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ABSTRACT

Cogt-effective and sustainable financid services are critically needed by small-
holder farmers and are widely acknowledged to be important instruments for improving
productivity by promoting a more efficient dlocation of resources among resource-
surplus and resource-deficit agents in the economy and aso making it chegper and less

rsky to trade goods and services as wdl as to borrow and lend.

The lack of credit has been identified as a limiting factor to agricultura
development in Nigeria. The arguement has been that the limited availability of
affordable capital delays, if not prevents, the adoption of new production technologies
and the use of non-labour inputs such as fertiliser which, in turn, dows down output

growth and the development of the agricultural sector.

The specific objectives of this dudy were to identify the sources of credit
available to farmers in Giwa, Sabon Gari and Zaria Local Government Aress of Kaduna
State, highlight the problems limiting access to credit, and determine the relationship
between the sampled farmers socio-economic characteristics and their credit

requirement.

Data for this sudy were obtained from both primary and secondary sources. The
primary data were gathered from field survey through sets of questionnaires administered

to 120 farmers by trained enumerators, while the secondary data were generated from
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documents of the Kaduna State Ministry of Agriculture and Natura Resources and those

of Giwa, Sabon Gari and Zaria Loca Government Aress.

The analytica tools used were Smple descriptive datistics and multiple regression

analysis.

The sudy reveded that credit was obtained by the sampled farmers from the

formd, non-forma and, in some cases, both formd and non-forma sources.

The main problems identified as limiting access to formd credit were the non-
interest cogts of acquiring credit, the assat-based nature of lending, illiteracy and
unfamiliarity of respondents with lending procedures; while access to non-formd credit
was found to be condrained by informa lenders limited capitd base and short-term
ligbility structure, limited savings capecity, fear of exploitation through high loan
premiums and the fear of remaining outside the economic mainstream on account of the

isolation and segmentation of informa credit markets.

The socio-economic variables: income, fam size, household size, farming
experience and age were found to be sgnificantly related to credit requirement in the

Sudy area.

Among the recommendations made were the following: the need to explore,
identify and introduce mutudly beneficid links between informa savings and credit

gystems and the formd sector with a view to expanding the supply of credit while



IX
preserving the flexibility and information advantages of informa credit arrangements;
making more credit available to farmers to procure inputs and expand marketed output;
adopting the solidarity principle of joint liability of group members to protect aganst
individua and socid risks and as an dternative to the more traditiona types of collatera
such as land title; reducing transaction costs and lending risks by adopting and adapting
informa credit practices, provison of enterpreneurid and manageria guidance and
training in respect of fam record-keeping and loan use; encouraging and promoting
savings mobilisation and the formation of cooperative credit and savings associations, and

the provison and improvement of agriculturd support services to farmers.
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CHAPTER ONE

INTRODUCTION

Nigeria is largely an agricultural country. It is estimated that more than 80
percent of Nigeria’s food supply is produced by small-holder farmers with farm sizes
ranging from 0.1 to 2.0 hectares (Olayide and Famoriyo, 1980). A number of factors
have, however, been reported to constrain the development of these small farms

(Oyatoye, 1983):

(i).  lack of effective credit facilities;

(i1).  low level of technology and limited application of yield-increasing inputs such as
fertilisers and seeds;

(iii). inadequate storage and transportation facilities resulting in poor distribution and
utilisation of perishable items;

(iv). poor marketing structure, under which farmers receive poor prices for their
produce; and

(v). conservative land tenure system that discourages rapid adoption of available

agricultural innovations.

One effective way to tackle these problems has been reported to be the
improvement of the financial base of the agricultural sector (Agbo and Phillip, 1991).

Access to finance for resource-poor farmers makes it possible for them to:

(i).  finance technological and capital improvements and thereby raise productivity;



(i)).  acquire working capital to obtain inputs in a timely way;
(iii). take advantage of market opportunities; and
(iv). smooth consumption over time.

|

Thus, for small-holder farmers, all the 4 featm‘eé lisied above are. particularly
important. The nature of smattholder crop production means that cash income is
generally earned in 2 "lumpy way’ - when produce is sold after harvest. The opportunity
to save surplus income at that time as well as to borrow at the beginning of the planting
season to obtain needed production inputs are important short-term financial needs of
farmers. In addition, longer-term credit may be needed for fixed capital improvements
such as fencing, terracing, tree-planting or small-scale irrigation. '

In a survey of farmers in Nigeria, Saito (1994) reported that cash flow ptloblems
were cited as a major problem, resulting in inadequate or untimely purchase of inputs,
particularly fertilizer, improved seeds, and hired labour. Cash shortage in particular, she
argued, was the main reason cited for not using fertiliser by 45 and 48% of female and
male respondents respectively and that.credjt problems in general were cited by 74 % of

all farmers surveyed in Nigeria.

Over the last 3 decades, governments in mary developing countries have
intervened heavily in rural financial markets. Their intervention is generally known to

have been motivated by the belief that a shortage of affordable credit constrained
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agricultural growth and development and prevented the integration of small farmers into

the market economy. Among the frequent forms of intervention have been the
administrative allocation of funds, interest rate ceilings and the establishment of
specialised rural finance institutions. Many donors have actively supported these
interventions. For example, about one fourth of all World Bank lending to agriculture
during the 1980s, or $9.7 billion, went to agricultural credit (Huppi and Braverman,

1991).

1.1 Problem Statement

The modernisation of agriculture through the use of new and improved production
technologies requires considerable amount of capital investment. Small farmers,
especially in developing countries are unable to generate enough of this capital from their
own savings and have had to raise additional capital through the formal or informal

sources of agricultural credit.

In Nigeria in particular, many attempts made to provide credit to small-scale
farmers in the last two decades are reported to have had limited effect, even though the
need for credit has tended to increase with every passing year due to population increase,
the competition by the expanding agricultural and non-agricultural sectors for scarce
investible funds, coupled with the inability of existing credit institutions to suit the

particular needs of the farmers in their socio-economic set-up (Ijere, 1986).
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Resource-poor farmers are generally acknowledged to have limited access 10
financial services as a result of which donors and governments have had to invest
substantially in developing financial services for them. Most of these efforts have been
reported to be large-scale, formal, regulated programmes emphasising more rural credit |

to poor farmers, usually at below-market interest rates.

These efforts have reportedly been justified on several grounds, including the
perceived inability of resource-poor farmers to pay market interest rates; formal lenders’
unwillingness to lend to farmers because they are high risk; the belief that lenders coﬁld
be forced to lend to farmers; and the perceived exploitative behaviour of informal lenclers
(Adams and Graham, 1984). But these perceptions have turned out to be unsubstaﬁtia ted
or only partially correct. According to Holt and Ribe (1991), experience with more than
20 years of donor-supported, regulated, subsidised formal credit programmes strongly
suggests that this intervention has rarely achieved its stated objectives. Despite many
efforts to channel credit to farmers, it is further argued, only 5% of farms in Africa and
15% of farms in Asia and Latin America have had access to formal credit and that this
inability to reach farmers has persisted despite forced government expansion of
commer_cial and agricultural banks in rural areas (Braverman and Guasch, 1984). Even
where subsidised credit has reached farmers, programme viability and sustainability are
said to have remained questionable becanse of the refiance on public subsidies to
underpin subsidised interest rates coupled with the credit institutions’ poor repayment

record resulting from inefficient and ineffective screening of clients (Saito, 1994).
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Artificially low interest rates and credit -regulations have also been found to
discourage savings, distort resource ailocation, lead to political pétronage or corruption
in financial services and to weaken financial sectors and instiutions.  Other particularly
serious concerns have been the prevailing misperceptions about resource-poor farmers’ -
credit and savings behaviour, coupled with the fact that, for the most part, traditional
subsidised credit programmes have overlooked the most significant obstacles to credit,

&

namely: high transaction costs and éollatcral requirements.
In view of these apparent shortéomings, as well as the recognition that resource-
poor farmers need credit, this research addresses the following questions:
(i).  what sources of credit are available to farmers in the study area?
(ii)).  what problems limit farmers’ access to credit from these sources?
(iii). what relationship exists between farmers’ socio-ecﬁﬁomjc cha;acterisiics and their

credit requirement?

1.2 The_Objectives of the Study
The main objective of the study is to détermine the variables affecting cradit
requirement at the farm level. The specific objectives are to:
(i).  identify the sources of credit available to farmers in the study area; '
(i).  highlight the problems limiting farmers’ access tp‘credit;
(iii). determine the relationship between farmers’ socio- economic characteristiés and

their credit requirement.




1.3 Research Hypothesis

The following hypothesis was tested:

Null (Ho): There is no relationship between farmers’ socio-economic

|

characteristics and their credit requirement; |

Alternative (H,): There exist a relationship between farmers’ socio-economic

characteristics and their credit requirement.

1.4 Justification for the Study i

The importance of this study ts primarily underscored by the paucity of empirical
work on the sources and determinants of credit requirement at the farm level in the sndy
area. The study therefore seeks to bridge the gap in knowledge in this regard by
providing the information base necessary for objective decision-making on the part of all
participants in the farm credit market of the study area. | ;
I
|

The performance of most credit programmes has also been widely reported to
have fallen short of expectations. Although various factors account for the limitad
success of these programmes, the failure of these programmes has been attributed to
defects within the institutions designated to carry them out, as well as to the assumptions
underlying past policies. This study is, therefore, part of a growing body of literature
intended to provide alternative ways and forms of managing and channeliing credit <o
rural markets that could eradicate or at least significantly reduce the problems previously

encountered. |
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Given that credit schemes in Nigeria and other parts of the developing world are

purely supply-driven, this study also seeks not only to re-focus attention on a much
neglected aspect of credit policy, namely: savings mobilisation, but also make some
prescriptions as to how these schemes can be transformed into self-sustainable systems.
Besides, while market failures in rural financial markets may necessitate government or
donor involvement, the realisation that any form of intervention can only effectively
counter these deficiencies if adequate institutional structures exist makes it necessary that
this study be undertaken so that useful insights can be provided as to how existing raral
financial institutions can be strengthened and restructured and obstacles to the efficient

functioning of rural credit markets removed.

Other issues of importa;lce to the achievement of increased agricultural
productivity will also be highlighted in this study. These include organisational issues
of improving agricultural support services to farmers and their access to inputs; policy
issues of providing an enabling environment for farmers, particularly an appropriate
incentive framework; and technological issues of increasing productivity within the

confines of the agroecological environment of the study area.



