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ABSTRACT

The project examined the impact of Nigerian Agricultura and Cooperative Bank
(NACB) Limited, on the socio-economic growth of Nigeria with particular reference to Kaduna
State vis-a-vis the volume of loans disbursed to farmers as individuals, corporate bodies and to
government agencies which had direct influence on agricultural development.

The study was undertaken on Kaduna State in order to determine the actual impact of the
NACB on the socio-economic life of its citizens with reference to their disposable income,
improved standard of living and general impact on the development of industrial agricultura
Sector.

For this study or project, | relied solely on primary and secondary sources of data, and the
analysis was based on some simple statistical techniques such as measures of dispersion like the
Mean, Mode, Median and Standard Deviation. From the research, it was discovered that most
farmers il depend on external financing - such as NACB and other sources.

The study on Kaduna State has demonstrated that farmers especially small-scale farmers
need credit in order to boost their productivity. Also most credit to farmers are not aways
timely, and therefore lending becomes a problem when its obtained after the farming season.

It was aso discovered that, for a credit program to be effective and successful in making
a substantial contribution in increasing productivity, conditions must exist for the small-scale
farmer to be able to improve their land; these conditions include the use of modern tools and
machines, introduce better methods of land cultivation and general agriculture.

However, it can be concluded by stating that credit financing through institutional
sources like NACB has helped in many ways in ameliorating the problems of farmers in Kaduna

State, more especialy the small-scale farmers.
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CHAPTER ONE

INTRODUCTION

BACKGROUND TO THE STUDY
(Background to Credit and Agricultural Development

in Nigeria).

The Term "Agriculture" in its common parlance
includes production, Research, Training in fields
of crops, Forestry Fishery and Livestcck. These
can further be segregated into various components.
For instance crops can be broken further into
soil and water types, crop production, pest
contrel crop processing and storage, farm
mechanization etc. Livestock could also be split
into animal health, poultry, small ruminant
production and large ruminant producticn which
in common language refers to beef and dairy
production. Indeed, Agriculture plays a
significant role in the socio-economic development
of Nigeria.

At Independence, the agricultural sector
of the Nigerian economy was by and large meeting
all the country's food needs and offered gainful
employment to more than 90% of the production
that cultivated less than 10% of the arable lands.
The Export of Agricultural commodities was then

the main source of revenue for the country,



generating more than 60% of GDP. The situation

has since changed dramatically such that on account of
diminishing labour, untapped huge natural resources, very little
capital injection, negligible improvements in agricultural
techniques and infrastructures over the years, a continually
leaping shortfall was recorded vyearly in domestic food
production, thereby resulting in huge food import-bill which
rose to an unprecedented N1.5 billion in 1979, The country
also import the raw material for the needs of the rapidly
expanding industrial sector. Thus, it 1is imparative that
agricultural production be substantially increased beyond over
3.5% per annmum growth rate of the population in order to enable
the country to not only be self reliant in food production but
also engender marketable surpluses.

Presently, nearly 70% of thé population make cut their
livelihood and existence from the huge land rescurces spread
over a range of the agro-economical zones 1in Nigeria.
Accordingly, raising the productivity and income cof the rural
sector a most critical pre-requisite for the over all growth
of the national economy.

In essence, the Nigerian agriculture had been and continue
to perform the primary role expected of the agricultural sector
in any nation, these roles include:-

Food Production

The supply has engaged the attention of all successive
government of Nigeria since 1960 when the country became

independent. The need for adequate food to feed the population




therefore is very important as it touches not only the stability
of the mnation but also on socio-political and economic
independence. This notwithstanding, before independence,
government involvement in agriculture was nothing then. Even
where govermment got involved was only on cash c¢rop production
such as cocoa, rubber, groundnut, cotton etc. which earned the
country foreign exchange,

At independence and a few years there affer food production
in Nigeria remained plentiful. This trend changed after the
1966-1970 civil war and the emergence of petroleum revenue,
this resulted in sharp decline in farming activities from 1973.
The share of agriculture in the GPD declined dramatically
averaging on 24% between 1970 and 1979. Consequently, Nigeria
started to experience food supply deficit and food import bill
begun to rise from a level of M88.3 million in 1971 representing
8.2% of total imports, food import bill rose to HW1.8 billion

in 1981, representing 14.4% of total imports for that year.

See Table :- 1



Table T

SHARE OF FOOD IN TOTAL IMPORT VALUE: 1971 - 1987

Year Total Import Food Import % Share of
(¥ million) (¥ million) Food
1971 1,069.1 88.3 8.2
1972 990.8 95.8 9.7
1973 V241 .1 128.0 10.3
1974 1,737.3 154.8 8.9
1975 3,721..5 297.9 8.0
1976 5,148.5 440.9 8.0
1977 7,093.7 786.4 10.4
1978 8,217.1 1,020.7 12.4
1979 6,169.2 952.4 15.4
1980 6,217.1 1,049.0 12.8
1981 12,602.5 1,820.2 14.4
1982 10,100.2 1,642.2 16.0
1983 6,107.5 1,176.7 19.0
1984 T+1783 1,052.1 14.7
1985 7,662.6 1,199.8 16,9
1986 5,983.6 803.1 13.4
1987 17,861.7 1,573.7 8.8
SOURCE: CBN Economic and Finance Review (Various Issues)

However, since 1986 there has been sharp decline in food

import from 18.4% of total imports in 1986 to 8.8 in 1989.
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iii.

iv.

This decline is attributable directly to the governments
agricultural policy under the Structural Adjustment Programme
(SAP) which emphasized self sufficiency in food production.

The food import bill in 1987 which rose to Nt.5 billion
was a reflection of the fall in the value of the Naira than
of the volume of food imports which actually declined. It is
worth noting that the contributions of agriculture to GDP which
increased to nearly 40% since 1987 has also been attributable
in part to the positive effects of SAP.

As a result of the decline in agricultural activities and
consequent rise in food import bill from sometimes in 1970 the
government's support for agriculture was accelerated. This
effort by the Federal Government resulted in the promotion of
agricultural schemes or programmes to tackle the problem of
the inadequacy of food. Some of these were:-

a) The Operation Feed The Nation  1976-1979

b) The Green Revolution 1979-1983

c) River Basin Development Authorities

d) Integrated Agricultural Development Programme

e} Nigerian Agricultural Land Development Authority

£) Directorate of Food Road and Rural Infrastructure
Production of raw material for the ever expanding industrial
sector.,

Earning foreign exchange through exports of cash crops such
crops such as g/nuts, cocoa, cotton, palm oil etc.

Provision of market for industrial products such as agricultural

machineries and ecuipments.



v; Servicing of a reliable source of perscnal income.

vi. Providing employment opportunities for the teeming population.
vii, Sustenance of modern industrialization,

Agriculture has become in recent times a heavily capitalized

industry and now that the capital requirement of farmers are great,
their credit requirements have expanded. Quite naturally cenditions
attached to the grant of big credits are more stringent than for small
advances, Indeed, funds are needed to buy machinery, fertilizers,
pesticides, ete; and to provide working capital especially to pay wages
and other expenses. However, using the international standard of
classification more that 90% of the farm holding in Nigeria are small
scaled {(Qlayiole et at 1980).

Many of these farmers are caught in a vicious circle from which
it is very difficult to escape without outside financial assistance.
In addition, facilities for small heolders are very poor because among
other reasons they are unable to offer adequate c¢cllateral demanded
by commercial banks. This largely accounts for the poor performance
of commercial banks as regards agricultural Iending. For instance,
total bank loans and advances tc agriculture stood at only E9.3 million
at the end of 1971 and this constituted only 1.9% of total Bank loans
and advances to 11 sectors of the economy.

As a result of this, it was suggested that specific incentives
should be given to commercial banks to lend more to agriculture and
consequently the creation of the Agricultural Credit Guarantee Scheme
(ACGS) in 1978 by the Central Bank of Nigeria (CBN} with the main
objective of reducing the risk of lending to agriculture by commercial

banks and hence increase the flow of credit to agriculture with the




1.1.2

ultimate aim of increasing output in the sector. Also the
Nigerian Agricultural and Co-operative Bank were establised
in order to likeralize credit to small scale farmers and thus
increase agricultural productivity.

CHARACTERISTICS/STRUCTURE OF AGRICULTURAL PRODUCTION IN NIGERIA

Nigeria still manifests the typical symptoms of a peasant
agriculture, The farms are dominated by small scale farmers
who are responsible for about 95% of the total production.
The livestock ig in the hands of nomadic herdsmen, the poultry
is still essentially the backyard type, although a few commercial
units are coming up. The fishing sector is also predominantly
artisanal, very few motorized cances are in use not to talx
of fishing crawlers which are still rare otherwise by foreign
industrial fishermen.

The result of this rather easy geing attitude towards
agriculture is low productivity in virtually all the subsectors.
In absolute terms however, Nigeria is producing more food,
meatand fish than she did ten years ago, although when matched
with population growth, the per capita income share of locally
preduced food is lower and hence the sharp increases in food

impocrts (Refer to Table 1),



1.1.3 CONSTRAINTS TO INCREASED AGRICULTURAL PRODUCTION IN NIGERIA

The constraints to increased output in Nigeria can be
conviniently categorized wunder four broad headings namely -
technological, marketing, governmental and credit.

Technological

Virtually every writer on the theory of econcmic development
since Kharl marx has incorporated into his system the basic
idea that technological progress is, by the same token the main
function of the enterprenuer. Hence the view that the capacity
to develop technology consistent with envircmental and economic
conditions is the single most important variable which explains
the growth of agricultural productivity of nations. Infact,
it has been proved that the high agricultural preductivity of
the developed countries is based on:

a -~ development of non-agricultural sector capable of
tansmitting increased productivity to agriculture in the
form of cheaper source of power and plant nutrients.

b ~ the capacity of society to generate a continous sequence
of technical innovations in agriculture which increases
the demand for the inputs supplied by the industrial

sector.




Thus, a continous stream of new technical knowledge and a flow
of industrial inputs in which the new knowledge is embodied
represents a necessary condition for modern agricultural
develcpment, As a result current levels of production by farmers
in Nigeria are far below potential levels, the potential for
significant increase nontheless exist. Technical scientists
have identified low plant populations, insufficient fertilizers
use, poor conirol of weeds and non-availability of suitable
varieties as the major technical causes for the low productivity

on traditional yields., See overleaf:



Table 2

FIELD PERFCRMANCE OF MAJOR FOOD CROPS AT THREE LEVELS OF

TECHNOLOGY UNDER SOLE CROPPING

CROPS FARMERS PRACTISE FARMERS PRACTISES RESFARCH STATION
TRADITIONAL TECH, IMPROVED TECH. IMPROVED TECH.
YIELD/HA/KC YIELD/HA/KG 3% INCR. YIELD/HA/KG % INCR.

Sorghum 785 1,680 114 3,920 399

Millet 740 2,344 85 2,800 278

Maize 1,046 3,000 187 7,840 650

Rice 940 1,445 54 3,360 650

Wheat 1,750 n. a n.a 4,500 257

Cassava 5,570 11,263 102 22,580 157

G/Nuts 587 1,120 91 2,240 305

Socurce H. M. Hays and D. W, Norman - Focd production

prospects in Northern Nigerian, Mimeographed paper,

Department of Agricultural Economics and Rural Sociclogy,

A.B.U. Samaru Zaria 1992.

