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ABSTRACT

The rural sector which domnates the N gerian econony
has been stagnant of declining over the years. e of the

nmaj or factors that account for the insalubrity is poor
capital narket which, largely inhibits the devel oprent
efforts of rural entrepreneurs. One of the efforts nade to
overcome this obstacle by the Federal Governnent is the
establ i shment of Rural Banking Scheme through the Centra
Bank of N geria in 1977.

To bridge the gap between demand and supply for rural
credit, the Rural Banking Schenme was saddled with the role
of harnessing the financial resources of the rural sector
ana channel same to productive ventures of the sector.
Wsing data obtai ned from constructed questionnaires
responded to by bank branch managers, farners and snal
scal e entrepreneurs in rural areas of Borno State, this
study examned the extent to which Rural Banki ng Schene
has achieved its set objectives. The main objective is
nmobi | i zation of financial resources and the provision of
sane to the rural econony by the rural banks.

The findings of the study show that Rural Banking
Schene has not been very effective in achieving its main
obj ective of developing the rural econony. It is discovered
that the rural banks only transmt the funds generated
within the rural cector to the urban econony. Another

major finding of the study reveals that the little credits
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nmade available to the rural producers, tended to be shared
anong those with substantial |anded property and ot her
securities. Gher major findings of the study reveal

that bank | oan defaults are nore of urban dwellers than
rural and rural entrepreneurs appreciate the need for

anot her credit source.

Finally, a multi-agency approach to rural banking is
recommended because of the w de gap betwen denand and
supply of rural lending facilities in the study area. To
devel op the rural econony, the present Rural Banking
Schene should be nore effective, and in addition, Rural
Communi ty Banks (RCBs) nodel, with a potential of meeting
the credit needs and aspirations of the rural econony, is
suggested. In order to make the above recommendati ons
nore practicable for rural devel opnent, the nation's

nonetary policy and other |egal clauses should be revi ened.
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CHAPTER ONE

INTRODUCTION

Efforts made by successive Nigerien Govefnments S0
far have been more of propaganda thsn concise systematic
measures to promote rural development. There were for
instance, the Farm Settlements {n the former eastern and
Western Nigeria in esrly 1960s. Then ceme the "School
Leavers Farm” in the former Mid-Western Nigeria, Farm
institutes were also set up 1h the Northern part of the
country, Between 1963 and 1964, about 16 "Integrated
Rural Development Schemes” were up in the former Westernm
Nigeria (Famoriyo, 1977). More recently, there is the
Federal Government's Directorate of Food, Road end Rural
. infrastructune(DFRRI);

ﬁore spirited efforts were also made towards
stimulating rural development through research by
Universities, The University of Ibadan had Badeku.
Pilot Project. There was the Uboma Project as well as
the Isoye Rural Development Project teleguided by the
Universlty of Ife, There was also the Otta Project
which was nutured by the Interﬁational Labour Organise-
tion {I.,L.0.). There was the "Guided change" Project of
the Ahmadu Bello University and the Rural Development
Project of the University of Nigeris Nsukka. These Co
studles were no more than indicators of what is achievable

in the rural areas 1f there were coordinsted and rezl

1 \anRY
e RETY

attempts to promote rural development. ' "
-k ASHIN "83-5. rooGNAY



Thousands of small farmers in Nigeria'g rural areas
p?oduce cash crops thch y;eld income both to them and
the state, Rural produc;rs have contributed and will
contribute to Nigerian economic development in the
following ways: through the provision of foreign exchaﬁge
end savingsj through the provision of food, particularly
to the growing proportion of the population which lives

~in urben areas; through provision of labour for other

"modern" sectors; through the provision of limkages with

domestic manufacturing industry; through provision of
markets for developing industry; and through extermal
effects of roads and other infrastructures which are
provided to serve agficulture. _

- Revenue obtained from agricultural produdelthrough
.ﬁhe agricultural export Marketing Boards were used to
provide essential facllities mostly to urban areas. |
Each of the former three Regional Governments (Northern,
Eastern and Western) relied heavily on money collected
from taxes on ggricultural products for the provision

of roads, water suﬁply and electricity in regional
headgquarters and other urban centres. High Institutions
such as Ahmadu Eello University in the North, University
of Nigeris Nsukka in the East and Ibadan University in
the West were established with revenue from agricultural

Ji products,



Yet, for sll the apparent growth and change brought

about by rural producers, the benefits of such growth

to the rural population have been negligible, The
Government's effort of ploughing back some revenue to

- the rural sector toock three main forms, Firstly, it o
took the form of Large Scale Plantations of Cocoas, Rubﬁér,
011 palm, Groundnuts and food crops through various
‘_production companies as well as farm settlement schemes
'j'as stated above, But the performance of thesze projects

~ have not been very satisfactory, The second strategy
also used was the subsidy approach. This approach allows
the public sector to provide highly subsidized infrastruc-
tures to the rural people in order to stimulate gfowth
‘and development. These infrastructures included o
facilities such as  irrigstion, transport, fertilizer
and storage. <+he third approach in the area of agrarian
reform in Nigeria has involved the provision of farm
inputs, extension services, zsricultural research,

crop and animal protection, scil? conservation, roads

and water supplies in a packazse cslled "Integrated Rural
Develorment" (I,K,D). The intended objectives of these
programmes are to raise the lavel of earnings of the
rural dwellers 50 as to facilitate agrarian reform and
rural development that would hopffully result in a
rapid growth as well as a belter quality of life for -

the ruralites,



1.2 STATEMENT OF FROBLEM

The subject of rurel development is both wide and
complex, Although there is no consensus zboult the
meaning of the concept, tﬁe word rural kas meny dimen-
sions, including economic, sociologicg}, psychological,
ethnic, racial and geographical (Famoriyc, 19£2).

Because of the poyerty-dominant characterisitcs, Nigeria's

rural population h;s been variously refferred to as the |
*neglected rural majority" (Olatunbosun, 1975} or the
"stagnant sector" (Anthanio, 1967) in the Rigerian

“economy, Ijere {1978) refers to ruralites as "victircs

of collective underdeveloprent”,

p e These are ocdeguate descriptions, foo the rural
population collectively lacks purchasing power to enable
them acgulre the basic necessities of life,. There is

< also 8 serious underdevelopment of Nigeriz's rural sector
with respéct.to infrastructure such as wa:ervsupplies,
transportation and electrification, Al:rﬂugh rural lands
are populated, 1ittle surpluses are procuced because of
.problems of evacuation, Further there azre great losses
during harvests cue to poor transport.

Response of rural youths to lack ¢If zmenitles in
 thelr environment is rurale~urban migration, Ihe response
of the rural adults to same is lack of interest in
, producing food beyond subsistence, Conszeguently food
production in Nigeria has been growing &t & rate of only

2.0 percent per amun vis-e-vis populsiicn growth rate
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of 2,5 - 3,0 percent per annum (Pamoriyo, op,cit),
| One may concelive the process of rursl development
as involving efforts made to increase the level of per /
capita income in the rural areas and elsco increasing
the standard of living ol the rural populetion in*géner&l;
Most of the programmes of the rurel development in
Nigeria are infact associsted with the achievement of
these twin objectives, "
- It may also be stated that the concept of rural
develonent has spatial and occupational dimensions,
For instance, the speticl index tells us the percentage
of thet number of pecople living in the rural arees while
the occupational index ic en indication of the number of
people in the rural sreas who deptnd upon agriculture
icr their livelikood., Loth indices are usuelly epprexi-
mated to euchk other as non-rural people usually engage
ir ron-agricultural pursults., Given thet the ecornomy
is predominantly rursl, the solution tc the problewm of
eccromic developrment <herefore depernds largely on
incrensing tie productive cepoacity of these areas.
Increasing préductive capacity of tlese areas amcunis o
giving & thrust to developrient through the nein activity
sector-agriculture,
The central issue in rurel development is, or
shiould bLie the development cf ihe rural person toth

economically {(increasing agricultural productivity and



hence per capite income) end socio-culturally (increasing
the level of awareness of the rural perscns, encouraging
full participation in their affalrs and increasinge the
standard of living of the rural population), In MNigeris,
about 80 percent of the population live In the rural |
areas, (Famoriyo, op.cit) |

There are problems facing increased productivity in
the rural areas. These include traditional hottlenecks
of ignorarce, iliiteracy, cultural and instituiional
rigidities, inadecuate infrastructure, merketing fzcili-
ties, price inst:bility, and inefficient technigues of
agriculture and craft (feriba, 1972, P ALE), Teriba
argues that since increasing productivity in the ruvrel
economy is a function ?fimproved techniocues which is
also s function of tre capital hase, the existence ci a
"credit Trap" militates against rural development., The
vicious circle of low eputput vwkich yields low inccore
that in turn ylelds low savings and low investrent,
reduces productivity: hence the need for credit, 7Teriba
also attributes low pro;uctjvity in *the rural areas to
the irmpropér meobtilization and channelling of such |

Sec-loys :
\% e concludes that

resources 1n productive
the ",.. relatively low savings ratio in rursl households
15 .ss» Not exclucively due to inefficient production; it
is also due to the absence of institutignal agennies to

mobilize savings" (Teriba, op.cit),



To this effect, Arthur Lewis (1955) emphasises the
1mportanc§ of savings apong ithe peasants in view of the
" role agriculture plays in economic develpgpment, The
reguired growtih in agricultursl productivity recgul res.
some capital invesiment and the government coulld set aside
some woney to lend o furmers through rurel btznke or o
‘credit socjeties, He asserts that this cethod ic necessary
| especially where there ls decreasing productivity in’ ’
agricul*ure, Lewls (1955, P.229) further stzzes thet
the anount of sgvings depends on how widespread savings
Institutions are; and that if the institutions =xe
vroupht rignt to the doorsteps of Indivicuals, pceple

wlll szve more tham 17 the nearest savings instit tlon

-
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in recognitisn of trhe "Credit Trap? and finnzial
constrainis thet izpede developzent of riral zre:zs,
the FTeders) Goverroent ol Nigeris established trnes

. . [P - e -~ LY
Lericulitursl Credit Guarantee Scheme® (AJGS; zrz the

Pural Banking I'vostamme (REDP) within ite frasmeswers of
e Integreted Niral Development Frogramme {(Czuzc, 1557).

Tie ACCS Is tu piecide losns for inivestn ot in
rlculivee willle the ROD aims at provicing
facilities in the ™uwral areas, The RBF iz ainmed 3
pobilizing the rmural savings through the establi:iled
commercial banis, aui rechannelling same o the
productive sector - especially agriculture, The

progracme ains to promote saving hablts and remove



financial constraints in the rursel areas, It is hoped
that the inqrease in savings hnd investment levels
would lead to increased productiviéy and transformation
of the rural areas.

In short, the twin problems are basically that of
mobilizing savings and redirecting same for productive
purposes in the rural sector. However, it has been
noticed that the banks have failed in this bid, This
is shown by the existence of local money lenders who
according to Griffin (1979, P.27) lend at high interest
rates in the rural areas. As a result there has been
continued decrease in the production of the rural sector,

In brief, the main issues this research seeks to
address are:

What accounts for the failure of commercial banks to
mobilize adequate savings and rechannel same for rural
development in Borno state; and since the establishment
of RBP, has the solution to the basic problem of

credit trap and financiasl constraints in the rural
areas of the state been obtained? Do rural dwellers
really benefit from this process of financial realloca=-

tion? This study intends to address these issues.,

1.3 OBJECTIVE OF THE STUDY
Determinig the extent to which rural banks

contribute in generating and supplying financial resources
for rural development in Borno State is the obJective of

this research., 7This objective thus focuses on the



following: |
(£ ) examining the extent to which the Rural Banking
Scheme has aschieved the goals for which it was
set-up in Bormo State; i
(41 ) analysing the extent to which the rural
population in Borno State ere utilising the
facilities of the rural banks at their disposal}
fiii) jdentifying and assessing the maln operationsal
difficulties facing the rurel banks in Borno
/ .State; and | |
N ﬁ (iv )} &tudying the possibility of introducing entirely
| new rural banking system in the state, | :
| |
1. HYPOTHESES f
For the purpose of this research we posit the following
hypothesess Firsily, that the financial credit gap

/
ra

between rural snd urban economles continues to widen in
~ favour of the latter, This is because one of the broad
objectives of rural banking system is the creation of
credit for the transformation of rufaiteconomy. Secondly,
that the traditional credit institutions still survive

as the most important sources of financial capitel in the
rural areas even after the establishment of Rural Banking
Scheme. And thirdly, that adoption of a new rural bank

model is possible end scceptable,



The research sets out to test only the preceding
hypotheses leaving the rest of the objectives of the Rural.
BankinghScheﬁe beceuse of the simplicity of the method
employed,

-

1.5 JUSTIFICATION OF THE STUDY "o

It is generally believed that the beanking system
plays an important role in economic development, It is
therefore hoped that the expansion of the level of
financiel intermedietion will lead to increase in the
productive cépacity of rurai economy through the saving-
investment process, But efter a decade of implementing
the Rural bgnking Programme in Nigeria, the level of
economic sctivitlies in the rural sector is yet to record
the desired grqwth. It s therefcre justifiable to
investigate those conditions within the system that
hinder the ackievement of the desired objectives In

Borno State,

1.6 SCOPE AND AREA QF THE STUDY

Becaﬁse the topic 1s so wide, the focus of the study
is limited to mobilization of savings and supply of
credits within the rural sector by rural banks for the
| development of agriculture and cottage industries in the

|

aerea of study,



The study is conducted in Borno state. Borno state

is one of the most norﬁherly states in the Federal
| Republic of Nigeria, It lies &pproximately between
| latitudes 10.02'N and 13,04'N and longitude 9,08'E and

14.,04*E. It has the largest physical land srea among

the twenty-one states of Nigeria, covering an arees
- epproximately 116,589 aquaré kilometres which is about

13 percent of the total land area of Nigeria (Borno State,

1983, P.3) This vast land area 1s bounded to the North

by Republic of Niger and to the North-East and East by
_the Republics of Chad and Cameroon respectively, It

also shares coamon boundary with Gongola, Bauchi and
¢ Kano states (See fig.1). Malduguri the state capital
lies 41'N and 13'E.

' The geographical location of Borno state has placed

it at = disadvantage climate wise. Generally, for the
greate part of the year the climaté is hot and dry, with
a sh?rt spell of reinfall from the months of June to
September. The period of rainy season varies within |  =',
the state. VWhile in areas to tﬁe norﬁhern part of the
state rziny season lasts for less than theee months,
areas like Biu and Uba in the southern part enjoy
rainfell which starts as early as April and ends October,

1 Generally, the climate of Borno state allows the
cultivation of crops 1like Millet, Guineacern, Maize, Cotion,
Beans and Groundnuts, Farmers in the.;tate are engeaged
in the cultivetion of these crops and raring of animals \Rq

c\ s
as dictzted to them by their physical conditio X?ngmbﬂ
P\':'“\N\\ \ @ELL



ing in the Lake Chad also forms part of the occupation
of Borno state people. ) .

Borno state is made up of 18 Local Gﬁvernment Areas
created in 1976,

Beside farming, petty trading is also an important
occupation in the state, ©Small business establishments
are found in every nook and corner of the state, The
total number of business establishments in the state in
the state in 1985 was 2,589 (Borno state, 1985). The
most predominant business activity is retail trade
which constitutes apout 30 percent of the business
establishments enumerated by Borno state Statistics
Office in 1085, Next in sise 1= restanrants/cafes while
wooden fixtures and furniture come third, followed by
grain mills and bakeries,

The state Govermnment has been promoting the growth
of industries in the state, particulerly the small scale
industries through the Small Scale Industry Scheme by
granting loans to individuals and industries.