CHAPTER TWO
ITERATURE REVIEW
2.1 The Meaning of Credit

In agricultural finance, the terms credit’, ’loan’ and borrow have reportedly. often
been used interchangeably and are assumed to refer to the process of obtaining control
over the use of money, goods or services in the present in exchange for a promise to
repay at some future date (Miller, 1977). On this score, the lender is assumed to forego
the use of the money or its equivalent currently by ma];ing a loan or extending credit to
the borrower who promises to repay on the terms specified in the loan agreement or debt
instrument (Miller, 1977). The obvious implication of this is that the borrower obtains
money to use for current production or consumption purposes before saving to repay at
some future date.

|

Finness (1975) defines credit as the means by which enterpreneurs are enaBlcd
to acquire commodities against a promise fo repay later. Credit, he further argued, is
predicated upon confidence in the sense that the request for a loan is usually met on the
basis of a promise of repayment by the borrower at a stated time and under given
conditions of repayment. Under these circumstances, it is argued, the lender is assumed
to have surplus purchasing power and the borrower a deficit, with the borrower acquiring
|

and using the surplus belonging to the lender. |

Firth (1964) contended that credit as a capital resource is worth considering from
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three functional bases, namely: as a productive asset, as a means of investment and as

a facilitator of control over purchasing power.

Freshwater (1990) distinguishes between grants and credit to the effect that grants |
involve no repayment as a result of which they place minimal burdens on recipients.
Grants, he further stated, are often provided to individuals, low-income communities and
rural businesses so as to reduce the need to bostow funds in capital markets as well as

to offset perceived financial and other market inadequacies.

Miller (1977) reports that a major distinction between traditional and developed
agriculture is the kind and amount of capital used by farmers in the production process.
The explanation offered in this regard is that as agriculture becomes modernised, the
farmer combines his labour with more capital in the form of simple machines, imﬁroved
seeds, fertilizer, herbicides and pesticides (Ogunfowora, et al., 1972). The result,
according to Miller {(1977), is a remarkable increase in the amount the farmer is able to
produce, both per unit of labour input and per unit of land and that this increase in the
ability of each worker to produce moré goods and services by combining more capital

with his labour is fundamental to economic and agricultural development.

2.2 The Role of Credit in Agriculfural Growth and Development

Many scholars have expressed their views on the importance of credit in

agricultural development. Brenner (1971) calls it the life-blood of modern society which
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plays an important role in the development of agricultural production, the demand for

which grows as development progresses. Okorie and Theanacho (1992} have referred to

credit as the pivot on which agricultural development rest and as a resource which can

be used to stimulate agricultural development in the desired direction.

Ogunfowora et al. (1972) have enumerated the role of credit in agricultural

development as follows:

i

(i)

(iii)

(iv)

)

many innovations in farming inevitably increase capital requirements of farmers
such that the low rate of adoption of improved practices is partially due to lack
of adequate financial resources for implementing these practices;

the bulk of farmers produce at the subsistence level as a result of which there are
usually no surpluses out of which savings for future investment can be made;
the seasonal nature of farm production and income generation creates the need for
short - and medium - term loans to finance production activities; | |

the supply of loans may strengthen the farmer’s position in the disposal of his
farm produce instead of having the timing determined by the urgency of his need
for cash;

credit is needed to expand the scale of farm operation and for introducing
supplementary enterprises which could increase labour utilization and promote

steady flow of income.

Poor credit availability has generally therefore been hypothesised as both a cause
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and a consequence of low agricultural productivity, resulting in low input, low-
productivity farm sector (Jayne, et al., 1989). Thus, a technologically stagnant
agriculture unable to generate a surplus clearly affects the level of profits and the supply
of capital in rural areas (Gonzalez-Vega, 1986; Mellor, 1985). Farmers without access
to productivity - increasing technologies and with limited access to markets have been
found to be much less likely to fully enter into the cash economy and will thus be unable
to participate in rthe development of rural capital markets (Jayne et. al., 1989). It is
important, however, to determine whether the tendency of farmers to attribute failure to
adopt new technology to a lack of affordable credit is a common response which reflects
a true credit constraint or simply the ﬁck of economically viable technology. So also is
it important that credit policy recognises the potential for farmers to finance their own

technological change (Mellor, 1985).

223 nditions for Effective Credit Utilization dit
rdination

Highlighting the role of credit in agricultural development, Miller (1977) asserted

that since lack of credit and scarcity of savings have been identified as major constraints

limiting agricultural development, there is the need for increasing the amount of

productive capital in agriculture through the use of credit. He, however, cautioned that

unless the necessary preconditions such as adequate supply of farm inputs, extension,

-
marketing, processing, and other facilities are provided the impact of credit will be

marginal. . T rdaains |
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The coordination of agricultural credit with other services is therefore particutarly
useful. According to Schaefer-Kehnert and Von Pischke (1982), the importance of
coordination is two-fold: from the technical point of view, the advantage of coordination
lies in the fact that the goods and services necessary for productive use of credit are
available in sufficient quantity at the right time and that no bottlenecks develop in
~ marketing the increased production, while from the financial point of view, the credit
institution’s risks are reduced by this coordination which also helps to ensure loans will

be used for the purposes for which they are advanced.'

Miller (1977) has maintained that the following conditions must be met:

(i)  technologies superior to traditional methods must be developed;

(ii)  farmers must have confidence that these technologies would be available to them
in their villages at the right time and in the amounts required;

(iii)  farmers must understand, be ready and anxious to use these technologies;

(iv)  the necessary credit to purchase inputs must be made available at the required
time;

(v)  the marketing of the extra agricﬁlrural production at encouraging prices must be

possible.

Others have, however, questioned attempts to include loans as part of a package
of inputs. They argue that packaging loans and use of other similar non-market rationing

devices tends to diminish the most attractive and useful property of finance, namely:
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fungibility (Adams and Graham, 1984). Many planners, it is further argued, try to

destroy this essential property of finance by allocating loans in fixed quotas, making
loans in kind, or trying to specify the ultimate use of the loan (Adams and Graham,

1984).

2.2.2 The Fungible Nature of Credit

The role of credit in financing production as well as consumption for small
farmers has reportedly been an issue over which there exist considerable debate. Miller
(1977) reports that most formal credit programmes have specifically stated that credit be
extended only for productive purposes and that this is an understandable position for the
lender because of the problems involved in administering a programme which includes
loans for both production and for what, according to him, 'might be labelled essential

consumption’.

Stickley (1976) points out that limiting loans to productive purposes sometimes
leads to situations which are difficult to defend. The 'productive loan purpose’, he
contends, could become so narrowly defined that it excludes some of the loan purposes
that are most important to small farmers. Whereas feed, shelter and veterinary services
for work animals, he contends, have been considered as legitimate productive loan
purposes, food, clothing, shelter, and healthcare for the farm labourer and his family are
not considered as productive loan purposes. For the small-scale farmer who typically

operates a labour-intensive system of farming, he further contends, labour maintenance
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represents one of his major farm expenses.

Schaefer-Kehnert and Von Pischke (1982) have questioned the validity of the
argument to the effect that financing consumption on small farms is necessarily
unproductive, since, according to them, farm and household constitute an integrated
whole and that the subsistence of the family is essential to maintaining production and

vice versa.

It has been reported that it is the fungibility of credit that allows it to be converted
into any good or service and makes it difficult to pinpoint exactly 'which credit is spent
where’ (Adams and Graham, 1984; Holt and Ribe, 1991). A particularly important issue
worth examining here is the diversion of loans to uses other than those for which they
were procured. Credit project evaluations in some countries have reportedly found that
the use of funds for purposes other than the ones stated at the time of borrowing was a
major factor that severely limited the programmes’ effects on productivity increases

(Braverman and Huppi, 1991).

Lele (1981) reports that a review of evidences that have appeared in literature
indicates that although diversion of credit is widespread, it is by no means greater in the
case of small farmers and that only the purposes for which it is diverted are different,
with larger farmers using borrowed funds for industrial investments, real-estate

enterprises and conspicuous consumption. It has also been argued that so long as
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borrowers use loans to meet some immediate debt payment or consumption needs and
still manage to organise the resources needed to invest in a productive activity that
enables them to make timely repayments, the actual use of the loan may not be important

(Holt and Ribe, 1991).

2.3 Programmes and Policies for Extending Credit to Farmers in

The main role of government in the developmént of the agricﬁltural sectér has
been reported to be the provision of a national policy framework through which .it
attempts to minimise the constraints facing the sector and to outline projects and
programmes to be impiemented for the achievement of stated policy objectives (Balogun,
1986). These agricultural policy objectives aim at:

|

() rapid increase in agricultural output to meet domestic food requirements and the
demand for raw materials by local industries; and : \

(i)  expanding the production of export crops with a view to increasing and fmi'the\'
diversifying the country’s foreigﬁ exchange earnings (Balogun, 1986). |
Government intervention in the agricultural sector has therefore not only bee|n in

the enactment of credit guidelines which favoured agriculture as one of the preferred

sectors, but also in the adoption of institutional strategies. These strategies as enunciated

by [jere (1988) are as briefly discussed below:
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(a) The Nigerian Agricultural and Cooperative Bank (NACB)
The Nigerian Agricultural and Cooperative Bank was established in 1973 as a

Federal Agricultural Bank. The declared objective of NACB was the rapid
transformation, expansion and modernisation of Nigeria’s agriculture in all its various
facets. In the course of implementation of the Third National Development Plan (1975
to 1980), the Federal Government assumed responsibility for the coordination of
cooperative activities in the country which until then had been exclusively within state
government jurisdiction (Ijere, 1986). The panel on éooperative Principles, Laws and
Regulations in Nigeria drew attention to the important role cooperatives could play in the
development of agriculture. The Committee on the Nigerian Financial System therefore
recommended that the Nigerian Agricultural Bank (NAB) be re-named the Nigerian
Agricultural and Cooperative Bank (NACB) and was directed to be responsible for
financing viable cooperative projects of various kinds, in addition to its traditional

function of financing agriculture (Ijere, 1986).

The objects clause of the Memorandum of Association of the NACB specifically

enumerates the following (Ijere, 1986):

(1) to grant loans for agricultural production and for the purpose of storage,
distribution and marketing connected with such production in any state, group of
states, or any state institution for on-lending to any state, group of farmers or

body corporate, subject to the state or group of state institutions guaranteeing
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repayment of the loan;

(i) 1o grant loans to individual farmers, cooperative societies or other bodies in
appropriate cases provided that the Bank is satisfied that the schemes for which
the loans are requested are viable and that there is adequate security to cover such
loans;

(iii)  to charge interest on loans to meet the full costs of management including debt
servicing and allowing adequate sums to be set aside for general and bad debt

reserves before paying any dividends.