Furthermore, it has been stressed that a common basis for success
in achieving rapid growth in agricultural productivity is the
capacity to generate an ecologically viable agricultural
technology in each country. This centres on the topical issue
of appropriate technology. Tracters, ploughs, and other imported
modern farm equipments used by plantations, farm institutes and
settlements are found to be beyond the reach of an average

Nigerian farmer. Moreover alot of these equipments have been

10



found unsuitable for the ecological and adaphic conditions
of Nigerian agriculture. B&ccording to Schultz "Economic growth
from the agricultural sector of a poor country depends
predominantly upon the availability of and price of modern
(nontraditional) agricultural implements. The principal source
of high preductivity in medern agriculture are reproduceable
sources. They consist of material inputs and of skills and
other capabilities required to use such inputs successfully.
But these modern material inputs are seldom ready made. They
can rarely be taken over and introduced into farming in a
typically pecor community in their present form. There are
very few produceable agricultural factors in  technical
communities., In general, what is available is a bodvy of useful
knowledge which has made it possible for the advanced countries
to form their own, use factors that are technically superior
to those emploved elsewhere. This body of knowledge can be
used to develop similar and as a rule, supericr, new factors
appropriate to the biological and other conditions that are
specific to the agriculture of poor communities, As a resulf
several attempts to transfer technolegy from developed
countries to Nigeria have been largely unsuccessful,

Marketing

Dissemination of improved farm technology without improved
organisaticn of the market may result in very low prices or
even disposed surpluses which may disillusion the farmers

that they refuse to plan for increased production. This change
r 1




in the organisation of marketing may be necegsary if changes
in production were to be realized.

At present in Nigeria there is alot of westage of our
agricultural products consequent upon the non availability of
adecuate storage facilities. Considerable quantities of food
crop harvest are lost each year through poor storage. The need
for storage facilities to protect agricultural products against
deterioration after harvest and to hold them until needed by
consumers and other buyers are clear.

The place of transportation in marketing development is
fairly straight forward. The primary requirement of an efficient
transport system is not only that the ccst to the user be lowest,
but also that goods be moved quickly with 1little delay as
possible, It was however estimated that in supplying stapple
focd crops from the north to the south, the transport cost alone
account for about 25 per cent of the total marketing margins.
Also in many cases transport charges are not fixed. They vary
with the condition of the roads, type of produce, season and
prospects of return load.

Marketing in Nigeria is alsc characterized by lack of market
information, As a result contract between producers and the
market is impossible or at least kept below optimum. Also,
a truely national market is difficult to createrather the economy
is sub-divided into a series of local markets.

Finally, rural indebtedness is another great impediment
to an efficient marketing system., Indebtednesscccursas a result

of seasonality in income of farmers.

12




Government

The successful development and widespread application of improved
technology presupposes reciprocal services of a whole network
of large and specialized organisations. There are alot that
could be done by progressive government to facilitate the smooth
and efficient rendering of suc;.h services. Not least among these
is the provision of social overhead services like roads, schools,
credit facilities and power installations which people cannot
provide for themselves, but which they must have for developing
and using their capabilities as fully as possible. However,
apart from the fact that social services when provided by
Nigerian governments are inefficiently run as there are a host
of malfunctioning and outdated social institutions that are
crying loud for reforms. Rather than address themselves squarely
to task govermments at various levels in Nigeria, chased the
shadows while avoiding completely the substance. 1In some cases
rather than identify causes of private sectors failures,
governments both at federal and the state levels have attempted
to encourage private investors by embarking on schemes of direct
production which more often than not have resulted in complete
failure, such as the Mokwa Cattle Ranch project, operation feed
the nation, green revolution,DFRRI; etc,

Financial Constraints

Given the availability of inputs needed to improve technology,
how rapidly farmers will adopt the improved technology depends
upon additional factors. Efficient sources of production credit

may be important in enabling more rapid adoption by farmers

13




1.1.4

of new technology that require purchased inputs. The importance
of efficient and well organised credit to orderly marketing
cannot be over emphasized. Apart from the directly productive
credit needs of farmers, there are variocus forms of consumptive
credit needs. Farmers in Nigeria express need for credit to
tidy them over seasonal shortages in food to meet expenses of
wedding of sons and daughters ‘and burial ceremonies , celebrating
chieftancies and meeting litigation costs as well as paying
children's school fees. Although these credit needs are not
directly productive, they could be socially compelling enough
for farmers to draw on his working capital with attendant
consequences for productivity. Thus meeting such credit needs
are socially desireable.

THE NEED FOR AGRICULTURAL CREDIT AND ITS SOURCES

Credit in this context refers to the provision of money or goods,
inputs and/or services in respect of which payment will be made
at a later date. This later payment or repayment is a very
important element. This agricultural credit is not a
non-reimburseable subsidy.

Abe (1981) defined agricultural credit as that which
encompasses all loans and advances granted to borrowers whether
beneficiaries of agricultural reforms or some other one to
finance and service production activities relating to
agriculture, fisheries, and forestry and also for processing,
marketing, storage and distribution of products resulting from

these activities".

Over the years there has been an increase in the demand

14
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for farm credit in Nigeria and this has risen from a number
of causes, namely:-

The rapidly growing urbanisation, population and income which
have resulted in increased demand for food.

The successive governments have actively pursued the goal of
self sufficiency in food production

The gradual shift to market economy has tended to increase the
incentive to invest in agriculture.

The development of export crops with offer of attraction prices.
The need for intensive rather than extensive farming.

The continued upward trends in the prices of farm products has
tended to create the incentive to invest borrowed capital in
agriculture.

There are basically two distinct sources of funds/credit
facilities available to Nigerian farmers of different categories.
Miller (1963) categorized these sources as the formal and
informal types of credit. The predominant sources of informal
credit include personal savings, loans fram friends and
relatives, thrift societies, money lenders and merchants.

These two distj.nct.: sources of funds to farmers are also
known as internal and external sources. The external credit
arise from Net cashflow from farm operations i.e the difference
between cash receipts from farm operations and operating
expenses.

External funds are required from
a) Net flow of loanable funds

b) Net scale of real Estate

15



<) Equity introduced by new proprietors

Reliance on internal credit/funds has some limitations. By
the nature of farming per se with the pronounced seascnality
trait, it is quite in practicable to depend on internal
generation of funds, not indeed when the farmers take farming
as comercial business and not just as hobby. Makings (1967)
supports this contention when he said that "It is difficult
for an African farmer to save encught to provide adequate working
capital out of his small surpluses; capital formation can
scarcity begin until the farmer can increase his output.
Whereas any sustained increased output must call for working
capital”.

With regards to external financing, equity has meaning
to large corporate farmers and even in such cases it cannot
sustain the requirements of the farms. Not only is equity
financing expensive, it also requires sophisticated management
skills to process and control. Such categories of farmers are
far too few in Nigeria for the present since it is also not
a regular future or practise in Nigerian farming business
to engage in scale of estate as a constant socurce of funds or
credit to farmers.

From the foregoing, the need for agricultural credit beccmes
apperant. if peasant productivity is to be increased and
sustained. Injection of new technology and agricultural services
are not the only pre-requisite for modernizing rural farming.
"Financing credit is the most universal and flexible transferable

form of economic resouces" says Donald (1976). Dell Amore (1973)

16



7.2

further obseved that "since the wvolume of farm savings isstill
negligible, the necessary funds have to be borrowed and
consequently agricultural credit has been assuming growing
importance throughout the African economy”.

Also, Hallaway (1961) notes that "adequate credit for
agriculture is important because it is an increasingly important
source of new capital and it allows farm families to obtain
any capital gains that may accrue to the owners of agricultural
rescurces'.

STATEMENT OF PROBLEM

The level of farming in many parts of the country has gone beyond
the susbsistence level ie mainly for perscnal consumption and
usually on a small scale. The lot of an average farmer has
but improved conly marginally.

In the first place entry into agriculturs for an individual
farmer without family assistance or support from other sources
is a difficult task. As aptly described by Dell Amore (1973)
when he observed that "the size of the farm is generally fairly
small and their methods technically primitive”,  EBverywhere
farmers were short of capital of their own and had to rely to
an undue extent on credit from banks and other sources not only
for financing investment with a view to durable productivity
gains but even for covering current operating expenses.

Kaduna state being one of the oldest colonial set-ups in
the country which have served as regicnal headquarters for
decades, and considering the fact that it lies on the most

favourable climatic belts of the country, with a very fertile

17



soil capable of growing almost 80% of crops grown across the
country; and according to food and agricultural organisation
(FAO) Kaduna state is known as "Green Belt".

Kaduna State having been the regional administrative
headguarters of Northern Nigeria for some decades have been
enjoying alot of government social insfrastructural facilities
which include availability of banks and financial institutions
among others, which have been extending credit facilities to
the state govermment and its agencies and to various individuals
and other corporate entities and to farmers in general in order
to boost their agricultural productivity.

Consequently, the establishment of the Nigerian Agricultural
and Co-operative Bank (NACB) in 1973 with the Head o©Office
situated in Kaduna (capital of Kaduna State) have in many ways
emiliorated the sutferings of Kaduna state farmers finance
problems by prompfly granting loans to the farmers, morse than
any state in the federation because of the farmers
proximity to the Head Office. And with the decentralization
policy of the banks operation two branch offices were established
in Kaduna and Kafanchan in 1978. This have made more farmers
benefit from the NACB'S credit facilities, However, in recent
times despite the establishment of two additional branch ofices
in Zaria (1992) and Birmnin Gwari (1994), yet the bank is faced
with instituticnal problems in terms of disbursement and
repayment., This have greatly affected the banks' expected level
of performance in granting loans/credit to agricultural sector

of the State.

18



1.3

See Kaduna State Map. Hence, inadequate availability of credit
facilities to farmers which accounted for the still low level of

agricultural performance in Kaduna State and the country at large.

AIM/OBJECTIVE OF STUDY

The funding of agricultural development is an important measure
of the contribution aimed at raising the level of agricultural
performance in Kaduna State and the Country in general because
it dictates the pace at which agricultural performance can be
enhanced. As a result the major aim of this study is how to
improve agricultural financing in Nigeria and in Kaduna State in
particular, with specific reference to the Nigerian Agricultural
and Co-coperative Bank Limited (NACB} . However, other specific

cbijectives of the study include:-

a) To critically examine the current literature on agricul-
tural financing and gain insight into its roles in terms
of improving the incomes of farmers, rural develcpment,
food availability and the gross domestic product (GDP}

in general; functions; operations and problems.

b) The sources available to finance agriculture.
c) identify problems encountered by farmers in acguiring loans,
disbursements and repayments of agricultural credit by

the farmers.

d) Identification and appraisal of the NACB in providing

credit to finance agriculture.

e) The role of external financing.

19



1.8

f) To suggest for improved agricultural finance

policy and strategy in the 21st century.

Finally, to generally assess the impact of NACB operations

in the economy is by assessing its operations in Kaduna

State.

SCOPE COF STUDY

Being a case study research work, the study is carried
out only in Kaduna State and covered quite a number of
the local government areas. Since there is a uniformity of
operation of NACB loan schemes in all its branch offices all over
the country, to reduce cost and duplication of work, the study is
therefore restricted to Kaduna state. (See map of Kaduna State).
All the project type financed by the bank under these schemes
within the State are adequately represented. The study covers ten

year mriod 1985 - 1994 of the Bank's loan schemes operation in the

study.