Other common business activities in the state are
banking and insurance, The following banks exist in
Maiduguri the state capital only: Prerier Bank, Allied

Bank, Federal Mortgage Bank, Nigerian Agricultural Bank,
Savannah Bank, Africen Continental Bank and Nigerian

Bank for Commerce end Industry, Alsc the following

banks are found in Maiduguri and their branches in some
rural areas of the state:

United Bank for Africa - branches at Askira, Mallumfatori,

Yusufari, Kukawa and Gadaka;
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Bank of the North -~ branches at Lessa, Goniri, New Marte,
Benesheik and Dapcij - f " :'ﬁf o f;  ” _3 )
Union Bank - branches Lt Chibok, Talala.and Gamboru;. :
International Bank for West Africa - branches at Gwoza
and Banki} | | S
First Bank - branches at Damboa, Konduga, Damagﬁi..
Damaﬁuru, Geidar aend Ngamdu;
National Bank of Nigeria - branch at Manguno; sand
Bank of Credit and Commerce International with a branch
~ at Ngelzarma,

Insuraence companies like Leadway, British American
end so on are found in Malduguri and their branch cffices

4o
-dd

o
v w

Y

1.7.1 METHODOLOGY AND DATA COLLECTION:

Primary end Secondary sources of data are used for
this research, 7The research relies heavily on primary
data collected through the administration of questionnaires.
Two sets of questinnaires (appendlices A and B) were
prepared and addressed to the relevant rural banks,
individual farmers and Local tusinessmen in twenty-three
rural areas.of Borno state, The twenty~three banit
branches considered to be ;ural are those listed In

section 1.6 sbove,
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The task of this research is made considerably more
difficult by the problem of the areas which should be
considered rural so that a precise and generally acceptable
definition of the key phrase in the title of the work~'Rural
Banking' is epplicsble. Adewunmi noted the difficulty of
defining a rural area and asserted, "it is easier to
decribe a rural ares of & country than to define it"
(Osuntogun, et al, 1983, P,32), Compounding the problem
further, what is e rural community in Borno State may not
be so in other states of the federation because some
states are more or less urbanised than Borno state,

However, this research considers rurgl areas in Borno
state tc be those areas which have less social amenities
such as NEPA « supplied electricity and less or no high
institutions such as Colleges of Education, Universities,
Folytechnics and sc on, This brief description of what
a rural erea is ir the state excludes only six out of
eighteen Local Goverment headquarters. The six local
government headquarters are Bama, Biu, Cashua Maiduguri
Metropolitan, Potiskum and Nguru, Tﬁztresearch covers
the remaining areas of the state where there are bank
branches,

The research is made relatively easier by the
existence of Borno state Ministry of Finance, Statistics
branch Offices in each Local Government headouarters of the
state, Trained enuzerators of the Statistics branch Offices
were used in administering the guestionnaires to rural ‘bank
branch Maragers anc interviewing farmers and Local business=-

men. Farmers and Local businessmen interviewed are randomly
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selected, At least 5 farmers/or businessmen in eack rural
area where there is bank branch were interviewed,

Secondly, data such as government publication =nd
publications of Central Bank of Nigeria, Commercial,
Merchant and Development banks are used. The data ebtained
are computed into percentages, from which descripticms and
inferences are made to reflect the whole area of study.
This is more appropriate since date generated—apreaﬁ
spatially over the study area. Other statistical measures

in form of tables and charts are alao-ﬁéed.

1.7.2 SAMPLING PROCEDURE

The rural bank branches are  scattered all over the
State., As at the time of the research, there were 23 bank
branches in the rural areas of Borno state. The totzl
projected population of the areas according to Borne
State Statistics Office is 1,160,584,

The descriptive Statistics used in this study is thre
interveiw type. This method is generally regarded == the
'Par excellence' of social sciences (Oguzo, op.cit). It is
the case for behavioural sciences that the best way <o
findout things about people is by asking them or their
friends, The structured interviews took the form of
questionnaires. All the rural bank branches were giwven
the questionnaires although three of them did not respond.
Samples of individusl farmers and or businessmen hac to be
taken since everyone of them could not be interviewe<,

Ten persons in each area of rural bank operation were
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interviewed, Deciding oh eQual nurber of persons in each
area of rural bank opergtion, irrespective of its population
size was considered more appropriate to ensure even spread
of sampling units, Simple Random sampling technique was
used to obtain the ten persons in each area, Thus, a

total of 200 persons were interviewed,

1.8 ORGANISATION OF WORK

This thesis is preéghted in five chapters. The first
chapter introduces the work and specifies its focus,
Chapter two examines rural bankiné as a strategy for rural
development. In this chapter, a review of evolution of
modern banking sysiem in Nigeria will be attempted and
also see the working cf rural banking in some Aslian
countriez. Rural Banking Programme in Nigeria and the
phases of the scheme will be highlighted in this chapter,

, Chapter three looks at modern banking and rural
banking attitudes, Rural banking objectives; Customers
end Utilization of rural bank facllities; and deposits
generation and granting of lending facllities will also
be analysed.

Chapter four analyses main occupation of the
respondents, landownership and size of family, rural
credit sources, banking habits of the rural communities,
and rural entrepreneurs' view of the proposed pilot
model while chapter five summarises the study and makes

some policy suggestions,



CHAPTER _TWO

RURAL BANKING AS A
STRATEGY OF RURAL
DEVELOPMENT



CHAPTER TWOQ

51/ g
N
2.1 EVOLUTION OF MODERN BANKING SYSTEM IN NIGERIA

The historical trends and enalysis of the banking
industry in Nigeria is discussed to assist the researcher
in the understan@%ﬁg of the philosophies that guided the
early entrants 1nfo the nation's banking industry and to
appreciate the trends of quantitziive growth in the nuzber
of banks and their branches, and tneir concentration
patterns in terms of location and distribution of their
services, all of which have wider implications in the
overall economic development of the cdﬁntry.

Modern banking in Nigeria dates back to the early
colonial period, This was the period when the activities
of transnational corporations, the finsncisl transac-
tions oi the celonisl Government, the decline of the
barter system of trade and the increasing acceptance of
British silver coins, crested the need for an institution
in the form of commercisl banks for safety and transmi-
ssion of funds, the importation anc distribution of
British coins, and provision of credit to the govern-
ment and the trading companies (Uzoaga, 1961, P.65),

It was for the above purpose, in 1892 that the
African Banking Corporate of England was invited to open
a branch office in Lagos by the Elder Dempster and coumpany,
a shipping firm based in Liverpool, coffering passenger

and freight services between Liverpool and West African
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ports, But due to some difficulties, the hznk was takén
over in 1894 by Elder Dempster and company,-with a new
name as Bank of Britisgh West Africa (later changed to
Bank of West Africs, then Standard Bank anc now First
Bank), Registered in London, the bank started with an
authorised capitel of £100,000, Due to the success of .
the Bank of British West Afrieca, other organisations soon
began to interest themselves in banking opportunities in
the country, This led tc the establishment of the Anglo-
African Barnk later known as Bank of Nigeria, which soon
collapsed., Others were the colonial Bank (which changed
its name to Barclays Bank DCO and now Union Bankj; the
United Bank for Africa (UBA); Internationsl Bank for

West Africa (IBWA); Indo-Nigerian Merchant bank (formerly
Bank of India); Bank of America (now Savannah Bank) and
the French Societe General Bank, ;

The role of financial institutions, particularly
compercial banks in promoting economic development of =&
nation can not be over-emphasised. Nwani(1972) on the
role of financiel institutions in economic developrnent
of Nigeris has the view that *such major iwportance as
pooling of financial rescurces through surplus savings
for the purpose of lending to deficit sectors, dissemina=-
tion of finencial education and employment of Nigerians,
are some of the major attributes of the cemmercial banks
in the country". Though the éingle most vital role of

barking system 1s medioting between those who have surplus



savings to lend and those who need to borrow funds,

however, the cruclial issue worth discussing is the effici- *
ency of the commercial banks to effectively implement this
function, especlally in a developing economy like Nigerie's,

The establishment of foreign commercial banks in
Nigeria before independence had very limited relevance
‘to the economic realities of the country's colonial
economy, because the banks serviced mostly the interest
of the metropolitan based entrepreneurs and thelr agencies.
In other words, the development of the commercial banks
served only as instruments of exploitation and exproprie-
tion of resources from the Nigerian economy and, as such
were inconsistent with the local needs, interests and
aspirations for economic development, In fact, Adekunle
(1979) argued that "the banks served as a clear channel
for the economic retardation of the édahomy. They exported
savings from Nigeria to the United Kingdom, Part of the
mobilized funds was only brought back on a sqasonal bases
to finance the export trade'. | !_

This assertion depicts the fact thet no conscious
effort was made by the colonial authorities and the banks
themselves to ensure that the banking industry was made
more relevant and adaptable to the structural problems
of the underdeveloped Nigerian economy, The main banks
operating in the country were branches of banks of the
metropolitan countries, whosé activities were based on
decisions taken at their overseas head offices, This

exploitative strategy was not appreciated hence the birth



of indigenous banks,

The fact that the first spate of indigeneous banking
came at a time of acute world-wide depression, lent some
credence to the view that indigenous banks were born out
of frustration which was experienced by many Nigerian
businessmen in their attempt to obtain credit and other
facilities from the existing expatriate banks, This
allegation, according to Awosika (1984) was a fact since
the indigenous businessmen did not obtain loans easily
. and, when obtained, the interest rate were high. The
allegation was equally confirmed by Nigeria's branch
Managers of the Barcléys Bank to the visiting West Africa's
General Manager of the bank, who told the General Manager
that they had no African borrowing customers because
they know of none who were sufficiently credit worthy
(Crossly and Blandford, 1975, P.258). While on the other
hand, Uzoaga (op.cit., P.71) noted that "Europeans,
Asians and Levantine communities appear satisfied with
the existing credit facilities provided by the banks",

To make it even worsé, the foreign banks' profits were
not invested in Nigeria but in Europe, a situation which
was seen as & form of exploitation, This situation led
to several abortive attempts to establish locally=-owned
and managed banks to break the foreign monopoly in
banking. Later several local banks were able to succeed,
and are still operating. Such local banks include the
National Bank of Nigeria, African Continental Bank
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{formerly Tinubu Bank), the Agbonmagbe Bank {now Wema
Bank) and other state-owned and privately owned banks. -

Inspite of the fact that the local banks tried to
cater for the aspiretion of the hatioﬁal econony, they
achieved little since.they were unable to reverse the
trends set by the large forelgn banks. The indigenous
banks in fact came to operate'on-the principle of ‘if
you cannot beat them, Jjoin the;.‘ Thus the local banks
were forced to operate but in the fringe of banking in
their own economy, The unhealthy development necessita-
ted the need for national eggressive banking policy

which would force the commercial banks to be prime movers
of the netlonel economic development
establishment of the Central Bank of Nigeria (CBN) in
July 1959 with the main aim of developing a sound
financial system, capable of facilitating national
economic developuent. The CBN was therefore charged
with, among other functions, the power of controlling
the activities and performance of the commercial banks
in line with the needs and objectives of the econony.,.
But the problem to grant credit facilities to prouote

the developnent of the national economy persisted,

Table 2.1 empirically shows the fact,
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TABLE 2.1

MATURING PATTERN AND PROPORTIONAL

DIS

A i

= |

(%)

Ownership Maturing Maturing Maturing Maturing
of Banks Year with 3 between Dbetween later than
months 3 - 6 6 - 12 12 months
months months
1963 88.1 1.9 5.0 - 5.0
1964 68,2 2.6 2.8 6.4
Expatri- 1965 87.8 4.3 2.9 5.0
e 1966 70.6 1741 6.0 6.3
1967 75.9 4.2 5.4 k.5
1968 79.7 1.6 L.0 Uo7
Average 81,7 8.6 4.3 5,3
1963 20.7 h1.0 20.1 17.3
196l 15.0 L7 20,2 20,1
Indlge= 4965 21,0 4141 17.6 20,3
Banks 1966 2,2 32.7 17.1 26.0
1967 20,5 42,6 13.1 23.8
1968 22,4 41.3 18.7 17.6
Average 29,6 L40.7 17.8 20.8

Source: CBN, Economic and Financial Review, June,

1969,

P.6,

Though credit facilities like deposits generation

are dominated by expatriate banks, the table above has

shown that credit resources were concentrated on seasonal

or very short-time investuents,

For instance, on the

average, about 82 per cent of expatriate banks' loans and
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advances were of 3-months maturing. Further observation -
from the table shows that their credit lines maturing
within 3 to 6 months, later than 12 months, and 6 to 12
months came second, third, and fourth in order of
priorities in their credit advancement. Worth noting is
the fact that between 1966 and 1968, the proportion of
their credit resources diminished gradually in all cate=-
gories, except within a three-month period which
increased substantiglly,

From this snalysis, the conclusion mwade is thet the
banks fajled to take into account the credit requirements
of the nationt's agrarian economy which mostly falls
between meaium-term and long-term investment, In fact:
even industrisl development on equity basis was not
favoured.

The above postulation was supported by Nwankwe(1980,
P.75) who pointed out that: | \

Even in the developed countries -
the United States, Japan and Europe
where there are alternative lending
institutions, the commercial banks
nevertheless undertake mixed banking
and grant medium - and long-term
credit to a large extent, Yet in
Kigerla, as in other developing
countries, where the expatriate
banks dominate the banking system
and at times are the only effective
sources of credit, they concentrated

their lending to the very shortest
and of the spectrum,



- 25 =

0jo (1976, P,37) and Uzoaga (op.cit; PP,68 -§f)
portrayed similar picture ms NwankWOand later came to
the conclusion that Nigerian commercial banks in general
neglect'the agricultural sector and merely service,
rather than finence, industry and commerce, |

- Commercial loan theory which was outgrown in European

banking practice was put forward by expatriate bankal
to Justify their ection., 7This theory belleves that a
commercial bank's liquidity is secured as long as its
assets are held in short«term loans that would be liqui-
deted in the normal course of business, In other wdrds,
commercial banks should avoid as much as possible
financing medium = and or long-term ventures with high
riske end uncertainties, The assumption of the theory
is that compared with long-term, short-term credit
g@?antees much safety. While the former even when
credit resources are prudently invested, ensures a
relaqtively long perlod cf gestation and immaturity
especlally with infant industiries, coupled with the high
risk of fluctuation in Investment value which may
endanger & bank's assets, But the latter entalls better
estimation and celculation of unforeseeable risks at |
the shortest possible period, - l

The application of the theory in s developing ec?nomy
like ours is unrealistic, beceuse the theory fails toI |
take into consideration the éredit yearning of the '

country's agrarlan economy. Conseguently, it has discou=-
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raged the banks to commit their huge financial resources
to even viable productive sectors, Secondly, the appli-
cation of the theory in our developing economy, exposes
shortcomings of the commercial banking system from
equipping itself with the techniques of analysis of long-
term projects, unlike its counterpart in the developed
econormies, Thirdly, for the banks to epply and insist
rellgiously on credit worthiness and collateral security
of a potential end wviable local entreprensur, has limited
relevance to the realities of our environment, because
there are very few indigenes with tangible securities,
Other facters yhich the banks should have coﬁgidered in
their operaticn are the various provisions made by CBN
to come to their rescue 1f they genuinely run into diffi-
culty,

These among other reasons limit the relevance of
the commerciasl-loan theory to the nation's developing
economy, Hence, 1t becemes urgently imperative to
soften the content of the theory to conform with stark
reality of our national development,

For commercial banking in Nigeria even today 1s not
radically different from what it was in the 19608 and
1970 despite the fact that 1969 Banking Decree and the
Indigenisation decrees of 1972 and 1977 were promulgated,
with the latter giving the Federal Government G0 per cent
shares in all expatriate banﬁs. The maln objective of
the three decrees is to enable loczl entrepreneurs to own

and control the compranding heights of their own economy.
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However, the main issue of the Nigerian commesfcial
banking system is not one of ownership but of operat-
ional orientation, Indeed as Nwankwo(op.cit., P.81) noted,
an institution may be predominantly owned, managed and
controlled by indigenes and yet possess an operational
orientation that is essentially foreign to the extent
that it does not identify with the development objectives
and aspirations of the indigenous economy, Hence most
of the banks, including local banks, still see their
primary role as the financing of large expatriste sector
of imports of raw materials, manufactured and caﬁital
goods into Nigerian and the export of oil and other
primary produce from Nigeria, To them, other functions
are incidental and of secondary importance, -This
explains their concentration of offices and credit
services in the major towns and commercial centres for
maximization of profits. This view is supported by the
major findings of the Nigerian Financial System Committee
in 1976, As a result, the commercial banking activities
have had adverse effects on the naticn's rurel economies
and banking habits of a large segrent of the country and
its population.