(b)  The Nigerian Agricultural Credit Guatantee Scheme Fund (ACGSF):

~ This Fund was established in 1977 to provide seventy-five percent collaterai for
loans granted by trading banks to agriculture (Balogun, 1986). In particular, the Fund
was established as an incentive to banks to finance agriculture by assuring them of
repayment in the event of a default on the part of the farmer. Thus, in relation to an
agricultural advance guaranteed by the Fund, the Fund is the surety, the bank the credjtor

and the farmer the principal debtor (Ijere, 1986).

(©) Financing Agriculture Through Trading Banks

Government monetary policy circulars have been reported to have consistently
given preferential treatment to agriculture since 1969 fBalogun, 1986). This was
undeniably in line with the CBN’s classification of agriculture as a priority sector to

which preferential treatment in respect of funding had to be extended. These selective
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credit policies were aimed at granting credit to designated sectors such as agriculture
ender more favourable conditions (for example, amount and interest rate) than would
have been possible in the absence of such policies (Leite and Sundararajan, 1990). The
underlying premise here was that by differentiating interest rates, for example, according |
to the purpose for which credit is issued, certain investments and lines of production

would be better promoted (Schaefer-Kehnert and Von Pischke, 1987). |

The 1972 to 1986 period is reported to have been characterised by the most
conspicuous Central Bank control of commercial banks’ activities through guideiinés
issued at the beginning of each financial year with respect to the banks’ sectoral g:redit
allocations (Okorie, 1988). The central thrust of the guidelines was the need to erllsure
that credit allocations to the various sectors of the economy were based on CBN
specifications. According to Balogun (1986), between 1969 and 1982, the commercial
banks were obliged to grant a minimum of eight percent of their total credit to agriculture
at six percent rate of interest and that between 1971 and 1977, agricultural loans by
commercial banks was an average of three percent to total commercial bank lending to
the economy which then grew to apprdximately seven percent between 1978 and 1984.

|

The mandatory sectoral allocations of loans and advances to agriculture was reviewed

upward to twelve percent in 1985, fifteen percent in 1990 and eighteen percent in 1991
(Balogun, 1986). o ) ' "
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(d  The Rural Banking Programme
A cohesive strategy adopted by the government to compel the trading banks to
grant credit to agriculture was the mandatory rural banking programme of 1977
(Balogun, 1986). The notion of rural banking in Nigeria, according to Agbo and Phillip
(1991), is traceable to the strategy proposal for rural transformation by the Okigbo
Financial System Review Committee of 1976 and the various CBN appeals to banks to
establish rural branches. The Okigbo committee had reportedly made a proposal to the
effect that: "the banks should actively facilitate the transformation of the rural
environment by promoting the rapid expansion of banking facilities and service as well
as banking habits in the rural and near rural communities... they will serve as vehicles
for the creation of credit in the rural areas.. this credit will take the form of equity and
loans for small-scale farmers and enterprises” (Okigbo, 1984; cited in Agbo and Phillip,
1991). In making this proposal, the Okigbo Committee reportedly drew attention to
section 39(ii) of the Central Bank Act of 1958 which had required the Central Bank to

"promote and maintain adequate and reasonable banking services for the public" (Agbo

and Phillip, 1991).

At the inception of the rural banking programme, the monetary authorities were

reportedly quite clear about its objectives, namely (Agbo and Phillip, 1991):

(1) to mobilise the idle resources in the rural areas which in terms of money was

more than fifty percent of the total money in circulation:
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(i)  to monetise the rural economy and in the process provide necessary support for
the sparse industrial base and by induction, minimise, if not entirely obviate the

increasing tendency for rural-urban migration.

In implementing the objectives of the Rural Banking Programme, the Central
Bank reportedly took the view that the answer to inadequacy of banking services,
particularly in the rural areas, was to tie-in the opening of urban branches by the existing
banks to the establishment of rural branches (Agbo and Phillip, 1991). By this
procedure, it was reasoned, the metropolitan banks would multiply their branch network

and serve the credit needs of the rural communities.

To get the banks to expand to the rural areas, the banks were required by section
4 of the Banking Decree of 1969 to obtain prior approval of the Central Bank before they
could open new branches and this provision was reportedly applied by the denial to banks
of approval for their request to open more branches in urban centres unless it was
certified that such requests were matched by proposals to open branches in rural locations

(Agbo and Phillip, 1991).

To facilitate effective execution and control, it was decided to phase the
programme. In the first phase (July 1977 to June 1980), a total of one hundred and
ninety two bank branches were known to have been opened as at December 18, 1980 and

in the second phase (July 1980 to December 1983), three hundred and twelve bank
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branches were opened (Agbo and Phl]hp, 1991).

(e)

The Nigerian Agricultural Insurance Company (NAIC)
The Nigerian Agricultural Insurance Company (NAIC) was established by the

Federal Government in 1987 with the following specific objectives (Nmadu, 1998):

@@-

(ii).

(iii).

(iv).

offer protection to the farmer from the effect of natural disasters and ensure
prompt pavment of appropriate compensation, ﬁxfﬁcimt to keep the farmer in
business after suffering a loss; v

increase the flow of agricultural credit from lending institutions to farmers since
agricultural insurance contracts would be expected to serve as collateral;
minimise federal and state governments burden of having to provide relief in the
event of emergencies;

promote agricultural production since there would be more confidence in the
adopﬁon of new and improved farming practices.

The establishment of NAIC is reported to be for the express purpose of providing

security for all categories of farmers (small, medium and large-scale), either in groups

or as individual farmers and the insurance cover is deemed to be mandatory for farmers

who are beneficiaries of agricultural credit schemes operated by approved lending

institutions or agencies for the agricultural items covered under the scheme with effect

from January 1st, 1989 (Nmadu, 1998). And just like the ACGSF, the issue of security

cover was not waived by NAIC (Nmadu, 1998).
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The importance of NAIC is underscored by Ogunbiyi’s (1991) assertion to the

effect that a contractual right to assistance in the event of crop or livcstockl failure does
enable the farmer not only to rehabilitate his holdings and thereby continue production,
but also improves his creditworthiness for the extension of credit, in addition to
providing lending institutions with the opportunity for making larger and better loans,
since their borrowers are expected to have more stable incomes and to be better placed

to offer more tangible security for such loans.

§3) Export Finance
In relation to export financing, the Central Bank of Nigeria was mandated to loan

finance the markcung operations of the commodity boards, since 1968 (Ijere, 1988).
These loans which attracted one percent interest rate were guaranteed by the Federal

Government (Balogun, 1986).

2.4 Rural Financial Markets and Financial Intermediation
Financial markets, according to Sullivan (1990), "are composed of institutional
and non-institutional suppliers of credit and other financial services and the households,

businesses and governments that demand these services".

Tinnermeier (1976) defines rural financial markets as "all the rural institutions
which affect the accumulation of savings and their use, the allocation of investment

capital (public and private), the flow and the holding of funds in the rural sector and the
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integration of rural financial markets with national and international capital markets”.

| '|

Shaffer and Pulver (1990) have pointed out that 6nc of the functions of financial
markets is to discriminate betwéch good and poor capital requests and that if a business
has difficulty thaining finance because it is risky or has a poor investment plan, the
capital malrke‘t shouid not be faulted; but that if businesses have difficulty obtaining funds
for reasons that reflect excessive costs of acquiring and processing information or capital
provider limitations (for example, small size or restrictive loan policies), then the
financial system can justifiably be considered inadequate. Financial markets are,
therefore, adjudged as performing adequately when all users have the same access to
financial capital, after adjusting for the riskiness of specific firms (James and Davidson,

1982).

Bhatt (1986) reports that the function of a sound ﬁnahcial structure is to move
financial resources efficiently from surplus to deficit non-financial units, and from
activities yielding low social returns 1o those’ yielding high social rewrns. This
movement of funds, according to hini, requires appropriate institutions and institutional
philosophy; financial instruments that are conmsistent with savers’ and borrowers’
preferences and needs, and a rational structure of positive real interest rates.

|
It has been argued by Hettige (1992) to the effect that savings and investments in

an economy may not necessarily be undertaken by the same economic units due to
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differences in their initial endowments, skills and expectations. While savings, according
to him, may depend on the willingness of households and enterprises to set aside part of
their earnings, efficient investments may depend on enterpreneurship, knowledge of
opportunities and willingness to take risks. A mechanism, he further pointed out, is
therefore needed to link savings and investment decisions in the form of either direct
transfer of funds between surplus and deficit units through bond or capital markets, or
direct transfer through financial claims (deposits) or assets (loans) of financial
intermediaries. It is this means or mechanism of channelling funds from savers (surplus
- spending units) to borrowers (deficit-spending units) that constitutes financial
intermediation. The economic entities with the responsibility of mobilising funds from
the surplus - spending units in the economy and on-lending such funds to the deficit-
spending units for investment and, by implication, with the responsibility of increasing
the quantum of national savings and investments are termed financial intermediaries

(Barau, 1987; Ebhodaghe, 1992).

Financial intermediation is known to serve many useful purposes (Barry, Hopkin

and Baker, 1973):

(i). it makes possible the pooling of funds from individual savers into quantities that
are adequate in meeting the needs of borrowers.

(if). it provides liquidity to suppliers of funds by allowing savers to withdraw their
savings from the market without having to recall funds loaned out;

(iii). the process pools the risk of individual loan contracts and transfers much of the
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risk from the saver to the financial intermediary. ' |

2.4.1 Sources of Credit to the Farm Sector - |

i
|

On the basis of source of credit, Miller (1977) classifies lenders as either formal
or informal, or as institutional and non-instinitional. He identifies the formal credit
sources as including government credit institutions, cooperatives and commercial banks
which, éccording to him, are formal in the sense that their operating procedures and loan
terms tend to be standardised and subject to Central Bank confrol. Informal lenders, on
the other hand, are listed as inclﬁding professional money lenders and pawn brokers,
trades people, money collectors and keepers and associations of acquaintances, that is,
frignds and relatives, including credit éssociations (Miller, 1977; Holt and Ribe, 1991).
Credit transactions among these lenders, it has been reported, are on a personal basis,
with the rate of interest charged, security required and lending procedures varyiﬁg widely

(Miller, 1977).

.Credit from institutional sources tend to be generally available only to large
farmers with established credit cxﬁcriencc. The cheap interest rate charges on
institutional credit (held low as a stimulus to investment) and the greater ability of formal
credit sources to provide term finance and larger credit and to mobilise savings have been

some of the common attractions for institutional credit (Steel and Takagi, 1983; Holt and

Ribe, 1991).