RESEARCH METHODOLOGY

The production of this research work is based on tw (2) sources of

data. These include primary and secondary sources of data,

Primary Sources of data:-

This involves the administering of tw types of questionnaires
to the Management and Staff and farmers; and also by conducting
face interviews with the farmers, as well as the key personne]l of
NACB Branch Offices and re presentatives Offices spread throughout

the State.
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The data obtained from this source are to complement

data that is obtained from the Secondary sources.

Secondary Sources of data:-

Under this source the data obtainable are those from the
Administrative Demrtment records which include annual
re prts, conference papers, various books, journals, News

bulletins and other relevant pblications.

LIMITATIONS OF STUDY

[t will be najve to assume that a study such as this
one does not have its problems and/limitations. The major

limitations headings.
i) Spatial limitation
ii) Time limitation

iii) Limited resources

Spatial Limitation:

By this it means that because emphasis has been placed on
small scale farmers as they contribute almost 90% of agricul-
tural out it generally, hence it was not mssible to reach
every farm village, the research was limited to some few local
government areas, namely: Kaduna North and South, Zaria

Kauru, Kafanchan and Birnin Guari.

Time limitation:

Because one was working within a time constraint, it ws

difficult to make the research as exhaustive as it should have
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1.7

been. Nevertheless, the necessary required data were gotten
within the time given. Hence, this research re prt.

Limited resources
The resources available to the researcher ws limited and there-

fore have caused a serious obstacle to the study. Because of the
insufficient funds it was not mssible to engage and train field
assistants to travel to all the farming villages and adminster the

questionnaires to more farmers.

A1l these limitations have not in any way affected the final
result of the study. Therefore, users of this research remprt in
their decision making may wish to recognise the existence of some
of these limitations and plan to minimise them in other futures

research studies.

SIGNIFICANCE OF STUDY

The continues slow rate of agricultural production in the
State, the alarming increase in the de mndence on the state
government to supply the citizenry of the State with food and other
agricultural products which Kaduna state could have been self
sufficient and the growing number of citizens who have neither
land to grow food nor income to prchase food all point to making
of crisis in agricultural sector in the State. The governments'
concern for this potentially dangerous state of affairs has led to
numerous efforts to identify the causes of the decline in perfor-
mance of the agricultural sector in the state and to find possible
solutions to them. Therefore this study is aimed to identify such
problems and to suggest solutions to improve the performance of the

agricultural sector in general in Nigeria.
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2.1

CHAPTER TWO

LITERATURE REVIEW

THE ROLE OF NACB IN THE NIGERIAN ECONOMY IN

THE LAST TEN (10) YEARS 1985 - 1994

The Role of NACB in Financing Agricultural

Development in Nigeria

The Nigeria Agricultural and Co-coperabive Bank (NACE) was
incorporated in 1972, as a development finance institution charged
with the primary responsibility of providing concessionary credit
facilities for Agricultural and rural development in the country.

The agricultural credit facilities of NACB are extendsd frc
individual farmers ( including swall, medivm and large scale
operators), ccoperative organisaticns, limited liability companies,
government parastatals, as well as State and local governrents.

The Bank finances all aspects of agricultural and agro based
ventures including arable and tree crops production, horticulture,
poultry, piggery, cattle raising, rabbitry, fishery, forest
expleitation and generation,

Iin addition, NACB finances agricultural processing and
marketing as well as such services as tractor hiring, producticn
and marketing of improved farm inputs (including livestock feeds,
agrochemicals, seeds and fertilizer formulation).

With regards to operaticnal schemes, it is on record that
NACE has over the yeats not only evolved, but &lSO  assidiously

implemented "on-target" credit programmes on a continous basis.
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Among the | credit programmes that are being currently executed
by the Bank are the small-holder, on-lending and investment loan
schemes, These are discussed here under in details.

SMALL-HOLDER (DIRECT) LOAN SCHEME

This perhaps, is the most popular of all NACE credit progremmes
as it solely caters for the funding reguirements of *he resource-
poor, small scale farmers who constitute the cormer stone of
Nigerian agricultural development policy. This schene was
introduced in 1982 in order to meet the credit needs of the
innumerable small holder farmers who do not coften possess the
ccllaterals regquired by the conventicnal banks and other financing
institutions for granting loans.,

Under the small holder scheme which is meant to provide
affordable credit facilities to NACB's inmumerable small-scale
farmers without any ccllateral requirement, the bank has aprrcved
loans totalling M320.4 million for the implementation cof well over
100,000 projects beneficiaries between 1985 and 1994. Also between
the same period a total of W1.8 billion has been approved for the
implementation of over 4000 projects/bencficiaries under the
investment/large scale loan scheme. For the execution of NACE's
on-lending programme (whereby NACB provides loanable funds teo the
varicus state govermments for onward transmission to the farming
population), the hank has approved a total of N447 million for
the implementation of W140 projects.

The main attraction of NACB's loan is that not only are

the beneficiaries not required to provide the ususal collaterals
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2.1.3

frequently demanded by other financial institutions, but they also
do not need to have any definite title to land, in order to become
eligible to benefit fram this facility. At present the interest
rate charged under the scheme is 16 percent, while the upper limit
of this loan scheme is now N25,000.00.

ON-LENDING SCHEME

As the same implies, this scheme involves lending to farmers through
established and recognised intitutions known as the on-lending
agencies. Same on-lending institutions working with NACB in this
regard include the various stage governments, cooperatives
societies, state agricultural development projects (ADP's) and River
Basin and Rural Development Autnorities etc.

DIRECT LENDING (INVESTMENT) LOAN

This loanl scheme is specifically desgined to meet the credit needs
of the medium and large scale farmers under this scheme, the bank
deals with individual farmers and organisations, without going
through an on-lending intermediary.

The loan volume under this scheme is N25,000 and above, while
our interest rates range from 18-21 per cent, depending on the
type of enterprise. However, it ‘is important to stress here that,
unlike the SHS a proper and thorough loan appraisals is usually
carried out before the approval of this facility while an adeguate
collateral is also required.

NACB'S NETWORK AND DISBURSEMENTS

In order to achieve the bank's objectives of transforming the

Nigerian economy to a greater height, NACB operates retail outlets
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with over seventy (70) branch offices located in all the state

caplta].s and the Federal Capital Territory - BAbuja, as well as
S e in the major agricultural producing areas in Nigeria. Besides
the branch offices, the bank is also in touch with farmers at the

grass-root level through a network of over 300 representative

.

eow st
fe g T

offices located in almost all the local govermment areas in the
country. It is therefore, remarkable that bhetween the period of
cmmencement of :i.ts operations in 1973 and 1974. NACB has approved

loans m&u 'Hs 6 billion for the implementation of about 291,301

project/beneficiaries nationwide covering virtually all types of

Iagr:l.cultural enterprises (See Table 4).

i It is evident therefore that such an extensive network of
branch and representative offices has enable NACB to bring its
| services to the doorsteps _of the teaming farming population in

Nigeria. | e

2.1.4 ESTIMATED OUTPUT FROM NACB'S FUNDED PROJECTS

Based on the findings of this research, the assesment of the impact

of NACB'S operations between 1985 and 1994 (as the only data
available at period of meking this research) shows that, it has
been firmly establihsed that NACB has made significant contributions
to the country's food and fibre production in particular and her
rural develepment thrust in gene'ral. aAs shown in Table 3. For

' example the estimated production from NACB's funded prcjects for

““+the period 1985-1994 for essential crops such as cassava, yam and
.'maize were 613,773; 139;513; and 90,540 metric tonnes respectively.

Other crops analysed are rice, guinea corn, millet;

with production output of 63,262; 33,519; 10,705; metric tonnes
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respactively.

With regards to livestock subsector the estimated total
production from NACB's funded projects for the pericd 1973 to 1992
showed a total egg output of over 30 million dozens, while the
figqure culled layers was estimated at over 1.5 million birds.
Further details of the significance of the contributions of NACB
to the transformation of Nigerians econcmy is available in Tables
3 and 4.

EMPLOYMENT

With regards to employment generation this study have shown that
the cunmulative employment opportunities generated through NACB's
financed agricultural projects include 4,468 management positions;
5,583 technical posts and well over 300,000 other positicns, The
high amount of the latter is cbviously due tc the impact of the
banks small holder loan scheme (SHS) which is specifically designed
to meet the credit needs of the uncountable small scale, peasant
farmers in Nigeria.

It is therefore, no doubt that NACB stands cut as a leader
amongst the other development institutions in Nigeria, in terms
cf improving the GDP and the overall transformation of the Nigerian
economy over the years.,

As a development bank, thle performance of NACB should not
be measured only in terms of the volume of loans made and amount
of lcans repaid. The developmental impact of the bank in terms
of its contributions to the revenue generation of the country,
the amount of new jobs created through its lending operations,

the development of rural infrastuctures and other socioc economic
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2.1.5

development opportunities should be assessed.

ASSESSMENT OF THE IMPACT QF THE NACB ON THE NIGERIAN ECONOMY

As a development bank, the performance of NACB should not be
measured cnly in terms of the volume of loans made and the amount
of loans repaid. The developmental impact of the activities of
the Bank in terms of its contributions to the revenue generation
of the country, the anount of new jobs created through its lending
operations, the development of rural infrastructures and other
socio—-economic development. opportunities should be assessed. This
chapter concentrates on these parameters as indices for the
assessment of the performance of the HNigerian Agricultural and
Cocperative Bank Limited.

The data for this assessment are obtained from the records
of the bank both at the Head office, zonal and branch offices.
with the huge number of beneficiaries of the bank. It was
practically impossikle for this research study to cover all the
project document of NACB. Accordingly projects were selected
randomly and information were gathered from the following documents
at the branch offices,

a) Individual proiect files
b} Quarterly reports on projects
¢) Project implementation file

d) Supervision reports
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e} Small holder project files
and general statistics obtained from the research and Development
Directorate and operations Department. The prices used in the

computation of the value of farm cutput are essentially from the

records of the branch offices and the records of the federal office
of statistics,

DEVELOPMENT OF INFRASTRUCTURAL FACILITIES

The impact of the NACB lending activities could alsc be
assessed from the infrastructural facilities that were developed
by the loan facilities granted by the bank. The physical assets
to be discussed are the processing plants and agricultural
equipments .

The processing plant:

Table..l. gives thorouch NACB loan facilities, The table indicates
that five rice mills with an average capacity of 2.0 tonnes/hr
and seven maize shellers with an average capacity of 2.3 tonnes/hr
were acquired by NACB funded projects for the period under review,
From the analysis in this chapter it can be inferred that
the NACB has made a significant contribution to the national ecconomy
during the peried under review, Many employment positions were
treated during the period and a considerable revenue was generated.
The estimated total revenue that accrued from the varicus projects
was H2.9 billion. The shift was from the use of wholesale market
to reach the small farm operators to the direct funding of the
small farmers has considerably increased the number of beneficiaries

of NACB lending activities. While the number of beneficiaries
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2.2

of the bank's loan beneficiaries from inception to 1984 stood as
9665, the number rose to the current period under study to 203,648.
The most logical conclusion from this increases is that the number
of modern agricultural enterprises increased. Equally true

is the fact that the number of modern agricultural enterprises
have increased as well as the development of agricultural
enterprenuership.

AGRICULTURAL CREDIT/FINANCING IN NIGERIA

(TYPES AND SOURCES)

There is a general consensus in the literature that agricultural
credit can be divided into three types. Acceording to Vastheff
(1968) individual small holders need financing of wvarious kinds
in order to develop their farms, These are usually divided into
three categeries,

1. Short-Term Finance

This is required to cover seascnal peaks or demands in
working capital needed for growing crops, wages, purchase
of feeders and cother short term assets that are completely
used during production,

2. Medium-Term Finance:

This consist of funds tied up from cnhe to about five years
in medium-term assets that are eventually used up in the
production process. These assets are partly fixed capital
items 1like vehicles, tractors implements, medium term
improvements and brreding of livestock.