It is8 this gross inadequacies of banking services
and its attendant consequences in the rural areas that
led the Federal Government in 1977, through the CBN toq.
initiate and pursue the Rural Banking Programme, 1In

the next section of this chapter, an attempt is made to
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discuss the background to the Rural Banking Scheme with
references coming from ?hree Asian countries of
Idonesia, India and the Philippines which coincidentally
share some locational and other characteristics with
Nigeria, The experiences of these countries are signi-
ficant to Nigeria'bacause they are developing nations,
located in the tropics with large populstion mostly
concentrated in the rural environment, end having similar
socio-economic conditions., Above all, in the three
Asian countries, rural tanking scherme has achieved ang
appreciable measure of success anc thus has some lessons

to offer to Nigeria.

2,2 BACKGROUND TO THE RURAL BANKING PROGRAIMME

Rural banking in Nigeria, unlike some couniries in
Asje especlally Indonesia, India and the Philippines, has
not been well developed despite the fact that it is now
a deliberate government policy. In fact it is only the
Nigerian Agricultural and Co-operative Eank (NACB),
which was establishéd in 1973 that Prought rural credit
adninistration along conventional tanking lines. However,
the NACB i3 not a rural-based bank, though it is aimed
at serving the rural economy, as all its twenty offices
are located in the big urban centres, perhaps with the
exception of the few branches in Local Government head-

quarters such as the Funtua branch in Katsina State,
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2.2. Ine Experiences of Three Asian Countries -
indonesia, India and Fhilippines

.

In Indenesia and India, where a syster of rural
barks exists, the banks have developed as guasi-Co=-
operative association of berrowers, since they are managed
by a comrittee of elected, credit-worthy villsgers.
When looking et Indonesien rural banking syster closely,
there are relatively large number of special kinds of
village banks end rice warehouses or paddy banks, locally
known as 'Desa' bank and 'Desa Lumbung' banks respectively,
The banks have been operating since the early 1900s, and
by 1967 there were 3,900 Desz banks and 2,868 Desa
Lusbung benks {biro Puset Siatistik, 1968, P.237)
distributed s#ll over the country. The Bank Rakjat
Indonesia, otherwise called Indonesian pecple's Bank
(IPB) and one of ihe country's largest banks, estatlished
by the Cosernment largely tc help provide finance for
the developrent of the rural sector, supervises and assists
Leth the Dese benks end Desa Lucbung benks., But the
initiative for organicing the banks mairly cores from
the villagers,

In establisking e Desa bank, & collective decision
is taken by village leaders, and they appoint cne person,
who is generally one of the better-educeted villagers,
to manege the bank, Accerding to Emery (1970, F,213) the
average Desa bank has & mecbership of about 20C households,
and it 1s open orly periodically, such zs once a week,
for busiress, Lzch Desa tzrk simply operates Iroc an

individual's hore or & single room in & corzurity



- 30; -

building, with a2 full-time employee keeping the bank's -
accounts and who generally services about fburﬁsuqh banks,
travelling from village to village. | |
The Desa banks provide small cash loans to farmers,
traders and craftsmen, and the loans are in two Yorms,
One is a consumption loan extended when the borrower ia
seasohally short of funds, and other consists of small
loans to farwers for productive purposes, All loans are
short-term, ranging from a week to a few months, and the
rate of interest is very low as the banks are none-profit
institutions. The sourtes of capitel for the Desa banks

cone from villege revenues! funds, interest paywents by

vy

orrowers end disposits by villagers (Charlegworth

1060
<9 i

P.155)., But it is important to note that Desa benks,
unlike commercial.banks, do not actually conduct a resl
deposit business,.either demand or time, Wwhnilie Desa
banks provide césh loans, Desa Lumbung banks equally
extend smail loens but mostly in the form of rice and
other food itews, which are ic be repaia with interest .
in rice and related foodstufis, It is iwportant and
interesting io note thel the loan~-repayument record for
Desa banks and Desa Lumbung banke has been relatively
good as Emery (op.cit; F.21L) gives the level of loan
default at only about ten per cent, as against about 20
per cent for the co-operatives. This schieveuent is due

to local familiarity,



If the Indonesian model is a special case, the Indian
experience is equally another one. Until the mi&-sixties,
banking policy in India relied mainly on co-operatives
and the Imperial Bank of India for extension of banking
into rural and semi-urban areas of the country, In fact
that was the time, according to the Report of the Committ-
ee of Direction of All-India Rural Credit Survey
(1952, P.32), when co-operative banks such ss the Alamura
Co-operative Rural Bank in Andhra State played & major
role in providing rural areas with credit, and generally
they serve as agents of mobilizing hot only financial
but human resources for rural development. Historically,
India's commercial banks, like their Nigeria's counterparts
had shied away from rural markets as their branch network
and operations had a pronounced urban brientation.

However, in the last four decades, or to be more
precise, in 1949, the Government of India took & giant
stride to increase the banking facilities in its rural
areas., This was the time when the Rural Banking Enquiry
Committec was instituted et the instance of the Reserve
Central Bank, the sole banker of the Government. The
committee's terms of reference included smong others,
measures for increasing the banking fecilities in rural
areas. According to Wilson (1952, F.161), the committee's
report helped in providing answers to many probleums

hindering banking services in the rural ereas of India,
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Coupled with nationalisation especially in the late 1960's,
the situation has drastically changed as banks came under
pressure to expand their operations to rural arees, In
fact the pressure made the central government of India

to 1ink the issue of licences for establishing branches

in metrepolitan and urbaen places to the cpening of
branches in semi-urban and rural centres.

The government formerly had a policy which forced
banks to open two or three branches in semji-urban or
rural locations for every one cffice established in an
urban place, BPBut to give more priority to the rural
unbanked centres, the arrangement was changed and in its
place & new arrangement mwade it compulsory on banks to
establish four offices in rural areas for e&ch one office
opened in an urban location. With this policy, within
so short a time of a decade, there was an unprecedented
rate of bank growth in the rural areas. For instence,
the number of rural branches went up from 1832 in June
1969 to 11,802 by the end of June 1978 (Shah, 1983, 117).

Large number of banks in the rural areas may not be
enough unless they provide intensive, effective and
coverare of their desired services of mobilizing
Financial resources for rural development in the country.
To achieve the purpose therefore, India has adopted
different strategies, among which is Lead Bank Schenme,
wWith this approach, India was divided into zones and lead

or large banks were assigned for the development of
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banking services in esch zone, The second approach is
the Vlillage Adoption Programme, under which bank branches
adopt a villsge or a cluster of contiguocus villages for
intensive financing of all viable and potentially viable
farmers, 'In addition, the branches finance special area
development schemes indentifled by techno-economic studles
of the villages. Agricultural Development branches
{ADBS), an innovaﬁfon of the State Bank of India is another
strategy adopted. There ere specialist bank branches
manned by a teép.of experts who are_coﬁpetent to
formulate, execute, monitor and evaluate projectis for
area development, and assist the small farmers with credit
and counselline. Facnhn ADR is expected to operate over
a reasonable wider grea of contiguous villages.
In addition to the three approaches, moble banks,

-~ satellite bgnks and one-man tranches liave alsc been
experimented by Indian banks, Mobile banks provide limited
banking services To villages along the route of a mobile
van on particular days and at prescribed timings, While
services on the part of satellite tanks are ofiered one
of twice in a week, one-man oifices operate feor all
working days, although with lizited services.

| With all these efforts however, substantial parts
or rural India remained unbanked and this led in 1975 to
a new approach to the probler of mobilizing financizl

resources {or tre developrerl cf rural areas in addition
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to the already existing strategies. The new approach
teagged Reglonal Rural Banks (RRBs) is sponsored by the -
lead or big commercial banks of the concerned regions, .
with mein objectives of filling some credit gaps., They
are established in regions where the credit gaps are
pronounced and the large per centage of the population
18 lendless rural labourers, but with good potential for
agricultural development, In additien, they provide
limited amounts of consumption loans, With these object-
ives in mind, Regional Rural Banks' services are confined
to the *weaker' sections of the society., The capitsl and
the management control of the banks came from both the
central Government and the commerclal benks of the
regions concerned,

In a survey carried out by a committee appointed
by the Indian authorities in 1977 to review the perfore '
mance of the RRBs, 1t was found that the performance was
good since credit gaps had been filled, recoveries of
loans and development of resources locally were better
than those o¢f commercial banks and better than co-opera=-
tive banks in deposit mobilization (Shah, Ibid, P.125),
This achievement was possible may be due to the fact
that RRBs combine the more positive aspect of co=-operative
and commerciel bank system, which has local familiarity

and business sense, respectively,
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Systematic rural banking in mobilizing savings on
the model of the Philippines is equally worth noting.
In the Fhilippines mainly as a result .of the leadership
‘and guidance of the country's Central Bank, a rural bank
programnme wgs created by the Rural Banks Act of 1952,
Since that time, the government has sponsored and assisted
financially the growth of & rural banking-system but
wlth the initial capital belng supplied locally and later
to be matched up to 100 per cent by the governument (Donald,
1976). With the promulgatiecn of the Act, the mobilization
of-local capital for productive investment was stimulated
(Krinks, 1983, P,108),

Thougzh the rural banks are organised, manned and
largely owned by private citizens and are set up as
stock corperations, however, a special Department of
Rural Banks exists at the Central Bank of the Philippines
to supervise the rural banking programme, One remarkshble
aspect of rural banking in the Phi}ippines is trat the
rural branches provide credit only to the rural areeas
and at a relatively low rate of Interest, Kot only that,
the bulk of the credits are short-term agricultursal lo&ns
to small farmers, In addition, & rurel baenk is not only
prohibited from extending credits to large and wealthy |
borrowers and from lending more than 1C per cent of its

palid-in capital and surplus to any single individual or
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firm, but must aleo maintsin a minimum ratio of capital-
to~risk assets of 20 percent (Emery, op.cit, PP,398403).
The small farmer credit progranme of the rursl banks in
the country is a scheme of supervised credit under which
loans can be granted without the usual collsteral but
with 8 stipulation on how the loan should be utilized,
This is spelt out in a farc plan and budget which 4s
supposed to be prepared by the farmer with the assistance
of farm maragement stéfE: |
More recent, suall fermer credit schemes organised
by the rural.banking system centre on the improvement of
the socilo-economic conditicns of the farmers, - Under
these shcemes the small farmer is viewed not merely as
a production unit who must te provided with credit so
that he can be a vehicle for increasing national product-
ion but as an object of developnent whose needs for
improvement should be addressed in totality, These needs
include an efficlent input supply sytem, essential
infrastructure, technical advice on farming, and carketing
outlets when necessary, Some crediis of the rural banks
are also extended to werchants and swall industrlzl
entrepreneurs in the rural locations of the Philippines,
The rurel banking system has grown rapidly that 8kully
{1980, P, 312) provided a figure o¢f 906 rural bank

branches for the country,
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qu the three Asién rural'banking experiences show
it can be safely*concluded khat there is no unigue way
in which to develop a rural banking system, It must
equally be pointed out that systematic rural tanzxing on
the wodels of the three Asisn netions do not exist in
Nigeria, What exists 15 a system of commercial branch
tanking with much inherent obstzcles to mobllize rural
gavings and provide same for effective rurel transforma-

tion.

2,3 RURAL BANKING SYSTEM IN NIGERIA

Following the roctemmendation of the Nigerlan

Financial Systems Review Comnittee (1977, P.6) on the
extension of banking services to rural areas in 1977,
the Federal Government mandated the CBN to implement the
accepted recommendation, The bank responded with a
master plan that is intended to inject the rural areas
with bank branches, and to run in phases, The first
Phase of the scheme started in July 1977 and ended in
June 1980, while the second one covered the period
between July 1980 end December 1983. However, toc allow
some commercial banks to fully comply with the directive
of the CBN, the period of the Second Phase was extended
by one year, The Programme has now entered its Third
Phase and expected to end by July 1989,
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As previously noted, at the time the rurel banking
progremme started in 1977, Nigeria hed only four hundred
and ninety bank offices and branches but serving an
estimeted population of about 6C million and an area of
about 920,000 squere kilometres. This geve a very un-
favoureble bank-~person ratio of 1:170,000 &s conmpered
with countries et sicilar level of development as Nigeria.
At thet time, for instance, Indie with its large population
had & ratio of 1:52,000 while West Germany, Uniied States
and Britain hed ratios of 1:9,446, 1:6,000 and 1:L,000,
respectively (Olashore, 1976, F.49 and Umoh, 1984, P.31).
The uneven bank-person retio does not stop et global
level but alsc is observed nationzlly. Table 2,2 shows
that the geographical distribuiicn of 477 branches in
existence in 1677 weae lopsided, with‘Lagos Stale alone
having 100 (about 71 percent of ihe total) brenches, while
somne stales suck as bBguchi, liiger end Gorgele hed less
than ten benk branuches each, Vhat was nore lanmentable
was thet wiikin cech stete, roet of tlLe brarichvs were
corncentrated in urber. locelioiis, (ver 8C per cecnt bank
branches, feor instance, were urban-bacec (Ale, 985, P.79).

To lend rore credence Lo Higeria‘q unfaveurable
bank-person retio, ire Chairmen of ocne of the lending
banks ir the country, Alhaji Uwmaru Mutalladb (1622, P.10)
sadly said "populetion per bank branch ratic of 114,200
persons in Nigeria compares very poorly with figures for

most other countries in the world" Figure alone cannot be



Statewise Distribution of Commercial Bank

- 3. -

TABLE 2,2

Branches as et s0tn Apridl 1977

J

Financial System, P.6

States No. of % of Population] ¥ of Totai Persons per
Banks | Total Populztion a Bank
Anambra 36 | 7.55| 3,596,616 6.46 199,906
Bauchi 9 1.89 | 2,431,29 L,.37 270,144
Bendel 48 | 10.06| 2,523,004  4.53 52, 56
Benue 10 2,10 | 2,427,017 4,36 242,702
Borno 13 2,73 | 2,997,4 5.38 230,577
Cross River 17 3.56 3.515.554 6.32 206,799
Gongola 6| 1.261 2,605,263 4,68 L3, 211
Tmo 31 6.50 1 3,695,263 6.6l 119,202
Kadune 27 5.66 | 4,098, 304 7.36 154,789
Kano 22 L.61§ 5,774,844 10.37 262,493
Kwara 15 3.4 4 1,714,484 3.08 114,299
Lagos 100 | 20,96 | 4,443,568 2.59 1h,436
Niger 7 1.47 | 1,194,508 2,15 170, 644,
Ogun 15 3.1L | 1,550,966 2.79 103, 398
Ondo 2, 5.031 2,727,674 4,90 113,656
Oye L8 10.06 ] 5, 208,88, 9,36 108,518
Plateau 12 2.52{ 2,026,657 3.64 168,888
Rivers 23 82 1,601,743 2,88 69, 641
Sokoto n 2,94 h.538,78:1 8.15 324, 200
TOTAL L77 | 100.0d 55,670,055 100.00 116,709
EEEETREREGERESEn SR s e E S s R s e E e R R TR R
Source:s Nwanke/oG,0.(1980), The Nigerian
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used to support the fact that Nigeria is underbanked.
Common experiences of long queues at the bank offices and
the incredible length of time it takes té complete a very
simple banking transaction like obtaining bank balances
also bear testimony to this phenomenon, (See Court, 1981,
P.16; Abdul-Rasaq, 1983, P.83 and Adeniyi, 1986, P.5).