26

Institutional providers of credit have been discouraged from engaging in rural
lending on the grounds that lending in rural areas often implies servicing a geographically
dispersed clientele with the associated substantial unit costs in processing and
administering small loans coupled with the frequent absence of collateral, difficulties in
enforcing contractual obligations and the often unjustified belief that small agents are
~ bigger risks than large farmers (Huppi and Braverman, 1991). The transactions cost of
receiving credit disbursed to individual fz;nners in small amounts and through frequent
transactions has been reported to often amount to as much as sixty to one hundred
percent of the credit advanced (Gonzalez-Vega, 1986). Besides, the administratively
mmposed ceilings on interest rates have often prevented commercial lenders from passing

on fully these costs to borrowers (Huppi and Braverman, 1991).

The absence of strong formal credit markets is known to have given rise to
informal financial markets in rural areas of many developing countries (Huppi and
Braverman, 1991). Aithough reliable data are lacking, it has been argued that a large
proportion of the rural credit in developing countries is provided by non-institutional
sources even where governments have established agricultural credit institutions (Miller,
1977, Schaefer-Kehnert and Von Pischke, 1982). The observed preference of rural
borrowers for credit from non-institutional sources is informed by certain characteristics
of informal lending arrangements which give them advantage over formal lending,
namely:

(i). immediacy of disbursement;



(ii).
(iii).

(iv).
(v).

(vi).

(vii).

(viii).
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low transactions cost for borrowers because of lenders’ proximity;

knowledge of clients better than by formal banks which reduces the farmer’s
information costs;

interest rates are not regulated which permits adjustment to market forces;

are often much better placed than banks to identify new opportunities for financial
transactions;

are not subject to reserve requirements;

are cash-flow lenders rather than asset - based lenders whose funds are hard to
embezzle because of the existence of local social control mechanisms that prevent
fraud and default;

existence of flexible repayment schedules because the lender is familiar with the
borrower’s situation (Bhatt, 1986; Lycette and White, 1989; Bailey, 1990;

Dessing, 1990).

Holt and Ribe (1991) have argued to the effect that the attribute of informality

associated with non-institutional credit sources does not mean that these systems lack

structure or financial viability. The by-laws of credit associations, according to them,

tend to be strict and commonly include fines for members who fail to fully cooperate or

participate and that informal arrangements have ofien met key tests of financial

performance by economising on transactions cost, lengthening term structures, and

managing risks effectively.
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Despite their popularity and potential, most forms of informal finance are known

to have limitations which cannot be overlooked or ignored. Financially they tend to be
isolated from larger markets which curtails lenders’ access to funds and reduces
competition (Holt and Ribe, 1991). Informal finance is also hardly adequate for large
investment plans and cannot easily provide medium and long-term loans for such plans
(Schaefer-Kehnert and Von Pischke, 1982). It has also been argued that as long as
small-scale resource-poor farmers depend on informal markets, they will remain outside
the economic mainstream (Holt and Ribe, 1991). Interest rates in informal credit
markets have also been found to be substantially above the rates prevalent in the
organised financial system (Leite and Sundararajan, 1990). The obvious reason for this
is that informal credit markets do handle high-risk loans and consequently require a
higher premium to cover their expected losses by default, coupled with the limited
diversification of loan portfolioc and monopoly rents (Wai, 1956; Bottomley; 1963;
Bhaduri, 1977; Huppi and Braverman, 1991). Another weakness of informal financial
markets is that they serve a weak indigenous sector operating on the margin of survival -

with limited prospects for growth (Siebel, 1989).

2.4.2 The Concept of Creditworthiness and Forms of Loan Security

The concept of credit worthiness, according to Schaefer-Kehnert and Von Pischke
(1982) is fundamental to efficient credit allocation. Credit-worthiness, they further
contended, is generally regarded as a function of ability and willingness to repay, with

ability to repay ordinarily measured against two criteria:
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(i) the value of the security offered; and

(i)  the increased income available for loan repayment.

Miller (1977) has argued to the effect that the intermediation process is not simply
a one-way flow of funds from savers to users through intermediaries. The borrowers,
according to him, must provide some evidence of a debt obligation to the intermediary
in return for the loan, in which case there is a reverse flow of securities such as
promissory notes or mortgages from borrowers to the intermediaries that provide the

loans.

An often cited distinction between formal and informal lenders is the fact that the
former are asset - based, rather than cash-flow lenders as are the latter. The implication
of this distinction jis that loans from risk-averse institutional lenders is predicated on the
fulfilment of collateral requirements, in contrast to unsecured Ioans from non-institutional
sources which, according to Milter (1977), is often based merely on the good reputation
and financial position of the borrower.

|

Boehlje (1990) has enumerated three key determinants of whether collateral

lending will result in low levels of risk, namely: i
|

(1). s the collateral relatively liquid and easily marketable?
(il). does the lender have a first security position in the collateral?;

(iii). is the cash flow gencrated by the collateralised asset or enterprise relatively

i
'
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certain? If the answer to these three questions, according to him, is in the

affirmative, then a collateral loan will typically be a very low risk loan.

Loans, according to Miller (1977), may be secured by different means, such as -

by mortgages on land or permanent buildings, liens on livestock or machinery, the
pledging of tree or food ¢rops and by the personal guarantee of other individuals or

groups.

The lack of tangibie security is often regarded as an obstacle to agriCl-lltural credit
programmes for small farmers (Schaefer-Kehnert and Von Pischke, 1982). This
obstacle, it is argued, usually arises from the absence of registered land titles or tenancy
contracts and that even where owners’ or lenders’ claims are registered, laws or
procedures that make regisiration or foreclosure difficult can impede the flow of credit
(Schaefer-Kehnert and Von Pischke, 1982). Even when no legal restrictions ex_jst, it is
further argued, banks are often cautious about extending mortgage loans to small Efarmers
because of the risk that the auction of defaulters’ farms may be boycotted (Schaefer-

Kehnert and Von Pischke, 1982).

Subsistence farmers, it is argued, represent a particularly high credit risk in areas
lacking institutional insurance arrangements (Jayne et al., 1989). It has also been iargued
that farmers may not be able to borrow against a project even with high remirns in the

|

future if creditors have no protection or recourse, as a result of which missed
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opportunities tend to abound (Shaffer et al., 1983). This situation, it has been repbrted,
often generates a gridiock in which creditors are reluctant to lend to farmers with little
collateral, and these farmers build up little equity and collateral because they lack access

to credit (Jayne et. al., 1989).

Bromley and Cernea (1991) have, however, questioned the logical necessity of
having secure title to land in order to obtain long-term credit. Their argument, captured
by what they call the investment fallacy, is two-fold. First, they argue to the effect that
there is no compelling reason why agricultural credit cannot be extended to farmers in
the absence of land as collateral. Since interest rates, according to them, are the price
of money - including the risk of default - there is a market - clearing price for
agricultural credit for farmers able to pledge only their crop or their bullock as collateral.
Agricultural credit markets, they further contended, have operated throughout history
without private ownership of land and that the local saving societies (or circles) so
frequent in most developing countries have default rates significantly below those of the
formal credit sector for which titles seem so essential. If the argument is that land as
collateral is a necessary condition for édequate levels of agricultural lending, they further
argued, then that is an empirical question that can be addressed in different settings in
which the term adequate is defined and in which other policy instruments for mobilising
credit are also considered. | |

Second, the assertion that farmers will not invest without a secure title, that is,
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ownership, fails to admit, according to them, that a lease for 15-25 years provides
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security for tenure over a planning horizon that is relevant under most reasonable
assumptions of farmers’ rates of time preference. At a discount rate of 10 percent, they
argued, future benefits beyond 20-35 years are essentially zero and it becomes therefore
unnecessary to provide security beyond that time. Leases, they further argued, can easily
have rollover provisions that protect some reasonable planning horizon for the farmer and
that the necessary condition for security is an enforceable lease, not deed of ownership.

-

Schaefer-Kehnert and Von Pischke (1982) have argued that intangible sureties
such as guarantees by third parties can be especially useful in agricultural credit. |Even
when the estimated increase in income available for repayment is the important criterion
of credit-ﬁorthiness, the creditor may still seek security to safeguard his position and that

the corporate liability of groups and associations could become particularly intéresting

as a means of enhancing credit access.

Holt and Ribe (1991) and Schaefer-Kehnert and Von Pischke (1982) have poinied
out that one of the prerequisites for inci:easing resource-poor farmers’ access to financial
services is to reduce transaction costs for lenders and borrowers by way of decreasing
lenders’ risks and administrative costs and for borrowers, by finding non-traditional
methods of overcoming collateral requirements and decreasing the costs of intermediation
with financial institutions. The strategies for achieving these objectives, according o

them, sometimes, but not always involve group lending. If properly developed, group
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lending has been found to support several objectives simultaneously: it permits savings |
in credit administration by. reducing the administrative costs of reaching dispersed
individuals and processing loans; reduces borrowers’ costs by enabling bon;rowers save
on fees for collateral registration, expenses on certificates needed for loan applications
and transportation costs for visiting lenders; reduces risks and collateral requirements
when some form of joint liability is imposed on the group on the basis of the premise
that one member’s failure to repay jeopardises the group’s access to future credit;
provides scope for active grassroots participation and Elelcgation of responsibility to low-
income farmers and offers human resource development for highly disadvantaged
members (Huppi and Feder, 1989; Lele, 1981; Holt and Ribe, 1991). The success of
group lending has, however, been reported to depend on members’ confidence in each
other as reflected in social cohesion, on management, on local sanction and on the

economic homogeneity of the groups (Lele, 1981; Holt and Ribe, 1991).

2.5 Factors Affecting Agricultural Credit Requirement and Use.

There exist in literature a number of studies which have dealt with the factors
affecting the need for agricultural credit. A common feawre of these studies is that
credit requirement and use is hypothesised as a function of a mix of variables.

|
Falusi (1973), for example, reported that the demand for credit is a function of

interest rates, returns on investment, risk and accessibility to credit institutions. These

variables, according to him, are governed by socio-economic and environmental factors
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such as attitudes and value systems, the subsistence nature of production, technological
stagnation, land tenure problems, lack of, or restricted market outlets and social

N l
organisation.

Long (1968) hypothesised that the demand for credit is a function of farmers’

~ management ability, interest rate, owned working capital, transactions cost and tenancy.