3. Long-Term Finance

There is no generally accepted definition of how leng term

30



is, Normally it runs for periods exceeding ten years and
is used to buy long term assets like land that are not used

up during production.

The above categorization and similar one of agricultural
credit are based on the duraticn and usage of the credit.

However, makings (1967) while accepting the three
categorization of agricultural credit based his own on the
type of farmer using the lcoan. According to him thers are
three distinct categories of need in agriculture for which
is required. These are:
1) Emergent farmer credit
i1} Commercial farmer credit
iii) Group development credit

Emmergent farmers are those land users little mere than
subsistence producers seeking to establish a footheold or
footprints in the marketing economy. This group constitute
of a major part of the farming population. On the other hand
the commercial farmers are the important but much smaller
class of those who aré market economy. Tastly, this is an
essential category of need for development credit for use
at the group or community level and this can take the
appropriate heading of group development credit.

Abe (1981) asserts that the type of finance required
by a farmer are conditioned by certain factors.
These factors include:

a) Identification of and accessibility to financiers.
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2.2.1

b) Availabiliﬁy of lcanable funds from the identified sources.
¢) Satisfaction by the borrowing farmers of the lenders
criteria which are rooted in sound principles of lending.

d) Accommodation of such credit within the laws of the land
and in accordance with the economic, political monetary

and fiscal and social policies of the government.

Sources of Agricultural Credit

In trying to acquire funds/credit, the HNigerian farmer is
left with raising of laon as a predominant scurce of funds or credit
for production. This is mainly because the two other external
sources and internal sources are not too viable and for most farmers
meaningless, However, in raising loans there are two sources
available to farmers i,e - instituticnal and nen-instituticnal
sources.

The non-institutional sources include relations, friends,
merchant, money lenders. Loans from such sources are usually made
directly to the borrower by lender and are prevelant in areas where
individuals are quite familiar with and share confidence in one
another. It means that, the lender knows the borrowing farmer
and can reasonaly vwvouch safe for his borrowers integrity. The
main adevantage of this is that there is relative ease of obtaining
such loans which are devold of administrative deslays. According
to TIjose (1972) private credit still dominate the small holder
credit enviroment consisting about 86% of total credit received
by farmers. Also in his study of western kwara and the recast
state of Nigeria, Miller (1975) shows that the credit corporation

provided only 2.9% of the credit used by 302 farmers in 1973, while
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in 1973, while friends and relations supplied 47-48%; money lenders
and merchants provided 14.9%, Commercial banks did not provide
loans to these farmers. This trend is also true in other

developing countries. See table below:

Table 5

Sources of Agricultural Credit in some selected countries

(developing Countries

Amount /Percentage of lecans given out

Country A B c D E

Sri-lanka 150 20 0 45 35

Colombia 433 27 69 3 1

India 8000 26 B 51 19

Philipines 1245 16 26 51 7

Costa Rica 157 70 0 20 10

Thailand 912 7 1 36 56

KEY:

A = Total loans to farmers (US $ million)

B = ILoans from Public institution (%)

C = Loans from Private Institution such as Commerical banks (%)
D = Loans from Commercial lenders such as landlords, shop keepers,

money, money lenders (%)

E = Loans from nocn-commercial lenders eg friends and relatives,
neighbours (%).
Source: Agricultural Credit, World Bank (1974) in Johnson

D.T. (1982) Page 69.



Private sources of credit are usually criticized because of
generally high interest rates (some 20% -~ 100%) per annum. In
some cases it is part of the agreement that the farmers will sell
their products to the lender. But despite the high interest rate
charged, many a small farmer prefers to borrow from private lenders;
farmers are of the opinion that private credit source have the
advantage of being quicker, more perscnal, disbursements are made
at the time of need; above all, can be obtained next door without
unnecessary bureaucracy. The following reasons have therefore
been advanced for the success of non-instituticnal sources viz:

(i) Lower risk premium

Lenders and borrowers live together. This proximity affords
lenders to have full details about the farmers in the area,
in terms of character, credit worthiness, farming activities,
degree of interprenual ability etc; this gives the lenders
comparative advantage over formal institutions with regard
to this differential access to information. These lenders
are therefore able to choose for themselves the low-risk
farmers. Acguisition of information would be very costly
for an urban institutional lender.

(i1) Lower collection costs:

With the non-institutional lenders collection of outstanding
loans is usually not difficult. The lenders know the true
financial condition of the borrowers, where he could be found
who his relatives are; etc. The lender could apply pressure
through lecal authorities in case the borrower defaults in

repayment. This brings to the fact that there is lower cost
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2.2.2

of repayment collection,

Lower Transaction Cost:

The informal lenders do not have to invest in putting up
structures 1like buildings, and other infrastructures needed
for the successful operation of the institutional sources.
Also fixed and variable costs are typically lower for the
non-institutional lenders i.e the lender does not have to
employ staff etc.

Disadvantages/Limitations

The non-institutional source is not without its own problems.
Paramount among them include high interest rate as stated
above, absence or total lack of supervision of the agricultural
activities for which the loan is sought and alsc the money
lenders do not have the technical agricultural know-how and
therefore cammot -prcvide professicnal advice as the case may

be in the instituticnal sources,

INSTITUTIONAL SQURCES

Institutional sources can further be categorized into

a) Domestic b) Foreign source.

Bomestic source

Such as "Esusu” or commonly knowri as asusu in Hausa speaking
areas., This includes credit cooperatives including traditicnal
credit gqreoups such as those contributing for the Esusu,
friendly societies etec, were coriginally the institutional
agencies for credit supply to Nigerian farmers, Aand in the

last military regimes and of course the present one brought
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about the "Better life for rural women" and the family support
programmes. These two were established in order to better
the life of the rural women folk and the members of the family
in general. Recently the family support programme (FSP)
have incorporated the idea of providing loans to women in
all the local government area of the country in order to
encourage them enter into agricultural enterprenuership,

However, while the traditiconal credit still persists
and indeed reigns supreme in large parts of the rural areas
of the country, the emmergence of banks, credit and the direct
intervention o¢f the federal and state governments in
agricultural financing have brought about a significant shift
of emphasis to meaningful improvement and expansion of farming.
The co-operatives are organised as an apex institution and
are depcsitories of on-lent funds from banks and other agencies
for ultimate utilization by farmers.

Thus, in an attempt to help the farmers to cover come
some of the problems and inadequacies of the private lenders,
many governments of developing countries have developed
agricultural credit systems. And as observed by Jcohnscon {1982)
YCovermment sponsored credit is often the only type available
tc small holders in developed countries"”. A number of
successful stories have been recorded (Vasthall in Kenya and
Uganda). Adegeye et al (1982) also {(GCDB) in the disbursement
of funds from Ghana Agricultural Development Board (GADB)
to farmers and the repayment of the loans is a very good

example of how a development project agency can be very useful
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in the provision of agricultural credit to small scale farmers,
Cn the other hand quite a number of failures have also been
recorded - this may not be unconnected with the fact that
farmers were not used to institutional credit as well as the
administrative bottle necks inherent in it. Others include
delays in the credit delivery, provision of ceollateral etc.

In a survey conducted by the Food and Agricultural
Organisation (FAO) 1965 to study the possibilities of
strengthening the provision of credit to agriculture in
developing countries, it was observed that farmers were better
off, as credit institutions complete with non-instituticnal
sources of credit, This was found to be due tc the fact that
a good number of agricultural banks took it for granted that
a mich lower rates of interest charged by their institutions
would attract farmers away from the non-instituticnal sources
and so they overlocked the imperscnal character of
institutional credit and all that resulted from it.

Also in HNisbet (1971) in a survey of attitudes among
farmers in columbia found that despite the high interest rates,
farmers preffered to borrow from money lenders than from banks,
Their complaints were that institutional programmes involved
too much red-tap and were said to be too slow, too rigid as
regards repayments.

Adeleye et al (1982) contended that two prerequisites
are normally recquired for suppliers of credit to agriculture
toc be willing to supply credit to farmers. First, the cost

of credit to agriculture should not be higher than for other
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purposes and secondly, the system must make it possible for

farmers to pay back., These two pre-regquisites hardly prevail

as far as formal insituticnal credit organisations are
concernad. They however prevail to a large extent with respect
to the informal (non-instituticnal) credit.

Under normal circumstances, an agricultural credit institution
needs specialists to be efficient in distributing loans according
to the needs of different farmers. 1In supporting this view Dell
Amore (1973} contended that specialisation wag most efficient in
a system for agricultural credit which every govermment should
work towards an ultimate aim. Alongside specialization, a second
prerequisite of a good agricultural credit system is wide geographical
coverage through permanent or intermittent offices at all major
rural centres. This way an agricultural credit institution can
maintain continued contact with its clients and arrive at less
superficial judgements of credit needs and earning capability of
individual farmers.

In Nigeria today, there are four (4) categories of banks
involved in and indeed Qirectly or indirectly in providing credit
to farmers. These banks are :-

i} The Central Bank of Nigeria (CBN) which by its peculiarities
form a class by itself, being alsc the apex of the Nigerian
banking system.

ii) The Commercial banks who presently supply the largest portion
total agricultural credit in the economy especially for short-

term purposes.
iii} The merchant Ranks who are positively required to provide
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medium to long term credits to Nigerian farmers.

iv) The Development banks which are required to play a very
significant developmental roles by their ability to provide
all the three categories of financing of agro allied
industries, One of such banks:- The Nigerian Agricultural
and Cooperative Bank Limited (NACB) is entirely required to
finance farmers directly or through their representative bodies
throughout the country.

FOREIGN INSTITUTIONAL SOURCES

Notable among those foreign institutional bodies are the
international banks for re-construction and development (IBRD)
otherwise known as world bank. Its mode of coperation is to extend
lines of credit to national govermments for the purpose of financing
developmental projects, thus sparing the task of dealing directly
with numercus individual investcrs,

In this way the bank has made substantial lcans to the federal
and state governments for agricultural development projects in
which a large number of the Nigerian rural dwellers are actively
engaged.

Also in addition IBRD above, of recent another institution
known as African Development Bank (ADB) have been found to be
playing a very significant role in the development of agriculture,
particularly in its main catchment areas - the African Continent
as a whole because its African in Origin and its activities are
directed towards African member countries only. Other bodies that
provide foreign loans to the development of agriculture in Nigeria

include ECOWAS fund, International fund for Agricultural Development
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2.2.3

(IFAD), International Labour Organisation {ILO) and European
Investment Bank (IEB) among others.

THE ROLE OF CREDIT

The role of credit to develcpmental projects cannot be over
emphasized, one reason for the importance frequently attached teo
small form credit as a whole for rural development in developing
countries like Nigeria is the belief that, the lack of access by
small farmers to institutional lending constitutes a critical
constraint in the adoption of improved inputs of modern production
techniques which can lead to increased output with the resultant
increase in income which consequently enhances rural welfare,
In this regard if farmers are to adopt improved farming nmethods,
such as the use of improved seeds pesticides and insecticides,
etc; they will require credit especially the short-term type of
credit to assist them purchase these inpufs,

Mosher (1971) states that "most methods of increasing farm
productivity involve the use of purchased inputs and these farms
near the subsistence end users continue or grow into commercial
usage, produce little cash income of which inputs can be bought".
The FOA (1965) asserts agricultural credit "can make a substantial
contribution to the increase in agricultural production and
ultimately to raising the standard of living of the rural population
in as much as it provides the farmer with a means of improving
his land, use modern tools and machinery and introducing better
methods of cultivation.