It 18 this inadequacy of banking services that led
the Federal Government through the CBN to initiate and
pursue more vigorously the Rural Eenking Programme,

Although much depends on the rural inhabitants of
any given country, the basic objective of rural
banking system remains true for all countries, In
Nigeria, the objectives of the progremme ameng cthers
include: the encouragement of banking habits ﬁmongst the
rural population; mobilization of savings from the rural
areas for the purpose of channelling same to profitable
ventures; creation of credit for the transformation of
agricultural economy and by way of equity and loans for
small scale industries, and reduction of migration from
rural to urban centres by providing gainful employment
avenues for rural populstion (Nigeria banxing Almanac,
1985/86, P.252). These objectives are laudable. To
achieve the stated objectives, the CBN originally attemp=-
ted to copy the Indian model by breaking the country
into zones, As such Nigeria was divided into three zones
and the three biggest foreign dominated banks and the

three major indigenous banks were to be paired and act
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as lead banks for the develcpment of banking services in
each zone's rural areas. But this plan was abandoned
according to Olashore (op.cit, P.52) for the followiﬁg
reasons: The 1lnadequacies of banking services in the

rural sector are not uniform nor of equal intensity in

the three zones, and as such the burden would not be shared
equally arong the leading banks. Secondly, other banks
might not feel obliged to perticipate in the rural bank-
ing programme, and might continue to restrict their
operations to the more profitable urban centres without
undertaking any sacrifice fer sccial and econonic develop-
ment of the country, Thirdly, a fresh imbalance might

i

—

be Clealed as Laukis way rush to operate inm a certain
zone, Above all, the zoning medel provides banks too
much option like the previous method of persuasion which
the banks might not comply with, and thus Jeopardising
the objective of the whole programme.

To aveid these obstacles, the CBN formulated another
method which relates each bank's rural branches to its
total branch network throughout the country, This ernsures
equitable distribution of rural branches in the country,
as well as fairly sharing among the banks the burden of
rural expansion. To make the method work, branch
allocations were made in the following patterns: Where
there was a rural town of 50,000 population; in the

headquarters of a local government area where there were

suitable institutions available; and at the directive of
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the CBN as Banking Decree of 1969 gave much poﬁer'télitf
(CBN) to ask any bank to open a branch in any location
(1969 ﬁigeria Federal Republic Official Gazette 56, P.AL),
Since according to the CBN rural banking survey,
there were as many &8 1,126 centres needing banking
services, the Bank decided to execute and control the

Rural Banking Programme in phsases.

2. 5. Phases of Rural Banking Programme

In this section, fhe'first.fwo phases of the scheme
are discussed and later their performances briefly
appraised, Under the first Phase of the Programme which
was launched in June 1977, two hundred centres were
identified and allocated among the eighteen commercial
banks, In identifying the 200 centres of the First Phase,
priority was given to lecal Government headquarters,
However, the capaclty and size of each bank to perform,
and the extent to which each of these banks had willingly
established branches in the rural centres were carefully
considered by the CBN in allocating the branches. The
phase required all the participsting banks to establish
all the branches assigned to them not later than end of
June, 1980.

Looking at Table 2.3, there is no doubt that the
First Phase of the Rural Ranking Programme was & huge
success, This is because the completion records of 94

percent and 97 percent were achieved by June and by the
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end of December 1980, respectively., The completion
records also indicated how sériouSly the banks received
the programme inspite of some obvious operational obstacles,
In fact, only four banks with total number of six branches
falled to complete their allocated branches.

The second phase of the Rural Banking Scheme which
took off immediately after the First Phase ended on 31,
December, 1985 after a year's extension, In the Second
Phase the total branches expected tc be established were
increased to 266, Subseguently, the centres were identi-
fied and allocated among the t#enty commercial banks, -
For the phase, the criteria used in allocating the branches
were the size and branch network ¢i the banks throughout
the country. In addition, nc bank, however small, had
less than 6 branches allocation. 7o help in identifying
the 266 dentres, the various state governments using
CBN's criterla supplied the lists of centres where _
priority attention was needed most, which the Bank used to
base its selection away from Local Government headquarters
but to population, industriesl and commercial centres,

Table 2.l indicates that as at December 1983, at
the time when the phase was expected to end, only 181
branches (68 per cent of ihe total alleocation) were set
up. The table also shows that even though the period
covering the phase was extended by ocne year, only 229

branches (86 per cent of the total 266 allocations)
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had been established, there by leaving as outstanding
thirty-seven branches unopened. However, according to
the CBN's Annual Report and Statement of Accounts | H _
(December 1985, P.116), "based on exhortations" nineteen
more branches were opened in 1985,

The Rural Banking programme in Nigeria is now in its
Third Phase which has a life span of four years..‘lt took
off on August 1, 1985. During the phase, as shown in Lable
2,5, & total of 300 rural branches are expected to be
established by the twenty~elght commercial banks that
were in operation in the country in 1985, In view of the
- fact that the present Third phase has a long way to go,
agsessments would appear to be very premature at present,
Nevertheless, there is5 a strong probability that it has
very limited chance of success during the speclfied years,
going by the experience of the Second Phase, Moreover,
the present phase has started under strong protest from
the practioners (Bankers) who are expected tc implement
it. For 'instance, according to Yusufu (1586, P.3), the
chairperson of the United Bank for Africa (UBA), at the
Annual General Meeting of the bank conplained that "the
rate at which the programme had been executed juposed a
great strain on the resources of the banking industry,
that it would be counter productive if a moratorium is not
observed", Likewlise the chalrman of the Bank of the
North appealed.in 1985 to the CBN to allow commercial
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TABLE 2,

Rural Banking Programme: Phese I Branch
Allocations and Complefion Dates

Banks ~Allocation Completion Completion

e June 1980 Dec, 1980

African Continental Bank 16 _ 16 16
Allied Bank of Nigeria 6 6 6
Bank of Credit & Comne '
erce Internationl - - -
Bank of the North 6 6 6 /
Co-operative Bank Ltd. | 3 s !
Co-operative & Commerce
Bank 7 L4 4
First Bank 4o 39 39
International Bank for : '
wWest Africa 11 10 10
Kaduna Co~operstive Bank 3 3 3
Xeno Co-operative Bank é i 6
Mercantile Bank of Nig. 3 3 3
National Bank of Nig. 15 15 15
New Nigerian Dank 4 i i
Nigeria-Arab Bank 7 o 7
Pan African Bank | 5 5 5
Savannah Bank of Nig, 7 7 7
Societe Generale Bank _ :
of Nigeria - ) -
Union Benk of Nig. 27 27 27
United Bank for Africa 27 27 27
VWema Bank ' 5 | L ) b

TOTAL 200 188 | 194

Spource; CBN, Annual Report and Statement of
Accounts for Year Ended 37 Decerber
1980, pr.38.
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TABLE 2.4

Rural Bank Programme; Phase Y1 Branch
Alliccuiion and PerioruphCe as al DeCcember
1603 and 1504

Banks Allocation Completion Completion

1983 198l

African Continental Bank _ 19 15 16
Allied Bank of Nig. ~ 7 7 .7
Bank of Credit & Commerce :
International 6 L 6
Bank of the North 19 8 19
Co-operative Bank Ltd. 8 6 6
Co-operative & Commerce Bank 8 H L
First Bank of Nigeria a7 35 37
International Bank for |
West Africae 13 7 13
Kaduna Co-operative Beank 6 T 3
Kano Co~operastive Bank 6 3 3
Mercantile Bank of Nig. 6 4 6
National Bank of Nigeria 19 5 6
New Nigerlan Eunk 9 2 L
Nigeria~Arab Funk & 4 5
Pan African Bank 6 1 3
Savannah Bank of Nigeria 11 11 11
Boclete Generale Bank of !
Nigeria & 6 6
Union Bank of Nigeria 36 30 36
United Bank for Africa ' 32 2l 32
wema Rank ' 6 L 6

TOTAL 266 184 229

Source: Extracted from 1985/86 Nigeris Banking
T Almanac, P.255.
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banks a breathing spell to enable them to consolidate
and imptove on the branches elready opened before a
new allocation was made, Above ell, according to the
CBN'g Annual Report and Statement of Accéunts
{1985, P,116), only three branches had so far been
opened, -
It seems natural and relevant for an evaluation
to be made of how the rural banks contribute in
transforming rural communities into vieble and condu-
cive systems for the general national development
and growth. This is what the next chapter focuses on.
But before then, attempt is pade to diféctly relate
the functions of the bank to economic growth and

development through the savings investment

Process.
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2.6 TRADITIONAL FINANCIAL INSTITUTIONS IN RURAL

The theoretical justification for the introduction
or extension of modern bank services to rural areas is
because of the existence of un-organised heterogenous
money markets in the rurgl economy, These un-organised
money markets are according to Oguzo (1987) referred to
as Traditional Financial Institutions (TFIs), One of the
main sources of fund of the TFIs is the deposit from
individual members of the community. Once a man acquires
feputation of honesty and refunds the money deposited
with him on demand by the depositor, such a man wins
people's couflideince for safe-keeping then the flow of
deposit from different members of his community to him
continues, Since the depositors do not come at the same
time to demand their deposits, such an individual can
lend part of the deposits to other members of the
community, In t.ils way, such a member of the community
becomes a money lender., The TFIs are made up of many
individual money lenders. The TFIs give little or no
interest to depositors and charge exorbitantly to
borrowers,

Although the TFIs charge exorbitant interest rates,
borrowers still patronise them because of the following

reasons:
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First, the rural producers have no other
alternative sources of credit, In the
saving-investuent process, financiel inter-
mediaries are seen as means of raising the
saving/investment levels and to allocate
more efficjiently, scarce resources among
alternative investments., Organised
financial intermediaries such as modemrn
banks are scarce or non-extent in the rural
areas, Where the modern banks exist, their
stringent lending conditions are not favour-
able to the rural producers, Secondly,

the TFIs mode of operation is simple as
compared to the time-wasting formalities

of the modern banks, Borrowing from the
traditional financial institution does not
require high level of literacy (which
majority of rural producers lack) to
accomplish formalities,

Another important reasong for rural producers’
preference for credit from the traditional financial
lnstitutiQns despite the high interest rate is that the
collateral security needed by this source of credit is
attainable, The collateral security needed by locel
money lenders in the rural areas include farmland,
animals and even unmarried daughters. It is interesting
to note tnat grown up daughters are important collateral
securities among some communities of Borno State. This
is because the borrower can give out his/her caughter to
the lender as wife when the former finds that he/she cannot
pay back the loan, The borrower's health condition is
also considered as collateral security by local money
lenders., So that a healthy and strong individual gets
loan more easily then a weak person, The reason for
taking the borrower's health condition as collateral
security is that the borrower can work for the lender

when the former can not pay back the loan,
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The preceding reasons among others contribute to
the existence of traditionsl financial irnstitutions in
the rural areass even gfter a decade 0f the introduction

of the Rural Banking Programnme.

27  THEORETICAL FRAMEWORK

The importance of saviugs and investment in

economic development and growth is derived from the
simple capital accumulation growth theory and the
neo-classical growth theory (Oguzo op.cit; P,32).

The most popular of these theories is the Harrod-Domar

......
e

rightly emphasised that the prime mover of the economy
is investment and it has a dual role to play. First,
it crestes income and secondly, it augments the
productive capacity of the economy by increasing its
capital stock. Wwhereass the Keyneslans concentrated
only upon the former, the classicists erphasised the
latter, The veriables chosen by HD are the broad
aggregates, for instance, investment, capital and out-
put (Chatek, 1978). The theory implicitly assumes that
czpltal anc labour are héed in fixed technical relationship
and thet output is related to the capitel stock by the
capital-output (c/o) ratio, The concept of (c/o) ratio
hes greatly dominsted the present theories of growth in

Cs and hence Justifies some special sttention,
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TABLE 2,5

Rural Barking Frqgfaﬁmei Phase JI11
Branch AlloCatlions

Banks Allocations
African Continental Bank 1
Allied Bank of Nigeris | 1
Bank of Credit and Coumerce International 16
Bank of the North - 14
Commercial Benk(Credit Lyonnails Nigerisa) 5
Co-operative Bank 9
Co~operative and Commerce Bank 9
First Bank of Nigeris 28
Habib Bank 6
International Bark for West Africa 15

Kaauna Co-operative Bank

Kano Co-operative Bank

Lobi Bank of Nigeris

- Mercantile Eank of Nigeria
National Bank of Nigerisa :
New Nigerian Bank :
Nigeria-Arab Bank

Nigerls International Bank

Owen Bsnk

Pan African Bank

Societe Genermle Bank of Nigerie
Progess Bank of higeris

Savannah Bunk of Nigeria

Sokote Co~operative Bank

Union Bank of Nigeria 2
United Bank for Africa 28
Universal Trust Bank of Nigerie - s
Wema Pank &

- : -
Gwn v w00 @ o\

e

-l

TOTAL 300

Source:  CBHN, Annual and Statement of Accounts
December 1985, P.116,
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Let Y be income or output

S = Savings, I = investmentj and let C = 8/Y, V = .
1/dY (the incremental capital/output ratio), where
dY = change in c income or output (Y).

g = dY/Y (rate of growth of Y), Now with fixed

vy, and given S = I in the equation, we haves

dY/Y = dY S -
ry ©EfTg¢

Alternatively, in terms of a linear difference equation

Yioq =Yg = O
t
where b = output-capital ratio or

given that the proportional growth-rate of income equals
the savings ratio times the output-capitel ratic, The
solution to the difference equation is: Yt - Y, (1+cb)t

Although a sclution to the model exists, the reesl problem
that now emerges is related to stability. If we get away
from the simple HD model where I is given by planned
savings and where investment function based on expecta-
tions is absent, we can observe the problem even in the
context of the Harrodian investment function of the
accelerator type. The investment level is given by the
expectations of additional demand and this investment
via the multiplier generates effective demand, The recl

issues that Harrod confronted are:
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(8) the conditions for realizing investorst
expectations; and (b) the problems that emerge
when the expectations are not realized (Ghatak,
op.cit; P.23).