Melichar (1965) foun_d years on farm, age, valse of farm, type of farm, value of
annual sales, off-farm work, off-farm income, race, geographical location and the nature
of production, whether contractual or non-contractual, to be positively or negatively

related to credit requirement.

Matlon (1978) reported the existence of an inverse relationship between net loans
received and income. The volume of cash loans received by low-income households,
according to him, does not differ significantly from the borrowings of middle-and high-
income households and that extension of cash loans varies directly and strongly with
household income. Possible explanations as to why value of cash loans received does
not reflect a strong inverse relationship with respect to income, he contended, could be
attributed to lack of personal familiarity with creditors, greater perceived risk of default

and Jower community stats.

Saito (1994) in an examination of factors affecting farmers’ decision to use credit
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found distance to bank, existence of cooperatives in villages, existence of permanent
markets and electricity, types of crops grown, size of land holdings, wages, education
and age to be pertinent. ‘

|
Barau (1987) in the evaluation of the effects of credit terms, debt and farm size
on financial performance of dairy farms in Ontario, Canada, reported cost of credit,
expectations for income and for changes in asset values, structure of farms; atti!tude

toward risk taking, personal networth of the farmer for meeting downpayment

requirements and taxation policy to be important in influencing credit demand.

Nwagbo and Mchammed (1986) categorised the factors affecting the desire for
credit by farmers into the economic, the sociological and the technical. The economic
factors, according to them, include interest rate, wealth, management, return or
investment, income of the farmer, years of farming, type of farm, value of annual s!ales,
marketing facilities and off-farm work and income; the sociological variables include
tenancy, religious and societal attirudes and values, familiarity with creditors, age of
farmer, form of education received and community status; and the technical variables
include the level of technological used in production as reflected in use or non-use of
fertilizer, use or non-use of improved seeds and other components of improved
technology.

A review of studies on the determinants of credit demand at the farm level will
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be better appreciated if the theoretical and empirical ramifications of some of these
variables in relation to credit demand as have appeared in literature were examined| and
highlighted:

(a) Farm Size: The demand for credit is known to be influenced by such
component features of farm structure like size and type of ownership. The underlying
assumption here is that the bigger the farm, the greater the input requirements which,
quite often, cannot be met from current earnings, thereby necessitating borrowing. Barau
(1987) reinforces this view to the effect that as the farm Size increases and farms become

more specialised, the need for large investments in the latest technologies increases and

that to accomplish this, a majority of farmers would have to borrow.

In respect of ownership, farmers’access to credit has also been found to be limited
by their not having enough collateral in the form of registered land titles and other

explicit land tenure arrangements to satisfy risk - averse lenders.

Kuia and Rogers (1991) have reported that farmers can gain access to land
through ownership, leasing or a combination of the two, and that leasing or renting can
be for a fixed cash payment in which the farmer assumes all of the risk or for a share
of the crop and inputs whereby the farmer and owner split the risk or some other
combination of cash and share renting. Ownership of land, they argued, is not only a
means of obtaining equity in a tangible, usable asset but also helps eliminate the costs

and risks of negotiating leases or the risk of having a lease terminated, in addition to
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giving the owner a fuller set of rights than is likely to come with leasing and an

intangible measure of satisfaction from owning land.

Leasing, it is argued, however, provides a range of opportunity for acquiring
farmland while spreading risk and cash flow to the extent that many producers in some
agricultural settings have found that they can lower their financial risk and gain
management flexibility through leasing rather than through mortgaged ownership (Kula
and Rogers, 1991). Leasing in such peculiar circumstances, it is further argued,
eliminates the need for farmers to finance the current worth of future land earnings
embedded in land prices and enables the tenant to use his equity capital for financing

necessary machinery, equipment and other inputs (Kula and Rogers, 1991).

Inheritance, according to Cleaver and Schreiber (1992) has emerged as the most
significant form of acquisition of agricultural land in traditional rural societies, with
rights to such land being very secure and the security of tenure strengthened by
continuous occupation and cultivation. Restrictions on the sale of inheritable land, they
further pointed out, is applicable in some systems and that in others land has been sold
for half a century or more and can be mortgaged or leased. Purchases, it has also been
argued, are becoming an increasingly important means of acquiring land and that this is
occurring not only in countries with a history of land registration and government
intervention in land matters but also in countries where governments have been less

active in providing and enforcing a well-defined legal framework for land transactions



(Migot-Adolla et. al., 1991: Cleaver and Schreiber, 1992).

Feder et. al. (1985) and Saito (1994) have hypothesised the existence of a
relationship between individual fand rights, productivity and improved access to credit
to the effect that increased individualisation of Jand rights not only improves the_credit
worthiness of farmers and enhances their chances of obtaining formal credit, b\lt also
improves farmers’ ability to reap returns from investments on land, resulting in greater

demand for land improvements and complementary inplits.

Private ownership of iand however, has been reported to be a relativel)lr new
concept in Africa to the extent that there exist a continuum from community-controlled
land to individualised ownership (Saito, 1994). A recent study reportedly found that
where population pressure and commercialisation have increased, the indigenous temire
systems have evolved from a system of communal property rights toward one of

individualised rights (Migot-Adolla et. al., 1991).

(b) Farmers’ Attiude to Risk: Farmers, like anyone else in a business situation, are

faced with a variety of risks and the types of risk reportedly differ in terms of how well
| they can be managed or insured against (USDA, 1987). The risks a farmer faces have
been identified to be in three main categories: weather or climate risk, business risk and
financial risk (USDA, 1987, Barau, 1987). Business risk, according to Barau (1987),

is the risk associated with incorrect forecasting of annual net cash flows of revenue over
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the entire economic life of an investment project and that it has two parts to it: technical
risk and market risk. Technical risk is known to relate to the probability of actual yields
being below expected levels due to pests and diseases or other natural disasters (Barau,
1987), while market or price risk, as reported by USDA (1987), is associated with a
variety of market situations, ranging from uncertainty about future direction of priées or
price variability to the possibility of a complete lack of market outlets or demand. The
impact of price risk, it is argued, is seen in diminished strength and accuracy of signals
to producers on the status of markets for their products, as a result of which farmers’
response to changes in market demand tends to be slow, inaccurate or inappropriate

|
(USDA, 1987). !

The third variant of risk, financial risk, is known to relate to the possibilfty of
losses in equity capital and credit reserves arising from high debt-to-equity ratios
especially in periods of adverse conditions and can, it is argued, be particularly severe

in a situation in which the values of farm assets are declining (Barau, 1987). ‘

|
It has been argued that with regard to credit, risk aversion could be manifested
through the farmer’s unwillingness to borrow no matter how low the costs of credit may
be. The farmer’s unwillingness to rely on credit as a source of liquidity is on the
strength of the fact that such reliance could expose him to risks in terms of the likelihood
of future interest rate increases and/or restrictions in the supply of credit as lenders

respond to changing conditions in agriculture and in financial markets that influence their



lending decisions (Barau, 1987).

It is further argued that the risk-averse farmer may, alternatively, show his
aversion to risk through the holding of substantial credit in reserves as a source of

liquidity and by requiring a higher rate of return to induce him to invest his resources

in a risky venture (Barau, 1987).

It has also been pointed out that in trying to minimise his level of exposure to the
risks confronting him, the farmer tends to reduce his level of resource use and in doing
so forego potential benefits from otherwise profitable investment oppormﬁities (Barau,

1987).

(c) Interest Rate: Barau (1987) reports that the cost of credit to farmers is determined
by the interest rates charged by lenders, combined with any subsidies made available by
governments. Interest payments in particular have been recognised as one of the several
factors that influence loan use decisions (Adams and Graham, 1984). Modern economic
thinking is, therefore, reported to have acknowledged the role of interest rate policy as
one of the most important instruments of macroeconomic management and as a demand
management technique for achieving both internal and external balance and for ensuring
the efficient allocation of financial resources in an economy (Khatkhate, 1986; Leite and
Sundararajan, 1990). The specific functions interest rate performs in an economy have

also been widely reported (Wai, 1956; McKinnon, 1973; Shaw, 1973; Miller, 1977;
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Khatkhate, 1986; Blejer and Cheasty, 1986; Khatkhate and Villanueva, 1978; Leite and

Sudararajan, 1990; Leite, 1982).

Miller (1977) argued to the effect that fenders charge interest on loans because
of the alternative opportunities they have for the use of the funds to the extent that they
are seen to be rewarded for their loss of control over their funds for the length of the
period of the loan agreement. The possibility of loss of part or all of the money loaned
if the borrower defauits, coupled with the recognition 6f a possible loss in purchasing
power of the money loaned on account of inflation have equally been reported as some

of the reasons for interest rate charges on loans.

It has been argued, however that it is not in all cases that lenders charge interest
on loans. While it is not uncommon for friends and relatives to lend at zero interest or
even negative rates in real terms, money lenders, for example, have been reported to

charge two hundred percent or more (Ijere, 1986; Huppi and Braverman, 1991).

A number of arguments have been advanced for: the imposition of low interest
rates (negative real rates of interest), maintenance of interest rate ceilings and floors on
loans and the adoption of highly subsidised or concessionary credit policies and
programmes for farmers. These measures have reportedly been achieved primarily
through government use of a number of techniques and policies and other inducements;

the nationalisation of banks, the establishment of specialised agricultural credit
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institutions; subsidised interest rates for priority sectors, differential rediscount mtés, and
the mandatory requirement of formal lenders to ignore their profit and loss considerations
and serve some social objective or target group not reached through market criteria

(Shetty, 1978; Hettige, 1992).

The major justification for the above measures have been reported to be on the
following grounds: the perceived inability of resource-poor farmers to pay market interest
rates; formal lenders’ unwillingness to lend to small-scale farmers because they ar|e high
risk; the perceived exploitative behaviour of informal lenders; the notion that investments
in agriculture do not produce a high yield and require cheap credit to encourage
innovation; the perception that most farmers need cheap loans and supervision to adopt
new technologies and make major farms investments; the perception that cheap credit is
an efficient way of offsetting production disincentives caused by low product pﬁces or
high input prices, the desire to improve the allocation of investment among sectors and
the desire to keep financial costs down so as to avoid the possible inflationary effects of

interest rate liberalisation (Miller, 1977; Schaefer-Kehnert and Von Pischke, 1982;

Adams and Graham, 1984; Leite and Sundararajan, 1950).

Holt and Ribe (1991) have reported that experience with more than twenty years
of regulated and subsidised credit programmes have indicated that these measures have

rarely achieved their stated objectives to the extent that only five percent of farms in

Africa have had access to institutional credit and that even where subsidised credit has
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reached the resource-poor farmer, programme viability and sustainability have remained

questionable.

