of the Funds operation which have gradually become more
diffi zult to handle manually.

The second problem was the merease i the number and amount of delinquent loans.
The Scheme has recorded remarkable incidence of defaults which could be traced to
a number of factors. Some ol these lactors include dehiberate attempts by borrowers
to cefault, natural disasters, poor project management by larmers, poor project
appraisal by banks, inadequate or total lack ol project monitoring by banks. Ultimately
disb irsement of funds by banks which, at times, encourage loan diversion, etc. There
are ood indications that apart from natural disasters over which man has no control,
all other causes ol default could be controlled by both the banks and the borrowers.
Whet is required 1s just for all the interest parties to recognize the negative impact of
defaults on both the scheme and the society at large. And for default due to natural
disaters, the new National Agricultural Insurance policy under the management of the

Nigeria Agricultural Insurance Company (NAIC) is mandated to handle such cases.

Closely related to the above is the delay of the Fund in settling bank’s default claims.
Though the problem is partly administrative and also partly due to the failure of some
of the banks to file their claims in accordance with the ACGSF guidelines. The delay

of tl e Fund, in settling claims was more pronounced in 1983/84 and 1986, when the

wh
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Boarc of the Fund was dissolved without an immediate reconstitution.  Since the
credit ibility of the Fund depends, to a large extent, on an efficient settlement of claims,
it becomes imperative for both managers of the Fund and the lending banks to work in
concent towards removing all obstacles on the path of a Tull realization of the Fund’s

objee ves.

A forth problem confronting the ACGSFE 1s the delay by banks m processing, approving
and cisbursing loans o farmers. This delay could be due to madequacy or tramed
perso nel, admmmstrative lapses mcludimg an over-concentration of decision making at
bank head offices, unacceptable project package and presentation by potential
borro vers efc. The adverse consequence of untimely credit defivery can not be over-
emph sized here. It could however, suffice to say that if allowed to persist for a long
time, (his problem could reduce aggregate farm output; encouraging loan diversion and
trigger massive defaults. In particular banks need to remember that it is part of their
respeasibilities under the ACGSF to help (farm) project promoters to comply with all

conventional requirements for bank credit.

The Poor performance of cooperatives under the ACGSE operations 1s another
problem. A sizeable proportion of individual loans made under the Scheme would have
been cheaper and easizr 10 administer - both by the banks and the Managing Agent if
they 1ad been made through cooperatives. Cooperatives remain a very good device for
credit delivery to small farmers who currently produce bulk of the available food in
Nigeia. Therefore, any measure undertaken to ensure the development of strong and
viabl: cooperatives in Nigeria would also be a measure in support of improved credit

purv:yance for agricultural purposes. —
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Ancther constramt has to do with the specificd maximum sizes of loan to individuals
fron: 150,000 to W 100,000 should be applause, since this would help farmers to face
the “hallenges ol soaring input prices and other production costs. However, the fatlure
to s milarly review the size of maximum loan to cooperatives and companies deserves

a sceond look.

The reasons are obvious. I on one hand there is a clamour for rapid development of
cocperatives and on the other there is an upward review of maximum individual
ent.tlement or loans, the net effect would be a reduction in the number of individuals
that would benefit from any loan guaranteed to the cooperative society. Also, since the
cos profiles of all [arm operations have gone up, there has been a general increase in
the size of loans requested by companies. Presently, it 1s not uncommon to find a
conipany borrowing more than one million Naira from the bank, out of which the Fund
woild guarantee only a million. There may be no obvious problem with this
arrongement until when there is partial default. The solution to this type of problem lies
eithier in an expansion of the scope of coverage of the Fund’s guarantee - to cover
more than one million Naira, or alternatively to explicitly amend the Decree

establishing the Fund to cater for this type of problem.

Finally, ACGSF has a problem of publicity. The obvious level of disparity in the level
of operation 1n various states may not be wholly due to unawareness, however,
cor certed efforts should be made to further arouse the awareness of Nigerians on the

act vities of the Scheme.
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"HAPTER FIVE:

5.1 SUMMARY

The inportance of the agricultural sector to the Nigerian economy before and after
indepcndence as a provider of employment, food, raw materials amongst othcrs has
been [urther conlirmed by the study. But evidently agricultural production has nct been

able t¢ keep pace with the growth in population rate.

One o the factors identificd by the study as responsible for this un-savour of situation
1s inadequate credit financing to the sector. To reverse the trend, various firancial
institu ions have initiated products such as Agricultural loan schemes, Self-Help Ciroups
and Rural Agric Finance. The Federal Government through the Central bank of MNigeria
has been playing a motivating role in all policies and strategies aimed at reinveriating
agricu tural production. These include directing Banks to allocate a given perc :ntage
of loans to agricultural production, concessionary interest rate for such loans :pecial

moratorium on them and insuring part of the loans through ACGSF and NAIC

The main thrust of the study has been to examine effectively to what extent financial
instittions especially the Commercial Banks were able to influence the agricultural
production in the rural areas through rural agric financing leading to the eventual
consequences of poverty alleviation among the ruralites. The study first defined the
conce pt of agricultural linancing, and explained types of agricultural financiig and

various sources of such finance.



The challenges anc prospects of a viable Rural Financial Markct was exha stively
discursed in the stu: y. The performance of the imformal financial markets along with
its orthodox imethoc s of operations is discussed vis-a-vis (he lormal financial 1narkets

whercby the roles « Cother financial institutions was analyzed.

Also, the roles of “ominercial Banks in rural agriculture finance, especially, in the
areas of loans and a fvances provision and its contribution to the agriculture alcag with
the associated prcolems in the areas of administration and operations were also

discussed.