In reality Harrod's model stands on & knife-edge

because if investors expect more than the rate "warranted"

by ¢/v (1.e. "equilibrium" or "warranted" rate of growth)
then the actual growth rete of demand will be greater
than the anticipated rate leading to inflation as the
expectation was too little. Conversely, 1f the expected
rate of growth is lower than the warranted growth-rate,
then the.actual growth-rate will be less than the

expected ratej {t will mean that the investors expected

too much rather thsm too little -~ deflation,

Apart from the problem of instability, the HD model
is based on & number of simplifylng assumptions, for ;
instance, one product, fixed technologlical relationship
between capital stock and income flows, constancy of
savings retic, absence of lags, vertical 1ntegrhtion of
the economy and no-problem about inter-industrial
deliveries, no depreciation of capital and one-factor
of production, But desplte these restrictive sssumpt-
ions, the HD model has been used in many countries either
as a rationale behind the plgnning exercise or as &

part of forecasting mechanism (Ghatak, Ibid).
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The chief appeal of this model, perhaps lies in
simplicity, Given, a target growth rate, g and v, it is
easy to find out the level of ¢ that must be realized
to attain g, Again, 1f the sufficient level of ¢ 1is
not forthcoming to match a certsin level of I to attain
g then model states the required amount that should be
borrowed from without, The model also predicts that
givén v, the higher the c, the higher is the g, or the
lower the v with given ¢, the higher is g,

i However, the application of the HD model is beset
with many difficulties, First, the model is too
eggregative and hence do not provide the basis for a
deteiled quantitative - study, nor does it highlight
the structural and regional problems. .

Secondly, the problem of estimation of capital is
not easy in any country (Robinson, 1956) and is
particularly difficult in LDCs, Thirdly, the data
evailable on most LDCs are such as to make the reliable
estimete of capital-out ratios very difficult. Lastly,
labour along with capital is another input in the process
of preduction. Even in soe~called lsbour surplus LDC,
evidence suggests that such surplus ls sometimes

observed only seasonally, v
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CHAPTER THREE

BANKING AND RURAL BANKING ATTITUDES
IN RIGERIA

As noted earlier rural barnks in Nigeria, as elsevhere,
are estpblished to assist in promoting the socio-economic
development of the nation's rural environment, where
shortage of capital continues to form z barrier to tne
effective transformation of the sector. In what follows
the analyses of rural banks! achievemerts and probtlers
in relation to Borno State are focus of attention,

Twenty-three rural bank branches were served with
questionnaire, The 23 rural bank branches covered by
the study belong to seven banks, Thess herbe are; Fank
of Credit and Commerce Internstional (ECCI), Bank of the
North (BON), First Bank (FP), International Bank for
west Africa (IEVA), National 3ank of ilizeria (NBM),

Union Bank (UBN) and United Zank for Africe (UBA) (See

Table 3.1)«

2,1 Rural bankings OCtjectives

Fro: the response of the questiorrzire, all thre
twenty rural banks that responded explicitly agreec that
to comply with the directives of the C:N, is their
foremost objective of openir: the barnk tranches in the

rural areas, 16 (80:) of the rural branches added zs

some of their otjectives: to bring barkinc closer ts
KASHING 1n
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the rural people; and to generate enough funds within
the rural communities, with a view of providing same for
the development of agricultural sector of the rural
economy,

On the surface, these objectivesas enunciated by
the banks, may be taken'as lzudable, The last two
objectives are nothing new tc what the Rural Banking
Scheme sets out tc achieve. However, the first objective
which gll the baﬂks emphaticzlly menticoned, appears to
be as if the banks were forced into the rural areas, for
only to avoid incurring CBK's heavy wrath. This may
be a dangerous development to the whole ﬁural Banking
Schene, since the participating banks may céQoperate
fully in achieving effectively the objectives of the
scheme, by way of not granting lending facilities to
the rural communities, or by establishing only rurel
cecllection or depccsits branch which tends to siphon the
little funds generzted within tﬁe rural sector only to
invest in urban econony,

The above contention iz supported by en enpirical
study on the role =f banks in Rurzl Eanking Development
in Nigeria, Adewurnni (1983, P,39) in an interview, was
able to discover from an executive of one of tre ccrnmer-
cial beanks that ",,. their rural branches are run as

deposit collectiorn centres ... and that the deposits are

employed in urban zreas. Lester, when the branch (rural)

environment develors a capacity for absorbing even more
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credit than their total deposits can support, the bank
starts bringing back urban resources to the rural areas".
This is a'weakférgument because the issue is, how and
when could such rural énﬁironment ‘develop' a need for
credit lines when at the same time it is being impeveri- -
shed and starved of financial capital for its sccio-
economic transformation,

From the objective of merely complying with the

CBN's directive, it can be pointed out that.the commercial

banks were not as enthusiastic of the rural banking
programme as were the Federal Government and Central Bank,

On the allocation of bank branches to banks, an official’

of a commercial bank argued that ",.. with the allccation

of branches hy the Central Bank of Nigeria, there

infringement of this normal procedure&_ The result may be a
hglf-hearted performance from commercigfzgs'least in the |
short ~ run" (Lot, 1983, P‘19)', Neither are the banks
particularly interested in the Feceral Govermment's
focus on agriculture, otheer enpirical evicernce from

field data of this research as subsequently presented

did not contradict the above postulstion.

3.2 PHYSICAL FACILITIES

Rased on Table 3.1, it stands clear especially
observing the dates of opening the bank branches, that

. v, . s
rural banking in the area ynder revievw is a recent
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TABLE 3,1 o
BANK BRANCHES AND POPULATION SERVED
VILLAGE DATE OF ~ POPULATION
BANK BRANCH OPENING SERVED*
B.C.C.I. Ngelzarma 1985 . 33,703 . .
B.0.N.,  Lassa 1982 6,865 [
' Goniri 198l 31,302
New Marte 1982 - 31,199 .
Benisheik 1980 36, 359 o
Dapci 1984 12,831
F.B. Damboa 1981 ‘ 7,10
Damaguna 1982 12,270
Damaturu 1980 28,225
Geidam 1978 L6, 367
Konduga : 1978 556,695
Ngamdu 1683 V2,270
I.B.W.A., Gwoza 1979 168, 316
Banki . 1985 17,868
N.,B.N  Manguno 1980 32,€33
U.E«N. Chibok 1981 , 8,523
Gamboru 1979 33,608
Talala 1983 6,010
U.B.A. Askira 1980 23, 307
Mallumfetori 1983 19,533
Yusufari 1985 2L, L850
Kukawa 1480 15,237
Gadaka 1961 5,609
TOTAL 23 1, 160, 584

Source: Field Survey, Dec.; 1987

*Extracted from Borno State
Statistical Year Eook, 1983. .-
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development, Most of the branches were established in

the 1980s. O©Of the 23 branches, three branches do not
have buildings of their own, , The three branches are: ..
Union Bank branch ét Taiata, United Bank for Africa
branch at Gadaka and Bank of North branch at Dapci. It
was revealed during the survey that the workers of the
various banks go to their various branches on the
villages' market days to provide banking services,
The banks' operations take place in rented buildings
usually in a house of one of the customers that has the
largest deposits with the bank, The customers are kept
informed that every market day the bank officials weuld
be there znd that withdrawals and deposits are made
thzt day. The implication of being away from vhere
services of bank are provided is that the loan financed
ventures in such an area may not be under the supervision
of the bank experts.

All the bank branches claiﬁ to offer depeosits ancg
lébing services, «o branch pointed out that it
operated as collection centre, The areas covered by
operation of tue rural brartches are not defined. A bank
branch may sometimes serve about five contigucus villages
but the population provided in the table is for the
villages where the branches are located, lhe combined
population of the villages is 1,160584. This figure

gives an average of rural branch-person ratic cof

4
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1:50,460, TFrom the table, it is observed bhat First Bank
brdﬁh at Konduga serves the largest population, while ';
U.B.Af branch at Gadaka serves the least. U51ng popula-
tion and areas of cogerage as variables, First Bank is
-: leading while National Bank of liigeria and Bank of
Credit and Commerce International are trajiling behind
all other banks,

The response of the questiomnnaire shows that

greater percentage of bank buildings are rented but with

enough office space, ‘lhis is comzendable in that adequate

bank offlce accommodation may promote a cenducive atmos-
‘phere to both the bank staff and the customers, as it
allows particularly free movement 0f staff in performing
their duties. Rented bkank buildings yhose scofe is
about 57 per cent could be understood and appreciated
because substantial amount of money is expended in the
forms of fat salary structure o such gressly under-
utilized benk staff in the rural vranches, large
establishment costs such as erecting new and permanent
buildings with sirong rooms, mechinsry' end other
operationagl costs. In Tact land zay not be resdily
available in rural areas for the tanks to erect their
permanent structures, Iven when it is avallatie, &s

one top management staff of a cozzerciel bank in
Maiduguri pointed out, "inflated compensation fees have

to be paid on a piece of lend sizply because it is a



bank that needs it (land)." One ncotable point here is
that commercial banks, which are only custodians of the
depositors! wealth, perceive ru%al*bfénches‘as heavy -
burden because sﬁch branches aré'not pfofitable due to
very low business turnover. ‘

However, commercial banks, though not charitable
institutions but profit maeking ventures should morally
.consider rural banking as an added social responsibility )
on their shoulders towards raising the quality of life
of the 'neglected rural majority'. After all, the

-

problem of slim business in rural envirecnment may be a
long .

temporary phenomehnon, as in thézrun after building up

a strong customers' base and an image, greater busiress

would he stimulated and generzted, ue

L ar Thues poet low prefit

.performance would be compensated by higher future profitis,
In facf, with all the allegaticn of high operaticnal

costs in thé rural areas, Table 3.2 shows that commercial

banking has remained a profitable veniture, Even though

Unior Bank's profit performance in 1983 was down by

about 6 per cent when compared with the 1982 record,

the profit figure nevertheless rerained high, Coupled

with its good efforts in completing sbout 9% per cent

of its assipgned brenches at the erd of the Second Phase

of the Rural Banking Programme, First Bank, at the same

time had increased its profit before tax by abont 10

per cent, BEven for the other two banks, Union Bank and

¥
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United Bank for Africa, the 1982 profit before tax
increased over 1981 performance, In fact it was only -
First Bank which recorded a decline in ﬁr;fité béiore,.
tax in 1982, Inspite of the fact that it was First
Bank that experienced:the highest variability in profits

during the period under analysis, however, raw figures

and facts from the annual reports cof the various comrer-

cial banks in the country showed that First Bank turned

out the best performance. It is important to note that

the profits of these banks have continyed to rise despite

‘the present economic recession, For instance, in 1986,

Union Bank and Allied Bank declared a pre~tax profit of

£103.7 million and K12 million respectively (C3N, 1987).
1t 15 therefore hardly convﬁ%ing to argue that

return {profit) and risk of profit varizbility are oi

such dimension as to warrasnt comrercial banks!' incecssnt

protest to cascel the Rural Banking Prozramme. An ection

which if teken will deny some rural follks the services
ol commercial banks which will in turn perpetuate the

vicious cycle of poverty in the rural zrea, ‘

e LA e
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TABLE 3.2

Performance of the Big Three Coz—ercial
Banks -

Profit Before Tax (#.¥illions)

Banks | : 1987 1982 1233

First Bank ” 50,704 43.90 LE.30 i_
Union Bank 60,197 64,97 67.00 5
United Bank for Africa 42,865 52,010 - |

Source: The Lanks' Annual Reports and
Accounts of the various years.,

3,3 Utilization of Rural Bank Facilities T+ Cuztomers

Field survey data on table 3.3 depict thzt 20 of

the bznk branches have 2 corbined staff st=zneth ol 196,

U,B.A. branches &t Yusufari and Gadake and ~.Z..5.

branch at Talale l.ave not responded tc the guestionnaire.

Expected volume of bhusinegss determines ths —urizr of |

staff to be deployed to the tranch, y
7/
The sare tetle has also iqdicated a 1w Taon out
of bank customers, as the combined efforts =f <he 20

banks branches tnat responded i to nmebilisz oo service

169 customers czily, The ratio of bark st=If rer L

customers in the ares of operation is 1:2. Friz the
response to the guestionnaire, it is observed thet early
morning hours is the 'peak'! business pericZ <I zost of

the branches, while few banks enjoy business 'oom' at

N 1
! i
|-
o
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TABLE 3,3 | ;
Staffing and Use of Facilities IR
Ho., of JHo. of Customers
Bank Branch Staff . Attended to Daily
B.C.C.I., Ngelzarma & 7 ;
B.0O.N., Lassa 8 R |- S _g.;
Goniri IR - . 7 I
New Marte 11 N 19 o
Benisheik 12 21 | NI
Dapci 5 | 6 ' _;
F.B., Damboa g 19 B
Damagum 1N | 22 ﬂ
Damaturu 16 ' 36
Geidam 13 31
Keonduga 15 h3 :
Ngamdu g ? ' 7 ; o j
I.B.W.A,, Gwoza 7 41 |
Banki 5 9
NiB.N., Marnguno 10 23
U.B.N., Chibok 6 8
Gamboru N T 35 o
Talzla - - / - }
U.B.A., Askira 8 |17 oo
Mellwnfatori 17 12 i
Yusufari - -
Kukawa 13 LO
Gadeka - -
TOTAL 166 392 '

Source: Field Survey, December, 1987
~ = llo response,
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late morning hours. Virtually no bank has business
transactions in the afternoon hours,

It is the contention of this research that curfently;
most of the branches in the study area are overstaffed,
faking into account the small volume of transactions.
in many of these branches. 1In other words, the staff-
customers ratio (1:2) is too high in the study zrea as
Tab{F'B-B has shown

Despite problem of Low business transactions,
highly-skilled staff are still being posted to these
rural banks, A fully established rural branch, is hezded
by a sub-manager followed by an accountant, two to four
clerks (including cashiers), a typist and three to five
aurilias y otall, Tuc latlter oi€ nede up of drivers,
watchmen, messengers and cleaners,

Surprisingly some of tl.ese fural branches ar
cozplaining of staff shortage. , For instance, during =
visit tc one of these rural béanches, the officer
incherge who had 5 other workers with him coxpleited
cf low staff strength, This is ar irony, beczuise for
the vhole dey spent with the bank, only three custoners
came to transact business, Secencly, in all ize rural
branches visited, the greater percentage of tre bank
staff were found to be idle. In fact, the steif
strength as weighed zgainst the average number cof
customers attended to dailx by the banks, further supports

the contention,
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The foregoing analysis help te support the view ‘i:'
that inculcating modern banking habits amongst the rural
communities in Borno State is making slow progress. - .
Cultivating banking habits in the state, as will be shown
by subsequent arialysis, has been opposed by the informal
‘saving system of keeping money outside the banking !
institution, only to be carried about around the waist i
or deposit away in po: ts, tins, pillow cases and under !
mats and'mattre&ses. Thus, it is tempting to postulate:
that banks are not conducting salesmanship or adverti- i
sement of their business in the rural areas., If they, ! ?
|

do, the campaign strategy is not only inadequate but zlso

inappropriate. Data available from field survey of this

research confirmed both shortcomings. !