The perception that cheap credit is critical to the adoption of new farm
technologies has been reported to be contentious in the light of emerging evidences to the
effect that product or input prices have been found to be stronger incentives for the
adoption of new technologies than are interest rates, coupled with the recogniliion ofa

much wider impact of prices among the farming population in subsistence economies than

do credit programmes (Miller, 1977; Adams and Graham, 1934).

The continuous availability of cheap funds and ceilings on interest rates have also
been found to prevent lenders not only from recovering their operating expenses and loan
losses, but also from mobilising rural savings and thus building up their own soilr;:es of
funds, as a result of which specialised lending institutions have reportedly nevler truly
developed into true and viable financial intermediaries between net savers Iand net
borrowers (Huppi and Braverman, 1991). In some more specific terms, the impact of
cheap credit on financial intermediatioﬁ is to constrain the expansion of the financial
frontier (separating borrowers considered not credit worthy by the formal financial sector
and other prosperous entities that have access to formal finance) by limiting the number
of borrowers, discouraging savers and thereby inhibiting intennediation {Von Pischke,

1991). |
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The belief that low interest rates stimulate investment and growth has been

vigorously attacked by some researchers (Mckinnon, 1973; Shaw, 1973; Barau, 1991 and
Hettige, 1992, amongst others). They have shown that ceilings on deposits depress the
supply of funds below and raise the demand for funds above their equilibrium levels.
A more explicit behavioural characterisation of interest rate in this respect as enunciated
by them has shown that if real interest rates are reduced below market equilibrium levels,
demand for investment will no doubt increase, but actual investment will decrease since
at low interest rates insufficient savings will be generated to finance these investments.
The resulting excess or unsatisfied demand for investible funds, according to them, will
require the rationing of credit by financial intermediaries by means other than the interest
rate, with preference in most cases for borrowers with substantial security, clout and an
established reputation to the exclusion of small-and medium-scale farmers and new
investors. Gonzalez-Vega (1984) has also argued that preferential treatment for some
borrowers as quoted above is also explicable in terms of purely economic considerations
related to the profit maximising behaviour of private lenders and to the survival

behaviour of public lenders.

The possibility that a borrower will be rationed has been hypothesised as
depending on the relationship between the marginal cost and the demand functions faced
by the lender as well as on the nature of the restrictions imposed on rates of interest

(Gonzalez-Vega, 1984).
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When, however, the ceilings imposed on interest rates become more restrictive
on account of inflation, increased lending costs, or the frequent practice of granting
preferential rates for specific activities, the size of loans granted to non-rationed
borrowers tends to increase and the size of those granted to rationed borrowers tends to
decrease, reflecting what Gdnzalez—Vega (1976) designates as the ’iron law of intérest
rate restrictions’. The implication of this law as postulated by Gonzalez-Vega (1984) is
that the size of loans granted to large farmers increases and the size of loans grantejd to
small farmers decreases as interest ceilings become mote restrictive, leading in turn to
a reduction in both the absolute and the relative shares of credit small farmers receive
from formal lenders, to the extent that the ceilings are seen to redistribute the credit
portfolios in favour of large farmers thereby contributing to the concentration of income
in the rural areas of low income countries. On account, too, of the high cost of lending
to rural clients, the ceilings have tended to exclude the majority of the small farmers in
low-income countries from access to formal credit and it is these excluded farmers'! that

have reportedly suffered the most significant loss as a consequence of the ceilings

(Gonzalez-Vega, 1984).

Artificially low interest rates and credit regulations have also been found to distort
~ both loan demand and resource allocation and to often lead to political patronage and
corruption in financial services bordering on both loan and interest waivers (Holt and
Ribe, 1991: Adams and Graham, 1984). The underlying premise here is that if expected

interest rates are negative, the borrower may realise an income transfer by taking a loan,

|
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investing the money in an asset that increases in value at the same pace as inflation, and
later liquidating the asset to repay the loan. In the event of the occurrence of such
circumstances, some loan demand tend to be for the acquisition of this income transfer
rather than for making productive use of the loans (Adams and Graham, 1984). The
excess loan demand stemming from the negative interest rates could also cause the lender
to create a number of administrative hurdles that raise the loan transaction costs for
potential borrowers who are not profitable clients, thus effectively discouraging loan
demand for such potential borrowers without violating i)olicy directives (Adams and

Graham, 1984).

The perception that selective reductions of interest rates to preferred sectors of
the economy will significantly improve the allocation of resources has reportedly been
contradicted by emerging evidences to the effect that selective credit policies exert some
undesirable effects on domestic savings mobilisation and financial development such that
in most cases in which this hypothesis was tested, selective credit policies were found not
to have had the desired impact; in situations in which it did, the impact was reportedly
minimal (World Bank, 1989; Leite and Sundararajan, 1990). The key problem here
relates to the fungible property of money, the possibility of misclassification of loans by
lenders to meet quota requirements or to comply with lending directives and the difficulty
in monitoring and enforcing loan rationing policies when hundreds of thousands of formal
loans are made in widely dispersed areas (Khatkhate and Villanueva, 1978; Adams and

Graham, 1984; Leite and Sundararajan, 1990; Hettige, 1992).
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Critics of cheap interest rate policies have questioned the rationale and validity
of arguments for the adoption of such measures. According to Barau (1987), there has
not been any real justifiable basis for the low rates of interest charged on agricultural
loans relative to other categories of loans on the grounds that the credit programmes have
not had an effective criteria that would enable them to be properly designated farmer-
targeted credit programmes and that, because they lack features to make them clientele
or utilisation-specific loans which invariably would have facilitated client identification
and verification, these programmes have tended to become cheap loans for merchant
traders and contractors rather than the newly small-scale farmers, reflecting in his words
a case of "how not to help" peasant farmers. ;
|
The rationale for providing credit at below-market rates has reportedly been
undermined by evidence to the effect that resource-poor farmers are willing to pay
market interest rates (Holt and Ribe, 1991). A review of studies on rural financial
markets in some developing countries which experimented with lending at annual interest
rates ranging from twelve percent to thirty-six percent reportedly found that small
farmers’ demand for loans remained relatively inelastic up to an interest rate of about
thirty percent, coupled with the discovery that poor farmers borrowed routinely on the
informal market where interest rates have historically exceeded formal market rates (Holt

. !

and Ribe, 1991).

It has been argued that despite the remarkable expansion of credit in rural areas
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of most developing countries, the distribution of official credit has remained skewed in |
favour of large farmers to the extent that an estimated five percent of farms in Africa and
about fifteen percent in Asia and Latin America have had access to formal credit, with
five percent of borrowers (predominantly large borrowers) often receiving as much as
eighty percent of the credit (Huppi and Braverman, 1991). The obvious reason reported
for this is that large farmers generally borrow larger amounts than small producers and
have often benefitted more from credit subsidies than the latter. An important
explanation in this regard is that when interest rates do not reflect the true cost of cafital,
the distribution of benefits from official loans has reportedly tended to be even more
regressive (Huppi and Braverman, 1991). Charging commercial interest rates would
therefore enhance small farmers’ prospects of getting credit by limiting big farmers’
investment opportunities and in the process, restricting their demand for credit (Schaefer-

Kehnert and Von Pischke, 1982).

One argument often advanced in favour of credit subsidies as reported by Aﬁams
and Graham (1984) is that they compensate farmers for the adverse effects of other
policies. This has, however, been questiﬁned on the ground that subsidised credit does
not make investments in agriculture more profitable to the extent that such funds could
well be diverted to other more lucrative undertakings and that even to the extent that
subsidised credit does compensate producers for urban-biased policies, it onty bepeﬁts

the few who actually have access to such funds (Huppi and Braverman, 1991). r
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The degree and magnitude of credit subsidisation in most countries has reportedly
taken its toll on the amount of resources available for other vital programmes in such
areas as .agricultural research, basic infrastructure to lower the costs and risks of
marketing, and improved educational services for the rural population amongst others,
and that, unfortunately, it is precisely in these areas that major efforts must be
undertaken to improve the economic rate of return of farming (Adams and Graham,
1984). _ _ ‘
| \
The liberalisation of interest rates for lending to agriculture, according to IHuppil
and Braverman (1991) would help foster the following: allow rural financial
intermediaries to cover their operational costs so that they are able to operate as financial
entities facing what they called "bonifide profit constraints"; encourage flliancial
intermediaries to effectively mobilise rural savings which would make them more
independent from external financial sources while making them responsible for mafllaging
their own funds; and decrease the incentives for patronage and arbitrary decisions in a
way which would help improve the regressive character of subsidised credit programmes.
So also would interest rates determined in competitive markets assist credit agencies to
build up their capital base and attract savings deposits so that their financial position
becomes strengthened and their sphere of activity widened (Schaefer-Kehnert and Von
Pischke, 1992). In an assessment of the profitability and fiquidity of Indonesia’s Unit
Desa Credit System, Boomgard and Angell (1990) reportedly found that, with interest

rate charges that covered costs, the above credit system reached its break even point
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eighteen months after inception, after which it generated steadily increasing profits such
that by 1989, the systiem had become self-financing with deposits surpassing loan

requirements (Holt and Ribe, 1991).

It has also been reported that borrowers’ loan transactions cost may be miore
important in determining loan demand among small and new borrowers than are interest
rates. Borrowers, it is argued, may be more interested in the non-interest borrowing
transactions costs, the timeliness of loan disbursement, the flexibility of loan repaym!ent
procedures and the dependability and availability of additional loans from the lender
(Adams and Graham, 1984). This view has been reinforced by Huppi and Bravernllan
{1991) to the effect that though deregulated (liberalised) interest rates can be expected
to decrease overall demand for credit so that small farmers’ access to funds is improved,
high transactions costs and the lack of significant collateral may still prevent them from
borrowing the desired amount so that intervention in their favour may be called fpr.
Such intervention, it is argued, should however be such that does not replicate !the
deficiencies in existing credit schemes by which efforts to direct the allocation of credit
have been reported to have suffered from -abuse and misuse of preferential funds for non-
priority purposes, increased the cost of funds to non-preferential borrowers, contributed
to swelling budget deficits, involved a decline in financial discipline that resulted in low

repayment rates with the resultant distortions in incentives among both borrowers and

lenders (Vittas and Je Cho, 1994).
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(d) Income: Acharya (1981) and Vocke (1987) have reported that most
developing countries are primarily agricuitural and that the key to more rapid growth,
swifter alleviation of poverty, improved balance of payments and a stronger basis for
industrialisation lies with increasing productivity and incomes in agriculture. Wailton
(1990) has reported that the incomes of resource - poor farmers mainly come from
unskilled labour on their own small plots of land, agricultural employment and low-paid
work in the rural non-farm and urban informal sectors. The total disposable income of
agricultural households is therefore depicted as compfising its total production of
agricultural commodities plus income obtained by family members working outside the

agricultural sectors plus non-labour income received by the household from outside
agriculture (Johnson, 1988). |
|

It has been argued that farmers may choose to engage in off-farm employment in

view of the multiple roles it plays for farm households: improves household cash ﬂow

for investing in the farm enterprise, balances seasonal incomes, raises total houseLoId

income and is able to reduce income variability and increase total income or both (Kula

and Rogers, 1991). The decision to work off-farm itself is reported to be a function of

farm and off-farm employment opportunities, the respective returns to the farmer’s

labour on and off the farm, and returns to land and capital from either purchasing or

renting more farmland (Kula and Rogers, 1991).