One can then summerize the assumptions behind the conventional

credit programmes as being:i-
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1) The farmers need credit to adopt new technology.
2) That they cannot get credit economically (If at all from un -
schedulled private sources cutside the programme.
3) That the provision of credit to break the most important
constraint of small farmers progress (vicious cycle of proverty).
As already pointed out small farmers constitute the majority of
farmers and consequently much more will be proporticnately achieved
if their contribution to agricultural production is improved.
But today lack of capital is the major constraint inhibiting the
small farmers from increasing their productivity. Many research
have indicated the potential effect of increased level of capital
in agricultural production. Ogunfowara (1972) pointed out that
when increased capital base is combined with improved technology,
greater opportunity exist for a larger volume of production and
higher levels of farm income.

The purpose of agricultural credit is to enable the farmer
to purchase productive equipments and supplies. These supplies
aid in accelerating the agricultural productivity.

FAO (1965) confirmed that for Agricultural credit to perform
its functional role of raising farm productivity, it has to be
properly utilized and this is dependent on the provision of certain
pre-conditions among which are extension services, technelogy,
education and training. FAQ (1965) therefore summarizes the pre-
requisites necessary for successful implementation of Agricultural
credit as follows:-~
1) The existence of adequate and efficient socio-economic planning

and the desire of all parties concerned to implement it.
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Effective plamning presupposes the existence of adequate
statistical material and effective administration at all levels,

2} An adequate rural infrastructure (roads, rail roads, storage
facilities etc)

3) An efficient system for stabilizing fluctuations in prices
for agricultural products.

4) Proper system of land tenure.

5) Adequate and effective arrangements for marketing and
supply.

6) A well organised and well operated extension services.

7) Continuity in government policies.

However, the rationale for the promotion of formalized
agricultural lending is based on the concrete recognition of the
exploitative nature of the informal credit sources as well as their
inability to cope with the ever-increasing demands for affordable
credit facilities by the teeming farming population in Nigeria,

Formal sources of Agricultural finance include the commercial
banks, cooperative societies, development and finance corporations
as well as the merchant development bank. According to Oludimu
and Fabiyi (1984), the most ideal sources of credit for agricultural

growth and develcpment is the formal and institutionalized type.
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2.3

PERFORMANCE/ACHLEVEMENT
NACB as at today carries out its operations from its

Headquarters in Kaduna with its seven Zonal offices and about
seventy branch offices and with over 300 representative offices
has made it possible to take the services of the bank to the door
steps of Nigerian farmers.

NACB has performed relatively well compared to similar
institutions in Africa., In the eye of the African Development
Bank, (ADB) which is the apex development bank in Africa, NACB
has been rated the best in agricultural development., The
disbursement and recovery rates in both small-holder loan scheme
and the investment loans have been very good, and NACB seemed to
be most successful.

The cummulative loan approvals indicate about WN5,2 bi’llion
has been approved, out of which N3.9 billion has be disbursed of
the N3.0 billion due for repayment, about N2.7 billion has been
recovered. The beneficiaries include over 250,000 direct small-
holder farmers and more than 180,000 smail scale fammers who

benefited through the on-lending loans to various state government

agencies and co-operatives,

Report has shown that from inception to mid-eighties NACE
assisted projects were for example produced 2,198,950 tons of
sugarcane, 24-4 million dozen eggs, 1,528,590 spent layers, 573,463

broilers, 266,535 tons of Rice, 59,909 heads of cattle etc.
In the provision of employment, report shows that NACB-funded

projects assisted in the employment generation nationwide. In
this wise, direct cumulative employment opportunities from
inception (1973-1985) given the available records, created 606
posts, 1029 technical posts and 99292 other positions.

The books of account of the bank also shows that it has been
doing quite well in terms of sustaining the tempo of its operation.
NACB also played a very important role in the Development of Federal

government projects such as the Riveer Basin Development Authority
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Table 3
NACB SUMMARY OF PERFCRMANCE OPERATION FOR THE PERIOD 1985 - 1994

PERIOD LOAN NO. APPRCVAL DISBURSEMENT REPAVMENT
(YEARS) AMOUNT (M) (M) (b1}
1985 3665 668477563 478080071 160554436
1986 9453 51242111 42413837 24346387
1687 8402 148656402 66250461 52803112
1988 47470 407164639 262216056 101168529
1989 52058 5600032000 445769226 127002469
1990 36897 494912000 358905302 195414959
1991 20801 429638852 165856935 197884628
1982 28560 519077530 626661067 £45491727
1993 38720 858604960 895875098 658441840
1994 35269 1096919608 601600215 £29178109
Total 291,301  5,634,696,665 3,943,628,268 2,762,286,198
(4} SHS and SIDP Loan Scheme 1981 - 1991
Table 9
Years7 Number of Amount Disbursemant Amount:

; Approvals Approved (H)r (M} Repaid ()

i
1981 ° 463 1086507 819171 120160
1982 423 1060152 1027118 1833E2
1983 1474 3123756 2492407 460194
1984 | 641 1590384 1323884 907537
1985 | 5739 11966764 9907400 1216193
1986 | 9234 18086111 15119657 3587343
1987 ; 7756 14124402 12217461 6087565
1988 ; 416154 95257959 76781734 10460588
1989 E 49575 119861235 98697114 29359017
1990 ; 41550 B3250526 76993962 52007419
1991 j 171584 5133153 41679968 59524870

.f

169,163 354,540,949 337,053,968 163,930,244
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The NACB as incorporated in 1972 and commenced business in
1973 from the Head Office in Kaduna. The main objectives of the
bank were to deliver credit to the agricultural sector of the
economy, to improve the income and welfare of the Nigerian farming
population, rural development and engender the overall development
in the countrvy.

As a result of this siting of the NACB Head Office in Kaduna
the capital of Kaduna State, the bank have extended it services
to all segments of the society in the State. At inception of
operations NACB services were delivered directly from the Head
Office until when its operaticns were decentralized to scme few
Branch Offices. To this end four ({4) branch Offices wers
established in 1987/88 in the then kaduna State namely Kacuna,
Kafanchan, Funtua and Katsina branch offices respectively.

In the same 1987 Katsina State was created cut of Kaduna State
and two branch offices were curved out of the four. Viz Katsina
and Funtua Branch Offices leaving only Kaduna and Kafanchan for
Kaduna State. These two branch coffices became grossly inadequate
to cater for the farmers in the new Kaduna State.

Prior te the creation of Katsina State the Kaduna State zone
is being referred to as''Green Belt" by the Fcod and Agricultural
Organisation (FAO} because virtually all the crops grown across
the country grows favourably in the state.

Because of the inadequacy of the two branch offices left for
the new Kaduna State there was mounting pressure on the two branch
offices in terms of lcan administration. It was for this reason

that the Board of Directors of the Barnk met and decided to open
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two additional branch offices so as to replace those taken over by
Katsina State. These two additional branch cffices are Zaria and

Birnin Gwari established in 1992 and 1994 respectively.

From inception to dat NACB caters for Kaduna State Corporate
bodies and certain individual clients in the State from the Head
Office directly as well; individual big-time farmers whose loan volumes

cannot be contained in the branch offices.

NACB at 23 years have come of age in terms of meeting the demands
of its numercus clientele in the areas of loan disbursements to boost
agricultural productivity/recovery, increase farmers income,

improved welfare and awareness in the areas of agricultural technology.

This research work in table 17 summarizes the overall performance
of NACB in Kaduna State freom inception to 1994 more especially with

the creation of branch offices in Kaduna State.
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Table 11

ACTIVITIES OF NACB IN KADUNA STATE BOTH FROM THE HEAD OFFICE AND
BRANCH OFFICES FROM INCEPTION TO 1994

1. Kaduna State Covernment and its agencies

Amount Approved: N70,698,100.00
Arount Disbursed: N65,112,402.00
Amount Recovered: N25,558,369.00
Amount Outstanding: M41,555,756.00

2. To Individuals and Corporate Bodies in Kaduna State
(Investment/Large scale loans)

Amount Approved: §39,463,000.00
Disbursed: w20,922,887.00
Amount Recovered: ¥46,843,439.00

3. Small Holder Loan Scheme

Amount Approved: N23,521,883.00
Amount Disbursed: ¥22,914,509,00
Repayments: N17,442,514.00
Outstanding: N81,062,304.00
4. Totals
Amount Approved: §133,682,983.00
Amount Disbursed: §108,949,798.00
Amount Recovered: §89,844,322.00

Amount O/Standing: N122,618,060.00



The data availabe for Zaria and Birnin Gwari Branch offices established

in 1992 and 1994 for the different loan heads are as follows:

Investment (large scale) projects

Branch Office:Zaria branch Office

Amount Approved Amount Disbursed  Amount Rep'd Amount 0/Standing
N5,233,000.00 N3,582,486.00 ¥9,305,201.00 N9,646,831.00
Small Holder Loan Scheme Second Livestock Dept. Projects

{8HS) (SLDP}

Zaria Branch Qffice

Loan Approved Amount Disbursed  Amcunt Repaved — Amcunt O/Standing

¥6,065,500.00 M5,170,374.00 M4,361,711.00 ¥12,113,621.00

Birnin Gwari Branch Office

Loan Approved Amount. Disbursed Amourt Repayed  Amount O/Standing

N3,390,000.00  N192,368.00 N314,468.00 N4,511,170.00
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CHAPTER 3

BACKGROUND INFORMATION

Historical Develcopment of NACB:

The Nigerian Agricultural and Cooperative BRank Limited is a
specialized development bank established by the Federal Government
for the purpose of extending loans for the financing of agricultural
projects. The ‘ Nigerian Agricultural Bank was incorporated as a
private limited liability company on the 24th March November 1972,
with a paid up capital (share} of ¥1,000,000.00. This capital
was raised to NZ,000,000.00 in 1975, The bank was officially opened
for operations at the Nigerian Institute of Internaticnal affairs,
Lagos, by the then Head of State on the 6th of March, 1973. This
sinqular involvement of the Head of State in the official cpening
of the bank demonstrated the importance which the government
attached to the role the bank was expected to play in the
revitalizastion of the much neglected agricultural industry.

The government policy statement remains the sole reference
point in assessing the impact of the Nigerian Agricultural and
Cooperative Bank Limited on the Nigerian Economy.