It is not surprising, as shown on table .2, that

-

the rural populace, who have for long attached themselves
|
to the traditional c¢redit institutions such as money

lenders, friends and relatives’ tadashi'!, and other | Lo ?
e
similar credit agencies could not shift over to the alien-

type institution, inspite of the latter's relative

|
SN
advantagese. To change frou the old known systen to |

an unknown one may be a difficult cecision to arrive et,

as indicated in the subsequent chspter, Lawal and Sheikh-

-
Usman (1986,FP,8) in a study on the contribution of
. . |

financial insituticns to the development of rural areas
tothe-devEslTpment—of—purat—ereas in Sokoto Steate, ' J

empirically attested this postulation. The study head
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Inéted fhaf'tﬁére is nbl"iﬁtégféiigﬁ bfufhé”f;éaitiénal
savings/credit system into the modern banking system
being introduced in the rural areas", The authors,
therefore, came to thg conclusion that "comparétively
“low savings in the Jrursl areas may not be uncbnnected
'L;with the very strange nature of the system to the rural
community." o e e e T
Commerciel'banks are partly to take the blame o
because enough salesmanship and or advertisement is“;;-
rarely done to market their business and win more
clients into the institutionalised financial system, "g ﬂ
Field data from the research show that eight banks 'f ﬁ
indicatea that they conducted advertisement, Most of a
Le salespansilp suwlategles ares Liwough lovad leaders,
during ceremonial occasions, personal calls at some )
'progressive' potential customers and by way of
“approving and disbursing reasonable loans wifhin a
shortest possible period". Eleven banks have indica}ed
-failure to conduct advertisement in their areas of
operation, Three banks said that their staff were not
. permanently attached to ilhe branches, coupled with the
L fact that their staff staved away Irom the branch
i locations after official banking hours, it was not
possible for them to conduct advertisement, Seven
branches submitted that they were not undertaking

customer mobilisation adveytisement because it was the

duty of their Head Office since no financial allocation
e




was made to such effect.

As_there is no doubt to the effect that conducting
appropriate salesmanship and advertisement is a strong
force in educating the rural populace to cultivate ﬁ
banking habits for favourable deposits mobilisationL
table 3.3\has shown that customers patronage is very
low compared to prospective customers in the areas of
operation, Apathy towards rural banking development in
the area of study Ean further be supported by evidence

from the next chapter, and by raw figures on deposits

generagted in 198%, as supplied by 20 banks,

]
ol

Hi
NWankwo (iudU, Op.Cil,, r.i5¢) pointed out that

3.4 Deposits Generation and Granting of Loans

deposits mobilisation is the most valuable function of

a financial institution, a function which for the |

| purpose of lending stimulates and generates gavingg from
sources of surplus funds to the deficit sector. Thus

the émount to be supplied as loans and advances to such ‘
deficit sectors depends on the capecity of the depositis
generated, The figures on tzble 3.k dewonstrate thet

the rural bsnks' deposits mokilization is not setisfac-

tary,
i
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The 20 bank branches that responded to the :
questicnnaire on deposits generation for one vear ; _
mobilized a total sum of §16,104,163 in the rural areas
of the state. From the data available, U,B.A., Kukawa }
leads in the rural banking business, follewed by F,B.
branch Damaturu; Konduga, Geidam; &nd U,B,N, Gsmboru,

Advertisement of the leading bank maytﬁe5ponsib1e
for the comparatively more favoursble deﬁosits
mobilization. However,uit is important to note that
comparatively the branches are located in a relestively
more business-like rural environments than the other
brancheé, beside being in a local government headquarters,-
Generally speeaking, whatever criterion is used, the
level of rural savings in the state is very lov. In
fact the above figures of deposits generated in the staté
coincide with the work of Yusuf (op.cit.,F.3), from the
returns tendered in 1983 by 15_out of the 20 tanks that
participzted in the nation's Rural Banking Scheme.' The
study established that 350 million or 3 per cent of
}13.5 billion deposits genersted vithin the barking
system cane from the rurzl aress,

Also worth noting from table 3.L is the percentsge
of loan znd advances granted to the cuslomers in |
relation to the amourt of deposits generated, Figures.
made available by the 20 rural branches reveal that F.E,

branch at Damzturu leads with 40,15 per cent, followed
4
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TAELE 3.4

Deposits and Lending for 1986

) Loan and % of Loané
Bank Deposits kdvances Advances Gran-
Branch Generated Granted(}) ted to Deposits
B.C.C,I, Ngelzarma 283,718 52,314, 18.44
B.0O.N. |Lassa 449,132 62,718 14,00
Goniri 126,946 2l;,100 19.01
New liarte 509,252 140,123 27 .50
Benisheik 982,654 260,308 26,50
Dapci 98, 961 18, 324 18.51
F.B. Damboa 799, 734 247,100 30,91
Damagum 387,962 821,134 21.17
Damaturu 2,134,651 857, 1L0 L0.15
Geidam 1,210,323 413,100 34.13
Konduga 1,972,453 654,102 33,16
Ngamdu 81,316 14,812 18.21
I.B,W,A. Gwozsa 463,91 98, 500 21.23
Banki 135,825 2,730 18,21
N.B.N, Manguno 1,031,757 342, 354 33.18
U.B.N. Chibok 121,839 23,840 19.57
Gamboru 1,521,087 L21,500 26,00 .
Talzla - - -
U,B.A. Askire 172, 928 31,450 16,18
Mallumfatori. 997,536 101, 500 10,17
Yusufari - - -
Kurava 2,521, 6L5 68521 23.,21
Gadeka - - -
TOTAL 16,10L,163 %,19L, 389 32,45

Source:

Field Survey, Decernver, 1937,
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!
by F,B. btranch at Geidam and N,B.K. branch at Mangunio
with 34.73 per cent and 33.78 per cent reppectively,
These are also followed by F.B. branches at Konduga and )
Damboa with 33.1§ per cent and 30.91 per qént respectively.
Qbservatioﬁ of the lending levels of the various branches
peinted out that only five bank branches (25 per cent) !
gatisfied the CBN's 30 per cent stipulated minimum
lending ﬁgtio to rural deposits. All the other branches
(75 per cent) disregarded CBN's credit guidlines. In
fact U.B.A. branch at Mallumfatori extended only 10,17 .
per ceﬁt deposits generated to its customerson the
pretex that "most of our customers are engaged in
distributive/retail trade without appreciable tangitle j

1" : . r

- FE I "IN
clulivied, |

e

The above trend made a mockery of the single most
vital role of commercial bankirg system, which should .
not only Iransfer resources from the surplus to the

deficit sectors, but chould stimulate the provision of

capital and entrepreneurship, in backward econoumies _
nbrmally Tound 1n rural areas of ceveloping nation
tike Nigeria,

Thege empirical facts and observatlons from Borrno
State, support Adewuwrmi's findings, that rural banks
tend to drain the limited resources generated in the
rural areas, ohly to develop the urban econouies,
Ojowu and FPam {1882) in their study too, concluded thathg_

rural barking systen particularly in Higeria drains :

il
1
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resources from the rural sector to the more growth-
inducing urban economy,

If further analyses are to be made on F,B, branchs
at Damaturu and Geidam whose lending levels are 40,15
per cent and 34.13 per cent respectively, it may be
revealed that their lending facilities are urban bias
in favour of privileged large scale farmers and entrepre-
neurs, Unfortunately for this research, all the 20
bank branches shied away from supplying data on the
types of project financed by the banks, location of the
beneficiaries, This might not be unconnected with what
all banks consider as "classified infromation" to protect

their customers' personality, YTherefore, in view of the
non-availability of data, the research is handicapped

to draw empirical conclusion on the issue of loan
distribution, Nevertheless, studies done on the subject
by some authors are genereusly exploited to arrive at
a very useful deduction,

In Thied World countries, agriculture, although
the dominant sector of the economy, receives very little
attention from the financial institutions. An analysis
of the operations of commercial banks in Nigeria shows
that over the years very little priority was placed on
financing the country's agriculture. For instance,
between 1974 and 198lL, there was no time when agricultural
credit of commercial banks accounted for up to 5 per cent

of the total bank loan and advances (See Table 3.5).



While the performance of banks improved with respect to
the distribution of their loans teo most of other sectors
of the economy, their performance with respect to the
loans to the agriculiural sector was not impressive, {
In no year did the commercial banks attain the limits;
set for funding the agricultural sector by the Central..
Bank of Wigeria Credit Guildelines. The Guidelines wvere
designed among other reasons to ensure an adeguate supply
of credit to the prdéhctive sectors of the economy,.
Between 1972 and 197L, the prescribed minimum credit

to agriculture, acéording_to the €entral Bank Guidelirnes,
was h per cent per annua, The deviation of commercisal
banks' lending to agriculture from the prescribed
minimum in 1974, sccording to table 3.5 was ~ 1.97
per cent., From 1975 to 1977 the prescribed minimum
credit to the agricultural sector was changed to 6 per
éent per annur.., The deviations of the commercial barks!

ledding to the sector was - 3.4, - 2.7 and -2.1 per cent

during 1975, 1976 and 1977 respectively,

Even thougl: the amount of loans and advances made
by the commercial banks to the sgricultural sector
increzsed fron about 469.73 million in 1974 to about
#1434 million in 1984, nonetheless most of the loans
~were commerci-1l credit which were intended for the ‘
financing of purchases and exports of marketirg Loards!

controlled produce (Osuntogun, 1983). Only & very
|
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small proportion of the loan (less than 1 per cent) was

advanced for direct agricultural production,

TABLE 3,5

Analysis of lLoans and Advances by

Commercial banks to the Nigerlian
TorToaTtaraT Sector—To7 o6

Value of
total 1lo

Value of
ans credit made

and advances to "agricul-

Agricultural
c%eéit as % of total

loans and zdvances

(#.thousand) tural sector by commercial banks

Year # « thousand)

197 331264 69732 2,03
1975 3689230 95647 2.6
1976 5967458 195473 3.3
1977 1835602 187345 3.9
1978 6124313 209378 3.4
1979 6813145 24 31,60 3.6
1980 7026422 294376 .2
1981 8835670 368677 o2
1982 10837620 L7851 L.L
1983 15673145 889756 3.5
198, L1£70932 153,120 3.7

Source: CEN
I v

! #
J&rilous 1s5sues,

Economic znd Fir
=

izncial Review
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In fact, even where agriculture is financed by the formal

-eredit institutions, mostly the subsistence small sczle
farmers, who consitpte the bulk of the i%ming population,
are usually not favoured. 1In Nigeria, as elsewhere in
Tropiczl Africa, Monsoon Asia and Latin America, empiri-
cal data have demonsfrated this fact, Lele (1975 F.18)
has shown that in Kenya, 88 per cent of the cumulative
loans had gone to big scale farmers. & similér
exist : m

situatioT[in Malawi, where until recently, small scale
Tarmers received virtually no institutional credit., In
Ethiopig, the . sanme studylshows that theee large-scale
farms and 107 individual farmers accounted for nearly
79 per cent of the loans," thereby denying assistance
to over 80 per cent of the farming vapulation who
could not meet the collateral and other security
conditionalities attached to such lecans,

Gridffin (1979) in a study on the eccriomic, social
and political consequenées of the 'Green Revolution!
in Asia znd Latin #4rmerica, has shown that large scale-
farmers obtain capital easily on the organised crediti
market because they have access to commercial tanks,
As pointed out by ihe author, 1lhe privileged entrepreneufs
"obiain leoans et preferentiel interest rates since treir
wealth, income and status make the risk of lending to
them minimal", fln addition, the big farmers "are ztle
to use their political influence to ensure that govern- i

%
ment credit prograrmes cater for their needs, to the
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neglect of the needs of less powerful and influential..
cultivators,” who are mostly the peasant farmers,

More readily available data from the works of
Nwagbo (1983) and Baba {1986) buttressed the biased
attitudes of banks in favour of lérge écale elite farmers.
Both empirical studies demonstrated similar positions.
Kwagbo (op.cit., PP.101-103) established that in 1979,
commercial barks "involved with the Federal Govérnment
sponsored Agricultural Credit G;arantee Scheme (ACGS)
excesded by 0.5 per cent, the prescribed Nigeria's
Central Bank percentage". However, the loan distribution

showed the following results: of the K30.6 million

grenied by the commercial banks in the year, co-~operative

4

in

-

prieties got 2 mer cent of i+ while individocls hed

31.6 per cent and other bodies, 65 per cent. Although
the receords feziled to provide loan structure by land=-
hold size, Mwagbo further noted, in 1880 the CZl evzlua-
ticn report showed that “;.. there are certain structuralb
fzctors which call for correction, These irclude the
dominance of large sczle urban beced company ZOrrowers,
tre relative insignificance of smell Tarmers as well as
co-operative society bhorrowers ...". Thus the loan
distribution was obvicusly biased againsti the small holcers
ar.d the co-opéeratives, wheose members are mostly small

sczle farmers, This is contrary to the main goals of

the scheme which explicitly and consciously specified
1
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that co-operatives should be generpusly considered.

Baba ‘(op.cit) when analysing the beneficiaries of
the ACGS, found out that urban residents benefitted most.
He opined that "urban-bias of credit issuance under this
scheme" 1is an irony in "that zan agriculturél crédit
scheme in a dominaently agricultural/rurgl eccnomy should
focus its attention on the more privileged urban
minority*®. Above all, the last civilian President of
the country admitted in 1980 that "one i;mediate result
of the esthblishment of the Agricultural Credit Guarantee
Scheme is the emergence of & new clas; of educated -
urban farmers" (Nzimirec, 1985, P.38). Data from field
survey of this research, as discussed, "later, confirmed
the abeve findince nf the wvariasns wnrke, .

) In Rigeria, the issue of commercial benk credit
supplies has some major effects on rural eccnomies,
At the beginning of each fiscal year, CBEli issues a
Monetary Folicy Clirculesr to sil cdmmerciei banks,
prescribing the lending ratios that comiercial benks
yare required to maintair in ineir loans end adveances to
the © - defined activity sectors and subsectors of the
ratlion's ecororny. But Uzoapa (op.cit., P,122)
illustrated thrat mostly agriculturel sectors "fell chor:
of the prescribed ratios" in favour of general comrerce,
constructien ang ctaers, ﬁhere the CLit's policy ratios
were exceeded by the banké. Just recently 1ne lanaging

L1
Director of the Union Bank of Kigeria regrettec thet the
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bank 4id not meet the Stipulated minimun lending raté
to agriculture in 1986 by 2 per cent, as a result of
which the bank waé penalised by the CBN,

Until recently, the second problem associated with
the commercial banks lending facilities for effective
agricultural development in the country was the absence
of detziled classification of agricultural subsectors.
This shortcoming from the CBN made the banks to use
their discretion to determine how best to allocate the
ggricultural loans to various subsectors .in order to
avoid the CBN's penalty, FPerhaps this prompted Uzoaga
(Ibid,_F.123) to view that "the ratio for the agricult-
ural subsectors could be satisfied with a loan either
to a bonafide farmer for preduction, or to a transporter
- for movement of ggriculturszl produce, or to a food
processing industrialist or to en importer of food items™
residing in cities and big towns, NLeither of.the banks
credit supplies for t..e four agricultural subsectors,
trerefore, is targeted to henefit the snall peasant
prbducerszwho neither possess the réquired loan collaterais,
rier are they couredity transporters, food processing
industrialists or  food iteés importers.,

On the baslis of the foregoing empirical evidence,
it seems the research hypothesis that the financiail
credit gap between rural and;urban eccnoiaies continuves

to widen in fzvour of the latter iz confirmed to be

valid . - | i
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In the next chapter, the attitudes of rural
entrepreneurs in the study area to modern banking
particularly with reference to rural banks set up in the

area will be discussed,



CHAPTER FOUR

ATTITUDES OF RURAL
ERUREFRENBURS TV

MODERI: BANKING



ATTITUDES OF RURAL ENTREPRENEURS Lo
TC_MODERN EARKING )

.17 Introduction

The first portion of this chaptef, based largeiyi_'ﬁ“

onfield data, analyses the attitudes of rural people

.. -towards modern banking from the current rural banking
perspectives. Effects, both positive and negative, of
the system as perceived by the rural communities in the
study area, are the main . issues for analysis and discu-
ssion, With few observations fron rural smsll scale/ |
cottage industries field data, much of the inferences
are drawn from individual}l farmers' questionnaire, since
they constitute the majority of respondents. Secondly,
the chapter sets to explore the views o¢i the people in
the study area on the possibility of adopting a new rurgl
Panking model, Implications cof the research findings
are also discussed, }

Information on the background of the respondents
is essential for discussion, because it nelps to tﬂrow
nore light on future andlyses of rural savings end credif
needs of the rural communities. For purposes of i - i
znalysis, the individual farmers are classified iﬁto |
five groups according to the amount of their landholdings,
Fhe five groups are necessary for differentiaiion;betweep
sniall scale end medium or large fermers, The first

|
two classifications constifuting about 92.5 per cent

of the total farmer respondents, are of small scale, }

wrnile the last three are of medius. and or bip feraers.