There exist in literature two differing perspectives on the relationship between
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income and credit demand: that there exist a direct association between income levels and

credit demand and that income levels and credit demand are negatively related.

A major argument advanced to support the hypothesis of the existence of an
inverse relationship between income and the need for cfedit is that the nature of small
holder crop production in which cash income is generally earned in a lumpy way when
produce is sold after harvest, coupled with the seasonal nature of agricultural operations
in which cash flows and cash needs of rural producers are not synchronised has meant
that the opportunity to save surplus income at the time of harvest as well as to borrow
at the beginning of the planting season to obtain needed production inputs tend to be

short-term financial needs of farmers (Huppi and Braverman, 1991; Saito, 1994).

Fabiyi and Idowu (1991) in an analysis of the implications for policy and research
of the invcstmeﬁt behaviour of farmers in South-Western Nigeria found that farmers were
not making investments in capital improvements on their farms on account of the limited
funds available to them in the form of unspent farm incomes and the current level of
credit supply and that the little investments that were undertaken were generally those of
recurrent expenses on the farms. The implication of this is that farmers have been
unable to invest in farm production beyond the limits of their subsistence income levels.
Economic investment models have reportedly suggested that apart from interest rates and
relative prices, income is a particularly important factor that influences farmers” decisions

to invest in land improvements (Nielsen et al., 1989).
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The existence of a positive relationship between income levels and credit demand
have also been widely reported. Araujo (1967), for instance, reported that credit use was
associated with higher than average economic performance and that credit users were
relatively in high income groups. Barau (1987), in a review of factors impinging on
credit demand pointed out that if farmers’ cash incomes both on a gross and net basis,
were to grow in real terms, it would enhance their credit worthiness and facilitate the use
of more and larger amounts of credit. Even if real cash incomes were to drop
considerably, he pointed out, the demand for credit would still be high were there to be
both actual and expected capital gains on assets. The scenario, he further argued,
represented one in which the annual increase in the values of farm assets by far exceeded

annual net farm income.

(e) Level of Technology Used in Production: Olukosi and Ogungbile (1991) have

reported that if consideration were given to a whole range of agricultural resource
constraints (both exogenous and endogenous), a farmer in Nigeria is typically resource-
poor, as reflected, amongst others, in scarcity of funds to purchase inputs, lack of
collateral to secure loans from financial institutions, dependence on family labour and the
level of technology being biased toward low-risk and low-production traditional
techniques. These observations are supported by Saito (1994) to the effect that small
holder agriculture is characterised by labour-intensive technology and low labour
productivity, with the average and marginal productivities of labour somewhat perpetually

low because farmers lack the complementary inputs that will raise their labour
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productivity.

In a further characterisation of the resource-poor farmer from the point of view
of pattern of resource use, it has been reported that even in areas where partial
mechanisation is possible in the form of animal traction and hired tractorisation, human
labour is still required up to about seventy percent of all operations (Olukosi and
Ogungbile, 1991). It has been pointed out that in numerical terms, only about 1% of
farm tasks in Africa are performed by mechanical means, about 10% by animals and the
rest 89% by human power (Ajayi et al., 1990). Capital investment in farming tools and
equipment has been reported to be very low with expenditures on purchased inputs like
fertilisers, pesticides and improved seeds constituting a minor component of the total cash
expenditure (Olukosi and Ogungbile, 1991). Whereas only about half of the value added
in small holder agriculture in Asia is by labour, in most African countries the proportion
is reportedly close to 80 percent, reflecting the low level of capitalisation of agriculture

(Lele and Adu-Nyako, 1991).

The Nigerian small-scale farmer has also been reported to have very low income
which, according to Ijere (1986), is symptomatic of the poverty of his occupation, his
use of crude implements and manual labour and the low returns from his sales due
largely to market forces over which he has no control. The separate and mutually

reinforcing effects of these resource-constraints have tended to accentuate the demand for

more credit.
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) Household Size: A typical household size, according to Atala (1984), is
constituted by the summation of the number of wives, children, relatives and dependents
living with the farmer in his household at the time of any investigation. Olukosi and
Ogungbile (1991) have reported that the average family size in Nigeria is about six to
seven persons per family and that because production under the peasant farming system
is labour-intensive, family labour forms the main source of labour supply. Where hired
labour is used, they argued, cost of hired labour has amounted to over seventy percent

of the total cost of production.

Household size has been reported to influence the amount of family labour
available for farm work (Adekanye, 1983). Given that the amount of farming activity
that takes place is determined by the amount of labour that a family can afford during
the peak labour demand season, a farmer who has a large family will be assumed to have
less need for hired labour and, by implication, much less need for borrowing than a
farmer with a smaller family (Olukosi and Ogungbile, 1991; Adekanye, 1983). The
existence of a large family also implies that there are more mouths to feed so that more

credit becomes needed for consumption purposes (Adekanye, 1983).

(g)  Existence of Farmer Organisations: The presence of farmer institutional

arrangements have generally been regarded as the means by which farmers relate to one
another to pursue common interests (Schuh, 1991). An important form of such

institutional arrangements is a farmer cooperative association. The basic philosophy
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underlying all cooperative action has been reported to be the fact that through joint effort

and acting in mutual self-interest, individuals may collectively achieve what is

unattainable by individuals acting alone (USDA, 1987).

Braverman et. al. (1991) report that after independence, the plight of the rural
sector, coupled with a change of philosophy led many donors and governments in Africa
to search for alternative institutional ways of serving their rural populations. Increasing
attention, they contended, became focussed on the poténtial of rural cooperatives as
service organisations and, more importantly, as vehicles for agricultural development and
socio-political change. By joining forces and organising, they asserted, cooperatives
sought to achieve two broad objectives: improved bargaining power vis-a-vis external
agents and scale economies in commercial production or market transactions, in addition
to allowing for gains through risk sharing. Increased bargaining power and scale
economies, according to them, provided members with services that they lack or receive
at much less advantageous terms and that assumed access to loan facilities and savings
and more effective input supply and marketing are examples of the most frequent benefits

for rural producers.

In an analysis of the factors influencing the adoption of improved production
technologies by small-holder farmers, Njoku (1991), showed that cooperative
membership enhanced access to credit for the purchase of inputs and payment of hired

labour and that it was easier for government assistance in the form of credit and material
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inputs reaching widely dispersed small holders when they organise themselves properly

into coherent groups such as cooperatives.

(h) Education: Resource-poor farmers in the developing world have generally been
regarded as lacking assets especially land and human capital as represented by skills and
education (Walton, 1990). Education has increasingly, therefore, been recognised as an
important form of human capital for the agricultural sector (Schuh, 1993). The level of
educational attainment of an individual is generally adjud'ged to be measurable in terms

of the number of school years completed (Teixeira and Swaim, 1991).

Studies by Aneke (1981) and Ibezim (1985) have shown that farmers’ illiteracy
rate in the southern zone of the country varies from 60 to 80 percent and that this could

be worse in the northern zone.

Limited education and familiarity with loan procedures have widely been reported
as limiting farmers’ access to credit. Ijere (1986), and Holt et. al. (1991) have reported
that small-scale farmers’ relatively low le.vels of literacy and numeracy make it difficult
for them not only to organise their business activities in such a manner that the bank is
supplied with adequate information about their businesses but also in overcoming the
basic procedural barriers of taking out a formal loan in terms of compliance with the
requirements of formal banks such as completing application forms or formulating

investment or cash-flow projections. Gabianu (1990) in a review of the potentials of
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indigenous credit for financing businesses outside the formal banking system found that

farmers, traders and the like preferred informal group loans with higher interest rates to
formal bank loans, partly because informal lending was much less inundated with
formalities as does formal lending. Farmers’ access to credit and their ability to
comprehend and meet lending requirements involving the filling out of application forms

and the keeping of adequate records becomes, therefore, severely compromised when

they lack basic education.
(i) Farming Experience: The more experienced farmer is assumed to be much

more familiar with credit sources and to be better placed to manage resources, evaluate
credit programmes and adjust to changing circumstances in the farm production
environment. According to Abdulsalam (1997), the years of experience of a farmer in
farming does affect his managerial ability and decisions in many farm operations, in
addition to influencing his perception and understanding of the socio-economic factors
that affect farming. This argument is shared by Mohammed (1984) to the effect that the
more experienced the farmer, the better his understanding of the general and specific
factors which affect his farm business and that years spent in farming cannot be
conceived to be a function of age because two or more persons of the same age but who

have started farming at different time periods cannot be considered to have the same

farming experience.

@G Age: A positive relationship is known to exist between age and credit demand
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(Adekanye, 1983; Nwagbo and Mohammed, 1986). The underlying assumptions are

two- fold. First is the notion that the older the farmer, the greater his awareness about
the availability of credit, the better placed he is to meet lending requiremems and the
greater therefore his access to credit. Second is the assumption that the older the farmer.
the much more likely he is to have a large household and the greater the tendency for
him to expand production for consumption and for sale to meet the other requirements
of clothing, shelter, health and so forth. Such increased production, whether through
expansions in farm size or increases in yield will necessitate borrowing for the
procurement of relevant farm inputs and technologies, given subsistence farmers

necessitous circumstances and the fact that their earnings do not closely match the timing

of their expenses.