Prior to the establishment of the bank, the financing of the
agricultural sector was handled mostly by scme public institution.
Samne of these included the Nigerian Local Develcpment Bocard which
operated between 1946 and 1949; the Regional Local Development
Boards which took over from the former, the Western Nigerian Finance

Corporation, which administered farm loans in the Western Region
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between 1955 te 1965. The Western Nigerian Agricultural Credit
Corporation which took over all agricultural loan operations from
the Western Finance Corporation, the Northern Nigerian Development
Corporation, and Eastern Nigerian Development Corporation which
commenced operations in 1962/63 and the fund for Agricultural and
Industrial Development of the former Eastern Regional Government,
Most of the studies carried out in the sixties showed that
most of the picneer agricultural and industial credit institutions
were not successful in the delivery of credit to the required
sectors.
The main reasons for the failures include:-

low coverage of farming population

- in adequate funding
-~ adoption of excessively rigid and time consuming proceduras
for processing loan applications

- political interfearances
- infregquent project identification, preparation and appraisal
- inadequate project implementation and supervision
—- untimely loan disbursements
- low loan recovery

all the earlier efforts towards the establishment of
agricultural credit institutions were mainly regiocnal based; and
it was not until the Federal govermnment accepted the stoneham
report of 1969 and the eventual inauguration of the Nigerian
agricultural and Cooperative Bank Limited that the first naticnal
approach was brought to bear on the administration of agricultural

credits,
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As at today the Nigerian Agricultural and Cooperative Bank

Limited is an apex develcpment. Like any other development bank,

the specific objectives of the bank as conceived by the founding

fathers are as follows:-

i)

ii}

promotion of agricultural production
promotion of rural development

The main activities through which the bank sought to attain

these objectives include the following:

a)

Granting of lmans for agricultural production (including

horticulture, poultry farming, pig breeding, fisheries,

forestry and timber producticn, animal! husbandry and anv other

type

of farming) and for purposes of storage, distribution and

marketing connected with such production to any State or any State

institution for on-lending to a farmer, a group of farmers or

any corporate body, subject to the State or State institution

guaranteeing repayment of the lcan.

b)

Granting of direct locans toc individual farmers Corporate
societies or other bodies (Corporate or unincorporate) in
appropriate cases, provided that the bank is satisfied that
the schemes for which the loans requested are viable and there
is adquate security to cover such loans.

with the expanding scope of operations of the bank, the aims

and objectives of the bank have been expanded to encompass the

followings:

i)

The promotion of improved productivity and aggregate food
production in the farm sector through the mitigation of the

adverse effects of the astronomic increases in the cost of
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ii)

iii)

iv)

v)

h

vi)

arm inputs sequel to the implementation of the Structural
Adjustment Programme (SAP).

Provide necessary support to the efforts of government aimed
at the restructuring and diversification of the productive
base of the national economy through the design and promotion
of agrc based, non-oil export production programmes.

To address the immense distortions inpinging on the national
domestic agricultural produce marketing system following the
dissoluticn of the commodity boards

To design effective programmes for the provision of adequate
credit facilities to the nation's crucial target population
(viz innumerable rescurce-poor, small holder farmers and their
families)} at concessiocnary interest rates.

Te provide succur to retrenched workers in hoth the public
and private sectors through the provision of credit facilties
tc those of them interested in opfting for farming,
agro-processing and marketing of agricultural produce as
alternative fields of human endeavour.

To finance direct investment in the eguity capital base of
major agro-allied industrial ventures and also provide
requisite guarantees to enable such viable venturas source
extra funds at both the demestic and international capital
markets.

The challenges posed by the lofty aimg and objectives of the

bank as enumerated above call for its implementation.
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FORMATION OF NIGERIAN AGRICULTURAL AND CO-OPERATTVE RANK

Sequel to the world bank recommendation the Federal government
established the Nigerian Agricultural Bank (NAB). The bank was
incorporated March 24th, 1972 as a limited liability company with
a paid up share capital of five hundred thousand thousand pounds
made up of 500,000 shares of £1.00 each., The share capital was
raised to W2,000,00.00 in 1975.

In March 1978 the name of the bank was changed to Nigerian
Agricultural and Co-operative Bank Limited because the government
found it necessary to incorporate other bodies such as the
Cooperative Sccieties so that the bank could reach individual
farmers through organised societies - The cooperatives, As a result
of this change and the widening of the bank cperations the bank
must as a matter of necessity have a broader capital base to meet
the Cooperative Societie, State government agencies, and agro-based
industries in Nigeria. & praposal to restructure the share capital
of the Bank was approved by the Federal government in April 1979,
Consequently the share capital was increased to 150,000,000 and
simoulteneously the ownership structure of the bank changed. The
Federal Ministry of Finance took 60% Or H90 million of the capital
while the Central Bank of Nigeria tock the remaining H60 million
or 403. And as the operation and scope of the bank widened the
share capital of the bank was increased again to N500 million in
order to meet its obligations. Since this increase, the hank's
activities have diversified and the management of the bank have
a plan presently to increase the share capital from E500,000,000

to Ml billion.
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3.2

OBJECTIVES OF THE BANK

In general, the objectives of the bank are to increase
agricultural production and promote the welfare of the rural
population by generating gainful employment in agriculture; the
bank‘s activities cover all agricultural subsectors including
livestock and crop production, fishery, forestry and timber
proeduction as well as storage and marketing comnected with such
production in Nigeria.

The details of the specific objectives include among others:

1) To grant loans for agricultural production (including
horticulture, poultry, arable-cropping, pig breeding,
fisheries, forestry and timber producticn, Animal husbandry
and any type of farming) and for purposes connected with such
production to any state, group o©f states or any state
institution for on-lending to farmers, group of farmers,
provided the lcans are guaranteed by the relevant state
government.

2) To grant direct lcans to individual farmers, cocperative
societies or other bodies {co-operate or unincorporated)
in appropriate cases, provided that the bank is satisfled
that the scheme for which the loans are requested for are
viable and there is adequate security to cover such loans.

3} To charge interest on loans to meet the full cost of management
including debt servicing, allowing adeguate sums to be set
aside for general and bad debts reserves before paying an
individual.

4} To lend money or give credit upon the security of real or
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S)

6)

7}

8)

9)

personal property of every description and generally on a
project by project basis subject to such terms and conditions
as to payment of interest, inspection of the work-in-progress
in field,

To invest and deal with the monies of the company not
imrediately required in shares or upon such securities and
in such manners as may from time to time be determined by
the company.

To enter into contract; concept and acquire securities make,
draw and accept negotiable instruments,

To buy, take or lease, exchange or acquire, sell, turn to
account, deal in and disgeose of lands, buildings ard
heriditament, whether tenure, easement, concessions, <laims,
timber rights, water rights, real or personal property of
every description.

To borrow or raise money in such manner as the company shall
think/deem fit such as issue of debentures or stock (perpetual
or otherwise) and to secure the repayment with any part of
the comapny's property or assests (whether present or future)
including its uncalled capital, also by similar mortgage,
charge or Llien to secure and guarantee the performance by
the company of any obligaticn or liability it may undertake.

To carry on the business of assisting enterprises in
agriculture, agro-based enterprises in agriculture, agro based
industry and commerce for exploitation of forest and other
agriculturally related resources in MNigeria by:-

a - assisting in creation, expansion and modernization of
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10)

services auxillary to agriculture, agro-based industry and
commnerce,

b - assisting in the creation, encouraging, sponsering and
fascilitating acquisition or ownership investments, shares
and securities.

¢ - guaranteeing loans and cbligations.

d - providing finance in the form of short-term medium and
long-term loans.

To carry out consultancy and other technical and professicnal
services for commercial agricultural, industrial and individual
establishments on moderate fees and to monitor and update
them as and when the need arises.

In sumary therefore, the foregoing objectives are derived
from the bank in two fold targets. Firstly, to assist in
promoting agricultural production and rural develooment.
Secondly, to assist in improving the incomes and quality of
life consistent with the World banks' reccmmendation.

The key activities through which the bank seeks to attain
its objectives are to find or generate bhankable projects and
implement them successfully. The main methods used by the
bank is its financial assistance, partly by granting loans
at highly susidized interest rates to all interested in
agricultural financing by the bank, be it individuals,
cooperative societies or large scale farmers. The banks'
activities are entirely supportive of Federal government's
policy oni-

- ensuring food supply in adequate quantity and quality
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- provision of industrial raw material

- improving the welfare and standard of living of the rural
populace

- enhancing rural employment opportunities in the country
by promoting income generating activities thereby creating
a more effective demand for services in the rural areas.

ORGANISATIONAL STRUCTURE AND OPERATION

Organisationally, the bank has witnessed a tremendous growth
in its 22 years of existence. Starting operations only from its
Head Office in Kaduna with just three departments - projects,
operations, administration and finance in 1973, Nigerian
Agricultural and Co-operative Bank Limited now has nine departments.
These are Finance, Administration, ILegal, Estate, Inspecticn,
Research and Develcpment, Operaticns, Investment and Treasury and
Company Secretariat.

There are also seven (7) 2Zonal Offices manned by Zonal
Controllers who are DGMs by rank, NACB Limited has also spread
its tentacles toc all nooks and corners of Nigeria through the
establishment of the Zonal Offices, Over 70 branch offices and
about 300 representative offices nationwide. Accordingly, more
power has been given to these offices on varicus aspects of the
bank's operations in order to eliminate unnecessary constraints
which could militate against efficient and effective delivery
services. At present the bank is being managed by a management
team comprising of the Managing Director and Chief Executive of
the Bank is being managed by a management team comprising of the

Managing Director and Chief Executive of the Bank, four Executive
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Directors and nine General Managers and three Deputy General
Managers. The above management team is under the supervision and
control of the Board of Directors of the bank. It also decides
on executive matters that the management team cannot finalize within
confines of its power. The management of the bank is headed by
the Managing Director and Chief Executive assisted by the Executive
Director Administration, Finance, Operation and Research and
Development.

The administration of all the departments in the directorates
are carried out by their respective General Managers, except for
the Research and Development directorate which is being manned
by an Assistant General Manager, while the divisions in each of
the departments are being headed by Senior managers and managers
respectively. In other words all the @GMs report the Directors
30 also AGMs, Senior managers and Managers report to their various
GMs who happen to be the head of department,

The staff strength of the bank as at 31/12/95 (according to
our persomnel records) stand to be 2,595. This includes both senior
and junior staff at the Head Office and branch offices spread
country wide. See Organisation structure.

NACB OPERATIONS

NACE has curved out a solid nitch for itself in the area
of agricultural projects financing and today it is the acclaimed
leader in the field in Nigeria., The bank operates a supervised
sredit delivery system through the following schemes.

a) on - lending:

Under this scheme lending is made to established institutions
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b)

c)

against repayment guarantees for on-lending institutions which
include state governments, cooperative societies, agricultural
development projects and River basins and Rural development
authorities.

Direct - lending

This loan scheme is specifically designed to meet the credit
needs of the medium and large-scale farmers. Under this scheme
the bank deals directly with individual farmers and farmers
organisations, without going through an on-lending
intermediary.

Small holder loan scheme

This loan scheme was first introduced in this country by NACE
and it is designed to directly reach small farmers who produce
the hulk of our foed. This step was taken in order to meet
the increasing credit demand of small hclder scale farmers
who produce over 90% of the foed fibre requirements of the
counttry. The security requirements such as certificate of
occupancy (C of 0) of project land and other security
requirements applicable to the direct lending are waived for
borrowers under small holder loan scheme., What is required
is only that the farmer satisfies operational staff that he
is largely full time farmer with a farm land belonging to
his or her family. That he/she is resident in the locality
where the farm land is situated. He is also required to

produce two guarantors to guarantee the loan within his/her

locality.
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d)

e)

f)

9)

Special small holder loan scheme

As the name indicates this is a special lending scheme designed
to reach the small scale farmers. The disbursement is
supervised by the State Ministries of Agriculture and directly
controlled by the offices of the State Governors, The tenure
of the loan under this scheme is one year. One of the
differences between this scheme and the on-lending is that,
further loan will not be made to a state government until
the previcus one is fully repaid.

Workers scheame:

Moved by the plight of the retrenched workers, the bank has
created an avenue for them to earn extra-income as well as
contribute their own guota towards the growth of agricultural
output ¢of the nation. To this end ¥500,000.00 agricultural
revolving lcan is allocated to each state branch in the
Federation., The only adequate standing.