This is in accordance with the standafd internationai R
“definition which states that any landholding below ten
hectares is termed a smallholding (Okolu, 1986, P.5), |
Thus two main variables of size or category of farmers
and size of a farmiland are used to measure the farmersat
response on the role of rural banks to the development
of the rural sector. . - o o |
The Jjustification for employing the two varizbles |
are first, that agricultural development enteils differ-
entclasses of producers, and secondly, size of farmland
primarily influences the socio-economic status of a -f
farmer to secure bank agricultural ioans (Nwazbo, op.city

P.08;:- Golley, 112985, P.24).

4.2 PFazin Occupstion of Respondents

Observation from figure L.1 shows thet £41.7 per cent
of the respondents have farming as their main occupation;

Another 5 per cent are mainly craftsmer, wno zlso

ezrn & living from their _ small pileces of landhiolding.
Wage earners constitute L.71 per cent, end oilher ' |
pccupetions such as petty trading, building &nd other

kinds of coniract arrangement, local merchnant and B |
E ’ : ;

produce buying business account for the remaining $.2

per cent, Further analysis depicts that the larger - J.

percentage of farmers comes from the small sczle holders,

y



|

FIG.-4-1 MAIN OCCUPATIONS OF RESPONDENTS
: Fiel urve ec-1887



as all the cfaftsmen are found to be possessors of small
farmland, The salary earners, who are engaged in farming
activities, are found to be the landowners of less than

5 hectares, and between 10 and 49,5 hectares, However,
the majority of them are in the category of less than
S hectares., Petty trading is mostly practised in the
two groups of small-holders, 1In the categories of medium
and large landowners, are local leaders, small_ scale °
building contractors, local merchants anc producer buying

agents.

L.3 Lend Ownership and Size of Family

As agriculture is the predominant subsector of the
rural economies, it naturally follows thzt the most
vital means of production is land resource, Hence the
only way to get access to it, is to possess it., From
the data gathered on land ownership ané zize of farily
in the study area, the following resultes are cbtained:
10,5 per cent of the total 2601 farmland hectarage goes
to the small holders of less than & hectares, tut with
8.3 per cent ol the total number of farily mecDers,
The second farmers group of 5 to 9,5 hectares possesses
192.1 per cent of the farmholdings and 37.5 per cent of
the family members is observed for the group., Wwhile
11.6 per cent and 7.2 per cent of all lencdholdings go

to those two groups of farmers with between 10 and 49.5

g e



'hecféres, and 50 to 100 hectares respectively, the saze
two groups respectively have family percentages of 6
and 3.3. 'ThebtopIlandoWnérs'group controls 56.3 per cent,
with 4,7 family percentage, o o N
Further analysis on the rélationshp between land-
ownership and size of family in table L.1 reveals that
an average landownership per family member is 0,16 )
hectare and 0.39 hectare for the first and second cate-
gories of the smallholders, However, averages for the
three classes of small, medium and large scale farmers
are observed to be 1.47, 1.55 and 8.0 hectares
respectively, Data available to.us show that of the
325 hectares of farmland owned by the 200 farming |
respendenis, 0.1 per vent is irrigated, while ilhe larger

percentage of 99,9 is non-irrigated.

4.4 Rural Credit Scurce '

2 The fact that institutionazl crediti systeus of rurzl
commercial banks are established uncer government
directives in the rural sector, the sector relies slz:st
exclusively on traditional sources of credit generatec
from within itself, Eence the iransforring siste of
rural space economy is largely dominated bty informal

credit arrangements.
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TABLE 4,1

Landownership and Family Size

| No. 6f Totalland No. of
gg?;?:hgf Respondefits owned family

Owned {hectares {hectares) members

Less than 5 120 .. 273 1656
5 - 9.5 . 6B 196 128}
10.- 49.5 8 301 205
50 ~ 100 / 3 186 120
Avove 100 oy | 1343 1160

TOTAL 200 2601 3425

Source: Field Survey, December, 1987,

This confirms the hypothesis that the traditional
institutions s5till survive as the most imporépnt sources
of finencial capital in the rurel areas of Borno.State
even after the establishment of Rural Parking Scheme,

‘ Teble L.2 reveals lhe following: 0f the seventy-!
seven fafming respondents out of the itwe hundred that |
sgcured on kind of lpen or the cther in the past two
ygars, credit lincs friends and relatives usccount fer
35.1 per cent, money lenders (including merchants or
traders, produce buying agents and contractor), constitute
35.5 per cent, while 15.6 per cent is from commercigl

{ banks. State credit has 5.2 per cent, with other sgurces
| 4 .
|

|
|
|
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TABLE L,2
Sources of Loun: 1086 =1987
Amount of No. of Loan Sources of l.oan
Farmland Respondents o _
Oowned (hectares) ot Rural |IFoney Friends/ | State
Taken  Taken | Bounks JLenders ] Relaln v Credit Others
Less than 5 120 .8 72 1 18 20 2 4
5 = 95 65 19 L6 2 6 7 1 3
10 = 49,5 8 5 3 2 - - 1 2
50 - 100 3 2 1 1 - - - 1
Above 100 1y 3 1 3 - - - -
Percentage 100 38,5 61,5 | 15.6 32,5 354 52 13
Source: Field Survey, December, 1987.
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of credit sharing the remaining 13 per cent., Sorme top
government salary earners were mentioned as other sources
of credit, whom the respondents termed as their "bosses",
lMore revealing is the analysis of the sources of
loan within each groupd of the respondents. Fromn the
same table, bank loan to fermers of smallholdings of less
than 5 hectares is 8.3 per cent, where as loans to the
same group of small farmers from friends and relatives
is 41.7 per cent, and 37.5 per cent comes froz money
lenders, UL.1 per cent is from state's credit and tre
remaining 8.3 per cent from other sources,

In the second category of landowners, 10.8 per cent
of the total loan taken, comes from the rural banks,
Friends and relsztives eccourit for 36,5 per cent. As loan
from money lenders has a share of 31,b per cent, £.2 rér
cent is from the state's loan arrargement to farrners,
and the remaining 15,8 per cent cenes from ciisr sources,’

Landcwnors of between 10 anc LS,.% hecteres heove O

per cent of their lozn fror cormmeércial bank, -0 per cent
frox otrer cources of loan arrzngement, 20 per cert Ironm
slete's credit en:d ro losn fronm zoney lenders anc Fri:ings

Kelatives,

The two groups of larze holédings dominete th

m

commercial bank lending facilities, For instznce, ol
their total lozn sources, farrnholders of betwesen 50 znd
100 hectares have 5C per cent as bank loan ani 57 per

1 - 1
cent from other sources of credit, The top lzrge owrers
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of more than 100 hectares heve 100 per cent of tTheir
total loan from the commercial bank, This group of
large landovmers does not have loan from any-other sources
of credit. _

" In its credit guidelines, the CBN provided that 16
per cent of commercial banks loans and advarnces be
reserved exclusively for small-sczle, wholly Nigerian-
owned enterprises (Nigerian Banking Almanac, op.cit; P.271),
But as table )j.3 shows, local rural industries are not
benefitting from such credit policy.

As demonstrated several times in this study,
commercial banks in the study ares (indeed in ligeria)
have playved an insignificant role in the development of
the rural sector, Analysis of table L.2 reaffirns the
unhappy trends, But commercial banks, like all other
finencial systoems and profit-maving business, are guided
by certain conditions in their operations, ncizbly
amongs which are, averting relétively high riszs and
many uncerteinties, and where returns on invesinents
seen to be unfavourable, Thnese lending conditions of
commercial banks, as noted in cherter two, does not
faveur farm investuent, perticularly thne douirent peasant
smell scele farm business, btut fevour uarufaciuring,
commerce and trade, lar; ely concetrated in the urban
areas where the bznk offices and branches are mostly
located., Because coumercisl banks ere more femiliar with

4

the urben economies than rural, the banks have not always



béen ready to grant.loahs to farmers and other rural_i ¥ -
entrepreneurs, I
Commercial banks contend that there is high cost in
administering rural credit§ since farmers and ofhef rural
entrepreneurs are scatiered over wide and poorly accessible
rural settings; secondly, ﬁajority of the rural entrepre~
neurs do not have acceptable collaterals; thirdly, land
which is the single-most important asset of a subsistence
rurgl preoducer is uvnacceptable security, since the “
traditional tenure arrangement makes it inalienable by .' ‘
individuals, Furthermore, the 1978 Landuse Decree vests
all land in the hands of government. |
Other, inhibiting factors to large extension of bank
credit resources to rural areas are: the rural environ-
ment is characterised with low volume of business :
transactions due to the dominance of subsistence peasant
entrepreneurs; determining profitability of investment
in the rural sector.is not an easy task particularly with
lack of experts in the field, Also commercial banks
believe that agricultural ventufes like tree c¢rop plan-
tation and animal husbandary, including poultry, do not
attract significant lending facilitles due to their long-
term gestation pericd. To compound the whole problem,
agricultural enterprise is a shaky and impredictable
venture.as most of the conditions controlling the farm

business are beyond what a farmer can handle,

"
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TABLE L,3

" Rural Cottage Industry and Rural
Balik Loans and AGValices e

Cottage Industry | Commercail Bank Loan
Amuda Bricks, Gwoza : \'_:"_ .i.gﬁﬂti;  , Ro
Bitrus Grain Mill, Chibok e e
Modu Dye, Manguno . - .  "'. L;ifff LI
Kadai Mat Weaving, Geidam | IR
Chris Furniture, Konduga )
Alhaji Ali Bakery, Gomboru o Yes
Hajiya Kaka Spinning, Goniri '  To
Zainab Pottery, Damagum ; _ _ "
Kyari Blacksmithing, Dapci | : ;o
Usuman Tailoring Ngamdu - '_ o
Alhaji Hamidu, Bakery, Banki | "
Alhaji Audu Bricks, Kukawa Yes
Alhaji Lawal Bricks, Damaturu ' P
Alhaji Bakari Bakery, Ngelzarma i - "
Buba Tailoring, Talala | No
Modu Grain 1iill, Benisheik | - "
Goni Grain Mill, Askira ' "
Ashami Mat Weaving, New Marte "
Abba Dye, Mallumfatori y "
Chuks Furniture, Lassa "

Source: Field Survey, December, 1987.



The above arguments advanced by the commercial banks
deserve some comments, It is true that these obstacles to
rural credit extensicn and administration exist and” the
role of a banker is "to protect depoéitors' funds and
ensure thaf they are invested in viable projects that will
be able to guarantee the repayment of the loan and the
interest" (0Olashore, 1985, P.15), However, this study
reaffirms that the ﬁroblems are not to the degree to which
thé-commercial banks view the situation if they actually
WFnt to carryout what the nation's economy requires of them,
f_ In March, 1977, with the promulgation of Act No,20,
the Federal Government established the Agricuiltural Credit
Guarantee Scheme, The Scheme which guarantees up to 75
per cont of the gmounm t in defoult
to take care of the problems arising frqm commercial
banks' agricultural lending facilities. The scieme
initially had an authorised capipal'of 100 miliion, later
increased to 150 million in 1981. It was subecribed by
the Fedpral Government-(SO per cent) and the C2 (4O per
cent), The scheme fund is being managed by the CBN. There
has been effort by the Federgl Government to intrease the
guarantee percentage to 80,

In chapter three evaluation performance of the scheme
shows little success as majority of Nigerian farmers who
are the smallscale holders benefited less. Batz (op.cit.,
F.7) pointed out thet the scheme fund is underutilised

\
as "in no single year had the gcheme succeeded Iin giving
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loans up to 50% of the initially scheduled guaranteed sum
of K100 million," even though the nation's agricultural
sector suffers from lack of finance.

This empirical fact illustrates that most of the
commercial banks have other reasons for not providing sub-
stantial credit facilities for agricultural production,
Profit maximization is strongly believed to be the mszin
motive, but certainly not the insecurity of their loans
in the ;hral sector, This view may be true, taking into
account the long gestation period of some agricultural
ventures and the low interest charges on agricultural loans
as compared with othéer bank loan charge rates in manufact-
uring, trade, commerce and construction.,

One maior argument put foward by the commercizl tanks
for not granting lending facilities to some rural ventures
is that agriculural businesses take long period to mesture,
thus tying down their liabilitigs which are repayable on
demand or at very short notice. This argument is weak,

As demonstrated by Nwgnko (op.cit, P.156), such arguzent
is no longer tenable in the Nigerian context because cf
the following reasons: first, the banks heve not "“"under=-
taken any analysis of the pattern of depcsit withdrawzls"
to justify the fear that if they lent for long-term
ventures, they might experience liquidity shortarge.
Secondly, the CEN, which is the "lender of last resort"

is empowered by law to cone to the resaue of barks, wio



genuinely run into trouble.
Sayers (1958) termed as baseless, the usual explzna-
tion giﬁen by the bankson the above subject. He argued
that a banker "could not make apy living by matching his
assets precisely to his liabilities." Sayers added that
a banker "knows that repayment of his deposits is in fact
‘not required in total at any time --- W,
| The above observation indicates that there is no
proof to defend tﬁ% argument that long-term loans are
necessarily very risky than short-term loans.
Another cbstacle usually raised by the commercial
- bénks as regards rural credit administration is poor
credit-worthiness of the rural entrepreneurs, largely cue
to lack of acceptable securities, This issue needs re-
examination.' Though tihe problem may be prevalent iIn rural
settings, however, tne amount in default is not huge to
+ warrant the accusation., For instance, of the twelve res-
pondents who secured bank loans between 1986 and 1587,
in the area of study, in which g cum of 68,000 was |
involved, the repayment record have shown that about 71.6
per cent (&h485,6E88) of the amount was recovered. (nly
three of the beneficiaries edmitted that they coulld not
setfle the whele loan due to low prices of the farm |

produce,



The abové dbsefvafion is contréry to what is obiained
in the urban economies, During the period between 1979
and 1983, the larger percentage of the defaulting banks?
loans was dominated by the urban investors., The situation

became so sericus that the liquidity position of eSpeciaLiy

. the states' controlled banks was threatened, that led to

the setting up of various loan recovery committees.
The case of the Bank of the North is still fresh in mind,
In that period according”to Osgﬂe (1987, P.9) the states-
controlled banks had 31 per cent share of bad debts
incurred by all the cdﬁmercial banks operating in the
country, compared to 9 per cent in 1985. _
To further argue this issue, Adekanye (198L, P.5L)
noted that there is; - I
vees & Nigerian so-called millionaire who
boasted recently that money was not his
problem but how to spend it. The company
of this supposedly rich man is indebied to
_ the tune of over K4 million to a bank, and _
/ this loan has been outstanding since 10?8 ;
Being the pguaranteor of the loan he is '
personally lieble for the debt, Instead
of honouring his guarantee and paying off
the loan, he goes aboul telling people
about his wealth, and how difficult it is
for him to control his bottomless resources,
The case is zlready in court.
The ébové evidence seems to dispute the view thet
tle credit worthiness of the rural entrepreneurs is low,
especially when compared with the urban investors, In.

other words, the point being made here is that bank loan

defaulters are rore of urban than rural dwellers,
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Character or honesty though an importaﬁt index in
measuring a borrower's willingness and determination to
repay a bank loan; is however, extremely difficult to
appraise, because it is within the borrower himself and
so cannot lend itself to measurement, Thus "the credit
analyst who sets out to assess the character of the borro-
wer usually ends up investigating his reputation which may
or may not be a true assessment of his charagér“ (Uzoaga,
op.cit; P.211)., The case of the ex-senator/businessman
above indicates that the procedure on judging wno
- constitutes a good credit;worthy.borrower by commercizl
banks has flaws,

The fact is that because thé silent rurel majority
entreprenusurs do not constitute the pivot of decision
making, as they lack economic and political bases, the
laudablg objective of the Rural Banking Frogramme simply’
by-pasthhem. For instance, Mohammed (1985, F,20) noted
that a retired army general secdred a H15 million bank
loan without any collateral, but his rank in the Nigerian
Army. Even though granting such unsecured lcan is
within the orthodex context of banking operaticris in
Nigeria, the policy tends to be more biased agsinst the
small rural businesses, whom the commercial banks termed
as not credit:wcrthy due to absence of acceptatle

collaterals,



Other issue often raised by commercial banks, which
hihder large injection of credit resources into the rural
economies is the size ahd spatial distribufion of the rural
enterprises, The cost of administering loans and advances
to a large number of w1de1y scattered small rural
entrepreneurs tends to outwelgh the capital returns to
the commercial banks, because "additional field staff have
to be employed to keep in touch regularly with the farmers
and other rural entrepreneurs', ‘ﬁhis was admitted during
a discussion with one Assistant Branch Manager, |

. To ensure that its lending'services are felt at the H
grassroots 1evel,.First Bank, of recent, has set up a
£100 million fund for its National Community Farming
Programme, The scheme has the intention to aid smallscale
farmers wither as groups or individuals with a maximum -
facility of KLO0O per individual within the group or
society, without any form of collateral.