CHAPTER THREE
METHODOLOGY
3.1 The Study Area

This study was conducted in Kaduna state which is located between latitude 9°N
and 12°N and longitude 6° and 9° East of the prime meridian. The state is currently
made up of 22 Local Government Areas, namely: Soba, Birnin Gwari, Lere, Giwa,
Makarfi, Ikara, Gwagwada, Sanga, Jema’a, Zango Kataf, Kauru, Kaura, Kudan, Kubau,
Jaba, Kachia, Chikun, Kaduna South, Kaduna North, Iga.bi. Sabon Gari and Zaria City
Local Government Areas. The choice of Giwa, Sabon Gari and Zaria Local Government

Areas is essentially on the basis of proximity to the researcher.

The climate of the state varies from north to south. In the extreme north, the
climate is typically sahelian with a relatively low and unpredictable rainfall pattern while
in the south, there is abundant rainfall which lasts for over seven months in a given
season. The rainfall decreases in duration and intensity as on moves from the northern
to the southern parts of the state. The vegetation in the northern parts of the state is the

northern guinea savannah type, while the southern part has the southern guinea savannah

vegetation.

Agricultural production is carried out predominantly by small scale farmers whose
labour force, capital and management originate mostly from the household. Agricultural

productivity in the area is generally low (Olukosi and Ogungbile, 1991). The cropping
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pattern in the area is dominated by mixed cropping, although sole cropping is also

practiced.

3.2 D llection

Two major types of data were used for this study, namely: primary and secondary
data. Primary data based on the 1997/1998 farm season were generated from field
surveys by administering structured questionnaires to credit users (borrowers) in the
study are. Secondary data, on the other hand, were obtained from documents of the
Kaduna state Ministry of Agriculture and Natural Resources and those of the 3 local

government areas under consideration.

33 Sampling Procedure

The essence of sampling is to be able to use information from selected observation
units to reach conclusions about the population (totality of the unit base). Both the
purposive and random sampling methods were used in this study.
First, three local government areas namely; Giwa, Sabon Gari and Zaria were selected
from the 22 local government areas in Kaduna State on the basis of their proximity to
the researcher. Second, data were obtained from a random sample of 40 farmers in each
of the three local government areas selected who actually borrowed from the formal,
non-formal or both formal and non-formal credit sources. Thus, a total of 120 farmers
were surveyed. The sample frame (basal population) consisted essentially of farmers

who borrowed credit in each of the three local government areas, the implication of
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which is that non-borrowers were ignored.

34 ' ical ework

The analytical tools used in this study were:

34.1 iptive Statistics:

These have generally been used to summarise and describe a body of data in a
form that best reveals the major characteristic features l.:)f the sample. In this study,
descriptive statistical measures of central tendency such as means, percentages and

frequency distributions were used to achieve objectives (i) and (ii).

34.2 Multiple Re ion Analysis:
This is usable to quantify an economic parameter or test a hypothesis concerning
a parameter value or set of values, with the estimated relationship often used to forecast

the value of the dependent variable for given values of the independent variable.

The first step in applying regression analysis includes the specification of the
independent variables and the functional form of the model as well as a set of
assumptions regarding the randomness of disturbances and the dependent variable,
linearity of parameters, and other properties of the disturbance term and independent

variable.
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Ordinary least squares (OLS) provides estimates of the model coefficients that

minimise the sum of squared deviations of the actual observations and the model

predictions of the dependent variable. However, certain critical assumptions must be met

to estimate appropriately the population parameters and to conduct tests of hypotheses

under the OLS framework. These assumptions are as follows;

().

(ii).

(iii).

(iv).

(v).

For each set of observations, the mean value of the error term is 0. That
is , for x,1, X,2, ..., xK , Bu, = 0 for all t. (The regression estimates for
the intercept (B, is adversely affected if this assumption is invalid;
estimates for the remaining 8’s are unaffected).

For each set of observations, the error or disturbance term has a
constance variance of o7, that is, VAR(y,) = ¢ for all t. (Disturbances
are said to be homoskedastic when this assumption is valid;
heteroskedastic when it is not).

For any two sets of observations, the error or the disturbance terms are
uncorrelated, that is, COV (u,, u,) = 0 (Disturbances are said to be non-
autocorrelated when this assumption is fulfilled and autocorrelated when
it is not).

Each independent variable is uncorrelated with the disturbance term.
Thus, for each x,, COV (x,, u) = 0. (The averages of regression
parameter estimates over many samples are accurate or unbiased when the
assumption is valid but biased when the assumption is invalid).

No exact linear relationships exist among the independent variables.



64

(Perfect multicollinearity is said to exist if this assumption is invalid).

(vi) The number of observations must exceed the number of explanatory

variables, including the intercept. That is, T must be greater than K.
(Estimation is impossible if we have fewer years of observations than
parameters to estimate).

With the classical assumptions fulfilled, model coefficients estimated with
ordinary least squares have desirable statistical properties iﬁcluding unbiasedness and
efficiency. Being efficient and unbiased means that the -estimates have the smallest
standard errors (or variances) of any other unbiased estimators. The Gauss-Markov
theorem has proven that OLS estimatofs for the 8’s are unbiased and efficient as long as
the model is specified correctly and assumptions (i) through (vi) are satisfied (Johnston,

1984).

3.4.2.1 Model Specification:

The specification of the general form of the regression model requires that the
variable to be explained (dependent variable) Y is specified as a function of k
independent variables - X, X, X, ..., X,. The regression model being considered can
be specified in implicit form as follows:

Y = (X, X5, X5 X, Xy, X0 Xoy Xy X, €)
where:

Y = Amount of credit required by the respondent;

X, = Age of the respondent;
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X, = Farming experience of the respondent;

X; = Household size of the respondent;

X, = Level of educational attainment of the respondent;
X; = Farmland tenure status of the respondent;

Xs = Farm size of the respondent;

X, = Income of the respondent;

X = Membership of rural associations by the respondent;
X, = Interest charge on loans paid by the respondent;

e = Error term.

The specification of the chosen double-logarithmic functional form of the

regression model is as follows:

LogY = Log a + b,LogX, + b,LogX, + b;LogX; + b,LogX, + b;LogX, + b,LogX
+ b;LogX; + bglogX; + b,LogX, + e

where:

a = intercept or constant term;

€ = error term;

b;-by = the regression coefficients (parameters);

Y and X,-X, are as defined in the implicit form of the regression model.

3.4.2.2 Rationalisation of Variables.

(a) The error term: This is denoted by the letter e, and is included in the model to
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account for specification errors arising from the model not containing the correct
variables or not having the correct functional form as well as accounting for measurement
errors emanating from inaccurate recording of observations, improper data collection
techniques or inaccurate responses to surveys or to the use of proxy variables to represent

variables that are not measurable.

(b) The dependent variable (Y): This was measured in naira (M) as the total amount of

credit required by the respondent for production, marketing and related activities.

(c) The independent variables (Xs):
(i) Age (X,): This was measured as the age in years given by a respondent at the time

of the study. It has been included in the model to confirm or reject the assumption in
literature to the effect that the older the farmer, the much more familiar he is with credit
sources and their lending requirements and the better placed he is to evaluate the
strengths and weaknesses of credit schemes, all of which are likely to positively influence

his requirement for credit.

(ii) Farming experience (X,): This was measured as the number of years a respondent
has been involved in farming. Its inclusion in the model is to reject or confirm the
assumption that the more experienced the respondent is in farming, the much more
efficient he is likely to be in the management of resources including credit and the much

more flexible he will be in the adoption of new farm technologies and related
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innovations, all of which may positively influence his desire for credit.

(iii) Household size (X;): This was measured as the total number of persons living with
the respondent at the time of the study. It has been included in the model to accept or
reject the assumption to the effect that the larger the household size, the lesser the need

for credit for the hiring of labour.

(iv) Level of education (X,): This was measured as tﬁe number of years of formal
schooling attained by the respondent and was included in the model to reject or confirm
the notion in literature that low levels of literacy make it much more difficult for
respondents to overcome the basic procedural barriers of taking loans in terms of the
filling out of loan application forms and the formulation of investment and cash flow

projections.

(v) Farmland tenurial status (X;): This was measured using a dummy or binary variable
as follows: If a farm owned the land on which farming takes place, a value of 1 was
assigned to the tenure variable and a value of 0 otherwise. It has been included in the
model to confirm or reject the assumption that increased ownership of land improves a

respondent’s creditworthiness and enhances his chances of obtaining credit.

(vi) Farm size (X): This was measured in hectares as the total farm holdings of the

respondent. It has been included in the model to reject or confirm the assumption that
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the bigger the farm, the greater the inputs needed and the greater the amount of credit

that will be required.

(vii) Income (X;): This was measured in naira (N) as the total income accruing to the
respondent from both farm and non-farm sources and has been included in the model to
accept or reject the assumption that the smaller a respondent’s income, the greater will

be his desire for credit and vice versa.

(viii) Membership of rural associations (X;): This was measured in terms of the number
of rural associations to which a respondent belongs. It has been included in the model
to reject or confirm the assumption that increased membership of farmer associations
and other rural organisations will not only improve respondents’ bargaining power but
also enhance their access to credit and other loan facilities for the procurement of inputs

and payment of hired labour.

(ix) Interest charge (X,): This was measured in naira (¥) as the interest paid on loans
by respondents and was included in the model to reject or confirm the notion that the

higher the interest charge on credit, the lower the amount of credit that will be required.

3.5 Limitations of the Study
(1) The study was limited to only Giwa, Sabon Gari and Zaria Local Government

Areas of Kaduna state on account of financial and time constraints. A more
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detailed study covering Kaduna state or Nigeria as a whole would have been more
representative and permitted, for example, a better understanding of the sources
of credit and problems limiting access to credit for farmers about which general
statements can be made. The conclusions drawn and recommendations made are
location-specific and should, accordingly, be treated with caution, considering that

prescriptions found adequate in the study area may not be appropriate elsewhere.

A study of this nature will require the accurate measurement of relevant variables.
But there were variables for which only approximations were obtained and others
for which dummy variables were used. For instance, an index representing
tenurial status was constructed by considering the extent of control a farmer has
over a farm plot in terms of ownership. If a farmer owned the land on which
farming takes place, a dummy value of 1 was assigned to the tenure variable and
0 otherwise. Also, because most of the farmers kept no records, and had farm
plots in different locations, variables such as farm size, income and the precise
amount of credit needed by farmers based perhaps on their cash - flow projections
were difficult to determine. The reliance on farmers’ memory recall abilities

made data vulnerable to lapses in memory recall.

The problems constraining farmers’ access to credit as analysed in this study were
those identified by the researcher in literature and were therefore, not obtained

open-endedly. The fact that farmers’ responses were somewhat circumscribed
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does mean that the problems limiting access to credit as analysed in this study are

by no means exhaustive.