A whole chapter v as devoted to specifically examme and assess the establishment,
objeciives, organiz: ion, management, operations, functions, services and pro-lucts of

the case institution - Habib Bank of Nigeria Ltd.

The study also exar: ined the performance ot the Commercial Banks in rural agr:cultural
financing and its « ffect on the poverty alleviation among the rural populance. An
evaluation of Habi ) bank’s performance in this regard was analyzed to serve as a

specific case study
The Agricultural ¢ivarantee Scheme Fund (ACGSF) was analyzed n terivs of its

insuring capabilitic end the effect on bank lending to rural areas under the scheme is

contzined the fourt 1 chapter.
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52 CONCLUSION

The role of Commercial banks as a lender for development purposes n all the sectors
of the economy is onee again evident from the findings of this study. In Higeria,
successive governments have attempted severally to tackle the problem of soverty
through various programmes over the years. In the agricultural sector progiammes
include the agricultural development programmes, the National Agricultur:! Land

Development Authority clc.

Thesc programme aimed at promoting and utihzing land reserves through sul sidized
land (evelopment, to improve the supply of farm inputs and services, and (¢ extend
credit and institutional support for produce marketing cooperatives to the farmers.
Howcver, the appraisal of these programmes histed above Ohwioduokit (1997)
concluded that the programme did not attain the desired results. This 1s not however,
uncornected to frequent policy changes and inconsistent implementation that pr :vented
continuous progress and created a climate of uncertamty, resulting in most operators
havin:: short-run perspectives of the objectives of most agricultural schemes. However,
if schemes if well coordinated and sustained with massive investment in humar capital
resources, development of agriculture could be the basis for food abundaicy and
poverty alleviation. Nigena is blessed with all the resources she really needs to achieve

a decent living for her people.

5.3 RECOMMENDATIONS

Owing to the findings of this study a number of recommendation that would nhance
the cfficiency and effectiveness of rural agric financing are preferrel. This
recorimendations are directed at, the government, the regulatory agencies and the

financing banks
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I,

Th: activitics of Commercial Banks in the area of long-term fir ancing
ne :ds to be looked nte by the monitoring authority.  This mu: t have
special attention to the rural agnic financing. The government should
ins itutionalized and entrenched rural finance by all Commercial B ks in
its policies; gudelines and regulations should be formulated for B.nks to
pa ticipate through introduction of products that will assist th: rural
co mmunity ond also the alleviation of poverty, instead of the presert trend

of creating products purposely to satisfy the shareholders.

Th 2 activities of the Agricultural Credit Guarantee Scheme should be fine
tuned. We are aware that the Commercial and Merchant Banks ire not
ler ding to the agricultural Sector because of the attendant risks aad low
ret ins, the ACGSFE has incorporated the former (risk) into its ac ivities,
this, the inclusion of creation of avenues through which ban s will
imorove their earnings will be appropriate, this will simultar eously
rel ite with the aforementioned recommendations and will skew the supply

of loans in favour of potentially viable projects.

TI 2 review of the capital base of the ACGSF earlier lixed at 200 million
will be of great importance to the improvement of Credit F nance;
suossequently, if the fund is reviewed upwards same will influe ice the
maximum amount of loan that can be guaranteed; this is | ecause
ag “iculture 18 now mechanized, and the cost of machines and other
i olements 1s so enormous and therefore requiring capital to ensure high

production that will meet up with the ever increasing population.
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On the issue of moratorium on loans, the Central bank of Nigeri1 needs
to give considerable room to individual banks to determine mor:itorium
or a loan by loan basis. This will not only be n line with the libera ization
(fiom excessive control) of the financial system, but would also g) along
wiy to remove the present effect of an unrcalistic across - the board
moratorium specilication, With the establishment of public co nplaint
desk of the Central Bank of Nigeria, it would be possible to identif » banks
th it are unduly stringent to agricultural projects. This is in additio 1 to the
ro'e of the Banks Banking supervision department of checking abuses

w thin the banking system.

In the arca of efficient channeling of the funds to farmers and in
ar ticipation of effective utilization and timely repayment; the Se {-Help-
G oup (SHG) system introduced by Habib Bank Nig. Ltd should be

re commended to all Banks.

T e advantage of such an arrangement is that it will remove the problem
o' dealing with individual farmers by banks. This will also enal le them
tc pool their collaterals together into meeting the requiren ents of

ChHmmercial Banks for granting agricultural loans/credits.

Ty receive the loans, farmers benefiting from the scheme should e made
tc sell their produce through the cooperative movements and the money
p id back to the Commercial Banks. This will minimize the prc blem of

d :fault that is normally the case with repayments.
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Viil.

Tl:e establishment of Scheme such as Peoples bank, Community Banks,
N: tional Dircctorate of Employment and Family Economy Advan :ement

Programme with the aim of alleviation of poverly needs to be fine tuned.

Tl-¢ progranunes of these schemes concentrates mainly on group activities
as 1t relates to trade and self employment activities. To maxim:ize the
el‘ect of this schemes and also to have a lasting solution to our Hresent
peverty situation; preater percentages of the funds should be channel
to groups for agricultural ;;roposes, this will be granted throtgh the

baaks and the modalities entrenched into the procedures.

Tt e present concessionary lending rate for agricultural loans should be
reduced to the bearest minimum and/or waived. This can be substitutled
w1 h the prolit sharing formula of 30% - 70% to the Bank and the farmer
respectively. Where a loss situation applies same should be absorbed by
beth parties since the fallure may be as a resull [ack of close mo:itoring
by the farmer and/or the bank; it may also be as a result of natural cause.
Furthermore, this will ehiminate the issue of moratorium Vis-a-Vis

gestation period that are also in conflict with duratton of interest charges,
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