Marketing loans:

In order to reduce problems poised to peasant farmers by poor
transportation and inadequate marketing facilities, the bank
resuscitated the granting of marketing locans to clients to
enable them purchase excess crops during harvest seasons.
It is evisaged that this will eliminate wastage and serve
as incentive to farmers to produce more.

Agro-industrial service:

As a way of contributing to the rural inputs availability
pool and show the way in product standard (e.g feeds), the

bank has venture intc the areas of inputs in order to alleviate

56



h)

i)

the present problems in this wvital Isub-sector. For example,
NACB now supports through joint venture projects in the
production of:-

a) Agricultural chemicals

b) Day-old-chicks with parent stock-ocutfits

¢) Livestock feeds

Consultancy service:

The bank has now a subsidiary - a consultancy company named
NACB Consultancy and Finance Company Limited (NACB-CFC).
The comapny's consultancy service of this subsidiary is among
the best in the country.

Livestock credit unit (LCU):

Is a unit of the operations Department of NACE to implement
the credit components of the second livestock development
project (SLDP) which is a world bank assisted project (in
the northern part of Nigeria).

However, to attract the NACB funding of the above projects
they must be economically viable and desireable., That is,
it must show clear evidence of developmental wvalue to the
nation as a whole. The projects must be capable of showing
satisfactory returns on investment and must not conflict with
any federal government policies or existing decrees, More
importantly the project must be capable of generating adequate
funds to repay the lcan in full, in accordance with stipulated
and agreed terms and conditions. Further more, the
applicant/prospective c¢lient should prove his/her ability

to manage a project in a sound and commercial way, posses
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a good business reputation and financial standing and have a

genuine and clear title to the land on which he is cultivating.

In addition loan beneficiaries of NACB are prohibited from borrowing
elsewher except with the permission of the Bank. The repayment
period is determined in relation to the gestation period of the
project and the return on investment. See table of summary of NACB
operations in 1985 to 1994,

Between the pericds 1986 and 1987 the loan approvals put together
is relatively low but characterized with relatively low disbursement
and repayments.

For the period 1988 and 1989 the number of loan approvals increase
the loan volume was also raised as well as the repayments. By this it
means that during that two growing seascns the farmers witnessed pumper
harvest and there were markets for their precducts and therefore the
farmers were able to repay their loans as demanded of them.

In 1991 the loan approval was reduced but the recovery was also
high, this may not be unconnected with the recovery of the lcans that
were not repaid the previous years,

In 1994 the loan approved was ralsed but the disbursement
reduced compared to that of 1993 but recovery was good as outstanding

leans were seen to form part of the recovery in 1984,

Generally, over M5.00 billion lcans were approved and about
B4 billion was disbursed and only about M3 billion was repaid; this
constitute more than 55% of the total loans disbursed and about 45%
still outstanding with the farmers over the past ten years of

agricultural funding by the NACR to about 291,677 beneficiaries.
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CHAPTER FOUR

RESEARCH METHODOLOGY

4.1 Introduction

This chapter is concerned with the research
methodology being used in the research work. It is
concerned with the methods employed in gathering
information and analyzing them. The chapter starts
with the identification of the hypothesis of the study.
It then proceeds to discuss the sources of data which
were mainly primary and secondary. The techniques of
data analysis and the empherical results constitute the
remaining parts of the chapter.

4.2 Hypotheses
The hypotheses will serve the dual functicn
of guiding data collecticn as well as they way the
data will be organized most effectively in the
analysis. The hypotheses cf the study are
therefore stated as follows:

Hvpothesis one:

"Farmers in Nigeria depend on external
source(s) of credit from Agricultural development
financial institutions in order to boost
agricultural production™
This hypotheses postulates that the Nigerian
agriculture is characterized by small hcldings,

low level income and therefore low level
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production. As a result they can hardly generate
sufficient savings either individually or
collectively. Their inability to rely on internal
sources to expand their operations makes them
highly pre-emptive to external sources of funds to
enable them carry cut their farm business
operations. Thus, the amount of external
financing required by a farmer is dependent upon:
(i) the farm holding

(1) internal funds available

Therefore, the variables to be examined are the
holdings of the farmer, the farmer's propensity to
save and his frequency of obtaining loans.

Hypotheses two:

*Farmers credit Institutions enhance the
success of credit programmes". This statement is based
on the assumption that the credit is supervised credit,
describes a system on credit provisicn that aims at
increasing productivity through proper co-ordination of
credit provision and availability of effective
extension services. Thus the success of the credit
programme will be measured by the extent to which
credit is given to farmers as well as the level of loan
repayment. In order to determine hcw effective the
instituticns give credit to deserving farmers we shall
examine the under-mentioned variables:

a) Loan disbursements
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b) Leoan repayments
c) Cooperatives
d) Administrative costs

Hvpotheses three:

"The effect of TIME cn the release of inputs
and finance to farmers and how this affects loan
repayments and the credit programme as a whole.

The implementation of any agricultural
programme is not always without some
organizational and operational problems. This
also applies to the NACB. These problems c¢ould be
categorized into:

i) Those faced by the farmers in Kaduna State
and the Nigerian farmers in general
ii) Those faced by NACB

A number of these problems may be identified
and discussed under each category. But of special
interest here are the problems of untimely release
of loans and the farmers poor attitude to loan
repayment and how these affects the success of
NACB's credit programme. Late release of loan
will affect attainment of crop target and this
will result in poor repayment. Information to
test these will be obtained from responses to
certain questions raised in the questionnaires
administered as well as perscnal interviews

conducted.
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METHODOLOGY

The findings of this research work is based
on two main sources of data. These are:-
i} primary data °
ii) secondary data

Primary data are those unprocessed data
collected by the researcher from the field for the
purpose of evaluating the research work. Examples
of primary data are those obtained from the
farmers directly through personal interviews and
questionnaires - in other words primary data are
referred to as first - hand information (data).

Secondary data refers to the already
processed data which in turn is to be uszd by
another researcher. Examples of secondary data
Annual reports, research publications, magazines
etc.

Primary Socurce

For the purpose of this research work two
sets of questionnaires were used in addition to
interviews held with the farmers as well as some
personnel of the NACB. The questicnnaires were
sarved in September through November when farmers
were still busy harvesting and getting set for the
cn coming farming season. It took quite sometime
to gather the information required. Data cbtained

from this source are those to complement the ones
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from the Secondar, source.

Seccondary Source

The study made extensive use of secondary
data. The main sources of information were the
administrative department records, various books,
journals, annual reports, bulletins and other
publications.

Data Collection

For the purpose of this research work the
main method of data ccllection is the primary
source. This include the use of interviews to
farmers right on the farms and at home and market
places. Questionnaires were alsc administered.

Data Analvsis

In data analysis, simple statistical
computations were used. A statistical method used
at arriving at averages and percentages were also
used in analysis and interpretation of data.

- thus the analysis is devoid of complex
mathematical analysis.

The data collected were through the help of
random sampling of respondents.

Techniques of Data Analysis

A total of one hundred and fifty
questionnaires were served to farmers in the whole
part of the State with each questionnaire carrying

gquestions with a multiple choice answers and space
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for further comments. Random sampling technique
was used in serving the gquestionnaires to farmers.
To allow for equal representation and spread,
fifteen farmers were served with the
questionnaires in the areas of Maigana, Kaura,
Pambeguwa, Kafachan, Zaria and Birnin Gwari;
others are Kachia, Zango and Saminaka. These
areas were selected due to spatial limitations as
well as their proximity to NACB.

EMPIRICAL RESULTS

The results were categorized under the need for
agricultural credit as well as sources and operations
of agricultural credit institutions.

Need for Agricultural Credit

As stated earlier, this need arises due to the
nature of modern agriculture which is becoming more
capital intensive because of application of new methods
and techniques of producticn, thereby posing lot of
financial problems. Funds are needed to buy production
inputs as well as to provide working capital. Indeed,
the absence of regqular income sale and an irregqular
outflow of payments for production cost makes the need
for financial credit imperative. The funds however,
could be available through any of the following ways:
i) internal financing
ii) external financing

Accordingly all farmers in the survey were asked
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to respond to their sources of credit.

Table 11

Source No. of savings Borrowings Both Total
No. of

Response 10 110 30 150
Percentage 7 T3 20 100
Table 12

Frequency of taking loans

No. of times No. of Respondent Percentage
loan was taken

1 - 2 17 11.30

up to 4 times 30 20.00

up to 6 times 39 26.00

up to 8 times 44 29.30

up to 10 times 20 13.40
TOTAL 150 100%

The external scurces can be further divided into
institutional and non-institutional sources. The non-
institutional sources include friends, money lenders
etc; while institutional sources (which is more
emphasized) comprises of banks, cooperatives and
agencies like women commission, family support
programme FSP, international labour organization (ILOC)
ECOWAS FUND, World Bank, ADE etcC.

which sources do farmers prefer?




Table 13 Sources of Finance to Farmers

Sources of credit No of farmers Percentage
Berrowing

Money lenders 10 7

Friends & Relatives 20 13

Through-Ccoperatives

and other govt.
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The empirical study enables the researcher to know
the extent to which the people and organizations
actually benefit from such services of the Banxkx and
also the extent to which the combine effect enhances

economic growth in Kaduna State. See Table



CHAPTER FIVE

DATA ANALYSIS AND PRESENTATION

5.1 DISCUSSION ON RESEARCH FINDINGS

From the research it was found that most
farmers still depend on external financing. This
dependence on external financing is further
confirmed by the fact that 99 respondents (66%)
saved N0-2000 from their income while 15 or (10%)
saved M2000 and above. This low propensity to
save among farmers is partly accounted for by
their Small holdings and consequently low income.
Until 1987, the average holding per farmer has
been 3-5 hectares and an average return of N600
per hectare. This amount is hardly enough to
sustain the farmer and his family and still save
some amount for the coming season. A total of
between 75% to 85% of the respondents are
characterized by holdings between one hectare and
two hectares of land respectively. However, as a
result of improved practices as well as price
increases both the yield and return per hectare
have gone up. And both return per hectare and per
farmer as at 1988 were M2,500 and N1,800 with an
average holding of .7 hectare. Despite this

apparent improvement in the return per farmer,
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farmers still save little and depend on external

borrowing as shown by the number of times a farmer

has taken loan fro the past ten (10) years. More

than 29% of the total number of respondents had

taken loan up to 8 times. This poor capital base

has led to a poor capital formation in

agricultural sector. this is so since capital

formation to be adequate should cover:

a) the purchase of all new machinery, equipment
and other physical durable assets.

D) the replacement of equity surrendered by
discontinuing proprietors.

c) the acquisition of inputs which are reqguired
to produce crops, livestock and other

inventories of the farmer. Furthermore,

capital once formed will be sustained through

- contributions of the owner of the farm.

- retained earnings ploughed back into the

business

- depreciation methods on fixed assets.

Ags a result of increasing number of farmers
applying for loans, agricultural banks like NACB
have not been able to cope with such demands. So
far, the NACB has been able to provide locans to
about 58% of the total number of farmers that
apply for lcan. The Commercial banks are not

helping the situation as they are always not
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5.2

willing to provide credit to farmers. In 1985,
only 9% of loans given out went to farmers.
Indeed, in the future small scale farmers will
still doubt rely increasingly on the use of
borrowed funds to finance their cperations except
the vicious circle is broken. It is also
important to note that a major factor in capital
formation through borrowing is of course the
interest rate. While in the advanced countries,
the interest rate structure is responsive to
swings of economic forces and is therefore
elastic, the same cannot exactly be said of
Nigerian situation and Kaduna State in particular.