The present efforts of the ¥arious commercisl banké
<o extend credit resources to rural economies is a correct
decision and at & right time., However, the success of
such efforts towards promotirng rural development rests
more on how such 1dans are distributed among the different
categories of rural producers, its timeliness, utilizetion,
repaying procedureé and repaying performamce, From past

experiences of similar schemes, the above indices are not
|

favouratle,
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To encourage the commercial banks to succeed in their

various agricultural credit provisions in the rural areas,
the Federal government should implement the proposed
Agricultural Insurance Policy. Though it may not favour
the smallscale holders, but the policy may go along way

to reduce the high risks and uncertainties of diseases
outbreak, insects and pests attacks, and drought, which
are all inherent in agricultural production, not only in
Borno State, but throughout the country. This may promote
willingness and ability of the farmers to repay the bank

loans,

4.5 Agricultural Purposes For Taking Loan

- . & = e b L mlaass smssvems
A La Wil AV AL ek Meauw Pras pine

for which loens were
taken in the past two years. Loan to purchase fertilizers
dominates with 55.8 per cent by mostly the two small
scale groups. Loan taken to pay ,for hired labour which
include: animal plough, tractors, spraying and other farm
machinéry, records 20 per cent, largely from the two
groups of the smallholders, Loan secured to buy farm
implements which were mainly tractors, drillers and cther
agricultural machinery has 10 per cent. With respect to
loan to buy seeds, only L .2 per cent of loan was taken,
Significantly, loan for the purchase of chemicals such as
pesticides and insecticides account for 14,2 per cent,
Loan for other needs which include: acquisition of more

L]
farmland, purchaese of food items before harvest, and to
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settle part payment for the ownership of bulls anc plough

has a share of 8,3 per cent.

Based on the foregoing empirical facts, purchase «of
fertilizers tends to be the most important purpose for
vhich rural credits were sought, then followed by hired
labour, One would have expected the percentage of loan
for hired labour to be much larger, but perhaps this may
be due to large productive family members, as noted
earlier, Lloan for the purchase of seeds records very
small percentage, The explanation is that first, most
farmers retain part of their harvests for use as seeds
during the next planting season, Secondly, in the area

of study, improved variety of seeds which are solc to
armeres elcevhere are not aveilable for sale,

These empirical facts also seem to indicate that there
is no such éppropriate time to inject more credit resources
into the rural econories by tre commercizl banks thar
nowe. This is due to the fact that the presert structural
hdjustment Procramme(SAF) of the Federal Covernment, leads
to the exposure of ferrers ani other rurel enirepreneurs
teo the unequal exchange relationships betweer zgricultural
producze and irdustrisl nenufactured poods., Tris
relationship results to low ezrning in the rural aress,
Agba (1987) in an analysis of the impact of Second=-tier
Foreign Exchange lNarket (SFE!i) on the rural econony, is
invariably disadvantgged by tre free market forces of the

L}

SFEM.
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TABLE N

‘Factors Tnfluencing Farmers To Take loan: 1986 - 1987

WMWMWMBMH R No. of - Buy Buy Buy Farm o~ Pay liired DBuy | Others
Owned H:modmdﬁmu mmmboza_m_u.wm_ Seeds -Fertilizers Impleuents Labours Chendicals
Less than 5 s . - . Is5 5 | 15 10 8
5 - 9,5 22 | - 18 2 g I 0
10 - L49.5 5 1 2 . | 1 2 . 1 T T -
50 - 100 3 5 g T, . . .
Above 100 2 2 ' 2 1 1 -
Percentage Le2 55,8 10 20 10,2 8.3

m..ccn_.om“ Field Survey, December, 1957,
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The earlier discussion on rﬁrai credit administrztion
obstacle; mostly centres on the ‘bankers' point of view,
Attention will now be turned on the rural dwellers, who
also have problems with the commercial rural banking

system,

L,6 Rursl Communities' Banking Habit

Already in chapter three, mention has been made of
‘banking hebit in the rural environment. Further elucidation
of this issue is made in this subsection,

Table 4,5 showns that the bulk (94 per cen:) cof tie
farming responcents are not engaged in banking business
in the stufy arez, Further analysis shows that only 1.7
per cent zndé 6 rer cent of the two s73ll holder groups
of less than b Lectares, eand between 5 and 9.5 hecteres,
respectively, Lzve business contact with ihe rural &t
In the third group of landholders, 12.5 per cent u
rural banking fezilities. For tle last two categeries
of larre lzncdovrierstip of hetween 59 and 100 hecteres,
and atove 10C veciares, 66,7 per cent and 75.0 rer cent
respectively, zre obtained as operating rural beank
accounts., Almost the szme poor result is recorced for
the rural cottazc entrepreneurs (Tatle L4.3).

Reasors militating againdt developing pocitive

banking hsbit ir the rural area cof the state are not

"
T
m
i
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\

cent; mostly.srmsllscele ferrers sre fomarsnil of ren:td
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procedurés. Wifﬁ the high rate-of‘iiiiteraCy in the area
the majority of the rural residents find it-hifficult to
go through the vbrious banking formalities of particularly
opening accounts with the banks (Idachaba et al; 1581),
It is observed from the table that banking habit increases
‘with the amount of hectares. This shows that the medium
and large landholding farmers are more enlightened with
the banking procedures, o o “. Lo

29 per cent of the reSﬁéﬁdenté dbnéidefé&v
distance as a karrier to using benking facilities, This
is not surprising considering the distribution of banks
over the legnd area of the state. The ratin nf hank
i_branch to l=nd sﬁace in the srea is 1:2915KE2. ﬂ ratioc
which is less than the national averesge of 1:872KM2, as
. already noted in chgpter one, Thg area of study,
particulafly the nortnern part, hze a poor accessibility
due to the sandy natur? of desert, This reason hes glso
teen confirred by ihe ﬁanks when enumerating obstacles
to ithe efficient operation of the rural lLenks in that part
of the state. The cost ol going to banks located in
‘desert aress like l.anguno, RKukewa, Geidam, ligllumfatori
and New liarte is high and is cumbersome, This inaccessi-
tility of tie areas was confirmed durixng the survey, In
fact, the researcher haa the experlence of having to pay
ten naira to travei a distanc; of atcut 20 kilometres in

» wooden bus from G231 Gane to Mallumfateri
& wooden 0m BEdt o Frllumialofimm LIBRARY |
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TABIE L.,5

hat . . ’ L

dm.pa.,._EWm DARKINC HARTT

_Amount of Mo, of Using Rural Bank - Ressons for Not Using Bank Facilitics
Farmland Respondents Facilitics Son't ¥now _Locatlon Discouraging Oti-r
owned (llectares) Yes No how to is far Trocedures

lLess than b 120 2 S e £ - 63 36 7 0 012

S ey s b e T T X 5 T
10 - L9.5 - 8 S A T . 2 -3 o -
50 - 100 300 T2 1 ) - - 1 =
Above 100 Ty 3 S - _ - - 1

Source: Field w:a:w%“.Umomadmd, 1987. :
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" FARMERS BANKING HABTT (')

Amount of No, of Using Rural Bank _ Reasons for lNot Using bLank Facilities{(s)
Farmland —- - .. Respone Facilities (%) . Don't Kriow Location Discouraging  Other
Owned (Hectares) dents Yes No 3 how to is far Procedures
Less than 5 120 1.7 - 98.3 .« 52,5 . 30 | 58 - 10
m - @.. m . @m v mu. u.... .”.”.._.. . @: o . r.moN N@-M .N-..N .._C.Mw
50 - 100 = 3 66,7 1 33.3 h : - - 33 -
Above 100 - L 75 25 - - - . 25
100 6 9l 47.5 29 7.5 . 10

Source: Field Survey, December, 1987.




4.7 Rural Communities' Preference for Bank
Credit Facilities

Despite the discouréging situation observed on tatles
Ly and 4,5, 9 per cent of the respéndents have expressed
their need for bank credit facilities. Table 4.7 further
shows that 1 per cent have preference for bank loan
in.ggéh. According to the respondents, cash loan is
preferred to loan in Kind becauce sone farm inputs may
be imposed on them by the commercizl banks. Atove gll,
loan in cesh provided much freedom to allocate resources
in desired ways., liost of the ﬁediu; ; and large-scale
landholders want loan in cash in order to acquire more
land and purchase farwu machinery, perhaps to derive the

benefits of econoxies of scale.

o2

Logn in ¥Yind such as fertilizers, chemiceles izproved

} 1y
s

seeds cnud seeclings, workbulls witi: ploughs znd other
farm inputs are desired, Sore oi the responcdents who

o
sought loan in kind adriitted their inabili{r to ngr.&ge

and invest c:z loen Into only agriculiural proiuctio:
but to other tasic end urgent fsrily expenses, &noiher
reason they gave was that tl.ey colulc get easy acCess 1c
L& = v e Ay - c1ikheT A vatoe r < e
some of the ferm inputs &nc atl sutsicized € o

commercial banks as compared to purchase of tne inputs
at 2 higher rrice from some rich individuals within

their localities .



forced to depend on traditional credit supplies for its
development as shovn on tsble 4,2, The cum&lative .
implication is denying the rural economy the surplus funds
that could be generated and pooled togetﬁer for achieving
'the goal of rural development. :

Fiﬁally, 10 per cent of the respondents gave other
factors, as obstacles to cultivating banking hatit, some
of the reasons mentioned are "insufficient money" to
open and maintain an account, and that "banking facility
is fog the rich", About 7 per cent sinply said they had
nothing to do with @ bank., In fact, the idez of spening

an account wlth a bank seemed laughable to some

respondentq.' T "13¢  “:.f¢s R
The research findings on banking habit of the rural
communities, seem tc support the v1cw t}at enll tenment

campalgn by the commercial banPu in tre rJral are -is

2

. not enough.

Some empirical evidence on the issﬁe ol bapking
"awareness, azg shown Lty ithe research vork calls for e
gttention oif the commercisl banks *to counsider more
effective sales:eanshin campgeign of their businesc, The
campalgn strategy ol using sobile Iilm zna otler
enlightenment method as used by the thren Horthern Eegion
[larketing Toard in the early 1960s should bé adoried by

caomuercial banks in the rural areas.
4
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Thirdly, 7.5 per cent of the respondents said that
banking procedure was discouraging, Reasons discouraging
bank;ng transacfions as advanced by the few bahk customers
are, rejection of an overdraft and loan applications even
where a customer has met 211 the rigorous reguirements,
late approval.of loan, abashed favouritism, and unorthodox
business arraﬁgemcnt outside bank premises, One other
discouraging behaviour of the commercial banks as reported
by the rural dwellers is that a customer may deposit
relatively large sum of money on a partiéular déy, but
may not be able to withdraw some part of it the next day.
The Veadua pilveu Lu suvl vustower by iLhe raral bank
staff is simply "there is no money". Due to these reasons,
1.0 per cent ol the respondents revezled that they were
formerly bank customers, bul had to leave their accounts
dorrant. About G, 4O per cent went to the extent of
élosing their sccounts and vowed never to engzge ir any
kind of bankins business vhich would warrant revival of

-+

such account

n

m-

o

inplicztion of threse incidences is thzt sonme

potential bank customers may be disccurzged [

"y

‘onl patroni-
zing banks, The rural populace would therefore continue
to keep their surplus funds outside the banking system,
.until trey are faced by circumstance such as the 198l

currency excharn_e, Worst still, the rurzl economy is
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TABLE L,7

Bank loans and Farmers' Preference

Amount of Farmland No. of Loan Loan

Owned (Hectares) Respondents in Cash in Kind Both

Less than 5.0 100 30 20 50
5- 9.5 42 18 N 10
10 - 149.5 51 30 11 14
50 - 100.0 L 2 1 1
Lbove 100,0 3 2l - 1

Percentage 100 L1 23 38

Source: Field Survey, December, 1987,

Loan both in cash and kind, accounts for 32 per cent
of +the respondents, Reasons such as, to ottain farz inputs

-3 vrer hbvu
giver by

ol rood quality, and at reasonable price; are
1
tl.e respondents, In addition, to heve cask is crucial so

yrr hired lzbour and acouire more farmlernd, 1t

ization at the most opportune perioc,

Detailed anzlysis of the data within each class of



In the first group of smallholders, need for loan
in cash accounts for 41,2 per cent, with 16,8 per cent
preference for loan in Kind; and loan in cash as well as
in kind is S4.l per cent, In the second category;'38.7j
per cent of the respondehts néed loan in cash, while loan
in kind is 12,6 per cent., Loan in both kind and cash
attracts 62 per cent. For the third group, 15.2 per cent
express their desire ior'cash loan, wifn 66,5 per cent
requiring bank credit-supplies in the combination of cash
and kind; and nonc oi the respondents need loan in kind
only, | j

In the fourth category of landholders,.?6;5 per cent
prefer bank landing facilities in cash, The other 23.5
por Cint necd Loth
ef commercial banks, Loan in kind scores zero per cent,
In the fifth group of more than 100 hectares, 9C pér cent
wish to hzve loan in cash, while 10 per cent prefef 1oan

in both cazsh ana kind, 1o respondent wishes tTo have

loan exclusively in kind from the group,

Tne zbove Iiacings nmay Le healtny te agriculiurail
development, in perticuler, for this refutes some of l:e

I
usuzl cérrmercial tenks' and policy makers! sccusation

thiat farmers (especislly smallscaleholders) need cash or

i
unconstfained loan only to undertake such non-zgricultural
vénture$ such as zcouliring ncre wives or purchase of

bicycles/motor-cycle, _ .