SOURCES OF AGRICULTURAL CREDIT IN NIGERIA

(FINANCING BY NACRE)

As revealed by survey, two major sources of
funds are available to the farmer, i.e. the non-
institutional and institutional socurces. The
research revealed that the informal sources (non-
institutional) is still important to farmers as
they account for over 50% of the total credit.
However, this shows a significant drop from what
Ijose's (1972) findings revealed. Where the
sources accounted for about 80-85% of total credit
received by farmers. Also Miller (197%) in his
study of 302 rice farmers of Western Kwara showed

that informal sources dominated the credit of
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these farmers constituting about 97% while credit
corporations provided only 3%. Some of the
reascons advanced for the drop in non-ingtitutional
sources include the excessive interest rate
charged. 1In some cases the farmer may be required
to make a down payment if he is negotiating to
purchase a farm business. The problem with this
type of transaction is that higher the down
payment, the more difficult it is to obtain
sufficient funds to run a farm business, the lower
the down payment the more difficult it is to make
the instalmental repayments after the business has
been purchased. However, some of the reasons why
farmers prefer the private sources are discussed
below,.

Indeed, there is endemic problem with most of
the peasant farmers concerning their lack of
knowledge of even the sources of credit cor terms
of loans. Owing to the low literacy level among
the preponderance of the full time farmers and
also due to inadegquate communication facilities in
the country, most cof the farmers are not in a
pesition to indicate or understand the names,
locaticn and types of existing credit sources much
less of the import of interest rates which apply
to farm loans. However, only respondents that

know abcut the existence of such agricultural
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institutions as NACB were interviewed.

Certain credit institutions notably the banks
would want to be satisfied with the quality of the
Management of any venture into which they are
being called upon to invest. But unfortunately
very few farmers in Nigeria possess the necessary
managerial skills or the technical knowledge which
would adequately meet the standard expected by
these credit institutions. A survey carried out
in 1978 by the agricultural finance department of
Central Bank of Nigeria revealed that more
completion of lcan application forms are being
considered by many farmers as an impediment to
their efforts to procure lcocans. In the case of
NACB, apart from filling the application forms,
the farmer needs two guarantors to help fill some
forms as additional security for the Bank (see
appendix)

Nigerian farmers irrespective of the scale of
their operations generally complain about the
insistence of credit institutions on the provision
of collateral. The traditiocnal Land Tenure System
in most parts cf the country does not allow for
the types of fitness a typical credit institution
looks up to, regarding identification of unit farm
boundary, documentation of land ownership claim

and availability of some data or statistics to

69



assess the value of the land. Even the Land Use
Act which came into operation years age has helped
the situation significantly. Indeed, the effect
of the Act on farm holdings has hardly been
noticed. If anything banks in particular finds
themselves bewildered by the long delay it takes
the authorities to issue certificates of occupancy
in respect of farm land over which the Bank holds
a lien. It is on this question of collateral that
banks are being urged to demonstrate some
flexibility. Few Nigerian farmers can produce
security which would satisfy a typical bankers
criteria as to the adequacy of value vis-a-vis the
loan and the marketability of the collateral
provided and the cost of executing the mortgage
deed r transferring the title to the credit
granting instituticns. Under the NACB Small
Holder Scheme the issue of collateral has been
waived for the farmer.

Mcst farmers also encounter difficulty in
complying with the Banks' demand for feasibility
reports on the projects for which credit is
required, It is a sound principle of lending for
both borrower and lender to ascertain the
viability and prefitability of proposed project
especially one requiring a large financial out

lay. What bothers the farmers is the huge cost of
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procuring the feasibility report and the attendant
delay involved in its operation.

As a result of the above therefore farmers
say they prefer the private sources because they
are quicker, less cumbersome, more personal and
informed and above all can be obtained next door
without unnecessary formalities.

OPERATIONS OF NACB LTD KADUNA STATE

o OTIC [T | Loan Disbursement (as strategv for

improved performance in Kaduna State

A principal feature of the
operations of the NACB is that all its
loans have so far, been approved for
indigenous persons and enterprise. The
number of projects approved for
assistance rose steadily from 539 in
1986 to 36,683 in 1989 but went down
drastically to 21272 in 1994 allegedly
due to lack of funds. The cost of
projects sanctioned in 1986 amounted to
N5,101,370 million rising to M38,165,125
in 1986 amounted to M38,167,612 in 1993.
Disbursements dropped short of total
approval in all the years except in
1995. However, disbursements increased
from /7.7 million in 1988 to &30 million

in 1988, and ™43 million in 1995. All
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the disbursements went to co-operative
farmers in 1985 for marketing purposes.

From the survey and research
conducted it was found that a number of
projects were financed in Kaduna State
through NACB Credit Financing from
inception to 1995. Amongst the projects
so financed are the cattle fattening,
goats and sheep nearing, poultry
marketing of Agricultural produce and by
produces, Arable farming among others.
The Arable is further sub-grouped into
SHS/SLDP and also investment proiects
respectively.

The amount approved and those disbu-
rsad from 1873 to 1985 were compressed
and 1985 was takan as a base year for
computerization purposes. The amount
approved, disbursed and repaid could be
seen in table 12.

The beneficiaries of such loans
from 1985 to 1995 have been individual
farmers corporate entities, state
government agencies and cooperative
societies.

The trend of activities for the

period under consideration in Kaduna
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State is that more and more farmers,
government agencies, cooperative
societies, companies and individuals
{Small Scale Farmers) have benefited
from NACB Credit Financing. From the
foregone it can be observed there has
been steady growth in both the
disbursement and repayment which means
that more and more projects have been
financed and more and more farmers have
penefited tremendously from the
agricultural financing by the NACB
figure summerises such activities 81.5%
of the total loan approved from 1%85 -
1995 have been repaid which means that
the performance of NACB in Kaduna State
have been very enccuraging.

Another aspect of disbursement is
Timing Agricultural Credit be it in kind
or in cash must be timely. If provided
too early or too late if leads to
diversion or loss. How timely are the
loans being enjoyed by farmers is
pertinent guestion to ask here. The
NACB staff contended that timing depends
on the time a farmer applies for a loan.

A maximum of two weeks was given for
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approval and disbursement of a loan that
was applied for before beginning of a
seascn say around may. They assented
that at that time they had meetings
frequently and decisions were taken
instantaneocusly.

Loan Repayment

Credit normally is used
synenymously with borrowing and both
terms imply that the transfer of funds
from the lender to the borrower is
temporary. Loan repayment is assumed.
Small farmers consistently have
deliquency problems which means they can
repay the loan but do not want to or
they are unable to repay the lcan when
it becomes due without placing
themselves in a worse condition comparad
with their status before the loan was
obtained.

Informal lenders do not have much
difficulty in collecting their payments
as they can apply religious, social or
traditional legal pressures; the loan
can also be repaid either in cash or
kind.

Credit institutions face major
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credit programme for small farmers should function as follows:
the Government or Central Bank loans money to a credit
institutions which in turn lends the funds either directly oz
thrcugh ccoperatives to small farmers. The farmer uses the funds
to purchase productive inputs which are ybined with family labour
to produce more output, The additicnal output is sold and the
DroX (1S are sufricient t ret the loan and 1« e the farmer
better off. The payments received fi the farmers b institu-
tions ar f nt enough to regenerat nding paci ' X
rat osts and I t 31 nt 3 I
e rograny &) es X f I ; 1
Hewge v between i 1 . - T Tatt = e | ¥
rong. T - e incr - . - “ 11 rocd $
t redi rogran : ; al I t ! t
nd I mace | =) B 1 . irmers., I't »
of 1gh rat f default t nds | lged | i ent
agricultural credit do regenerate the lves. Johns (1982)
f that the average repaymen rat f itior nd
tror iries iely fri ] ! rdan ) I L ng
rand Development Pr e Seasonal Credil o i 1 Malawi. ! ‘
cas i NACE, it of 174.7 the ind total due, 130,9 1 1
repaid constituting about 74 i t al d *

concerning:

i) the economic criterion used in granting the loan:

ii) the accuracy with which farm plans and budgets

the corner stone of supervised credit prograw



iii) the timing and procedure of debt collection
iv) farmers ability to produce and their attitude to repayment
of debts to government agencies.
However, the following factors can be identified as some of
causes of deliquency (and eventual default).
a) Capacity and will to repay by over lending
b) I'nadequate technical assistance
c) Political influence

d) Natural disaster

Capacity and Will to Repay

Tinnermeier and Finn (1975) observed in their study of
plant costa programme in peru, they observed that farmers cultivating
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a relatively small area (less than 3.3 ha) showed high deliquency

farmers cultivating larger farm holdings (3.5 - 30 ha).

un

he poorer repayment performances of small farmers is undoubtedl!
related to their higher subsistence needs relative to farm income,
Because of the size of their hcldings, only small amounts of loans

will invariably be granted them as was demonstrated by Jose and

Abaelu (1973) that almost 90% of loans granted by the Western

Nigeria agricultural credit corporation (WNACC) to small farmers
were less than M80. Marginal return of such lecans may not be akle
et 3
L

to supplement the farmers subsistence needs and still leave them

with enough to repay both capital and interest,

In scme cases, farmers tend to regard government loar
hand out of their own "cuts'" of national cake. Some wou
beneficiaries/applicants even suggest the appropriate

of distribution - equally among leocal government are:




KADUNA STATE OPERATIONS FROM 1986 -

1995

APPROVAL

DISBURSEMENT

TABLE 12

YEAR NOQ AMOUNT (W) AMOUNT (M) REPAYMENT

AMOUNT (M)
1986 539 5,101,370 4,075,095.80 3,913,008
1987 472 10,683,719 7,758,025,59 3,496,919
1988 845 38,165,124.35 30,647,498.36 3,245,317
1689 36,683 24,637,980 26,810,695.36 4,065,044
1990 5,541 16,044,736 20,958,873.18 15,491,318
1991 4,656 23,951,423 20,618,025.83 23,306,752
1992 5,600 23,921,568 22,978,463.74 22,207,887
1993 3,167 38,167,612 27,960,815.40 40,270,670
1994 2,272 27,997,973 24,290,606.00 28,843,889
1995 1,668 15,467,030 43,220,102.00 42,141,756
TOTAL 69,019 241,138,535 229,318,197 186,982,560




regards to prudent banking practices and norms. They therefore
tend to develop an attitude of non-repayment particularly when
they discover that the more influential members of their community

have not paid back their loans,

Inadequate Technical Assistance

Adequate technology has been stressed as one of the vital
conditions of the success of credit programme. Donald (1975) showed
that only a few projects provided profitable new technology and

these were programmes with high levels of loans repayment.

Much as one would accept the principle of repayment, its
chances are increased if the credit leads to increased output. In
other words, if the leoan beneficiary is helped, with improved
technical assistance to increase his output and inccme the perscons
ability to repay becacme enhanced. In the case of FAID as reported
by Ugch (1973) it would appear that once the bank got an acceptabie
security, they did not care whether the credit led to an increase

in the beneficiary ocutput or not.

Political Interference

Where political influence is allowed to interfere with the
granting of agricultural credit the institutions are often faced
with difficult repayment problems. In Nigeria Osuntogun {(1373)
indicates that some loans were made without any technical analysis
of borrowers farming operations and even without clear cut identifi-
cation of such borrowers as farmers. In some cases many so-called

farming loans went to Board members, petty traders and nom
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