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ABSTRACT: In Nigeria, there has been a continuous decline in farmers access to
credit facilities. This study examined the effect of farmers credit on agricultural
productivityfrom 1981 to 2016 using data from World Bank Development Index (WDI).
The result of the Ordinary Least Squares (OLS) estimation shows that agricultural bank
credit (f=0.667173, t=5.961095 & P<0.05) exerts a significant positive effect on
agricultural output. Bank lending rate (p=1.094792, t=1.295874 & P>0.05) and foreign
exchange rate (p=0.124297, t=0.437929 & P>0.05) do not show a significant effect on
agricultural output. It was submitted thatbank credit has a significant positive effect on
agricultural productivity in Nigeria. Theneed for government to promote savings and
bank credit to farmers was recommended.
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INTRODUCTION

Agriculture provides the greatest avenue for employment, income and food for
the Nigerian populace. Essentially, Agriculture is composed of crop production,
livestock, forestry, and fishing. It involves the production of food, feed, fibre and other
goods by the systematic growing and harvesting of plants and animals (lganiga &
Unemhilin, 2011). Agriculture can be operated at a peasant small scale or large scale
level. Peasant or small scale farming is defined as the cultivation of crops and rearing of
animals on a small scale. Peasant farmers operate mainly in the rural environment of the
country. They operate on very small holdings using mostly traditional methods because,
their income is relatively low and the capacity to save is poor (Asogwa, Abu &
Ochoche, 2014).

Credit plays a crucial role in facilitating the modernization of agriculture and in
promoting the participation of farmers in the development process. Not only credit can
eliminate financial constraints but it can provide the incentive to adopt new
technologies that would otherwise be more slowly accepted (Mohsin, Ahmad & Anwar,
2011). Credit is the use of or possessing of funds and services without immediate
payment. It can be in form of money borrowed or agricultural credit which includes
trade credit and bank credit. Agricultural credit therefore can be in various forms for
example seed, fertilizer with deferred payment, use of tractors, labours, storage facilities
and so on. The term credit also means the capacity to borrow (Mgbakor, Patrick &
Divine, 2014).

Farm credit is any of the several credit vehicles used to finance agricultural
transactions, including loans, notes, bills of exchange and bankers acceptances. These
types of financing are adapted for the specific financial needs of farmers, which are
determined by planting, harvesting and marketing cycles. Short term credit finance
operating expenses, intermediate-term credit is used for farm machinery and long term
credit is used for real-estate financing (Adebayo & Adeola, 2008). It is an important
financial support that farmers can get to bridge the gap between their income and
expenditure on the field. It is an important instrument for enabling farmers to acquire
command over the use of working capital for enhancing their productivity and income.
Thus, credit is an essential ingredient in the growth strategy of the agricultural sector
(Mohsin, Ahmad & Anwar, 2011).

Generally, farmers have unique characteristics; they have low income, fewer
savings and substandard farming. In the case of the majority of farmers, their families
leave behind a meagre surplus and mostly consume whatever they produce. They are
unable to meet the gross requirements of finance for production and development
purposes from their available resources. Unfavourable atmospheric conditions further
aggravate the situation, thus rendering the farmers poorer and poorer (Mohsin, Ahmad
& Anwar, 2011). In Nigeria, the agricultural sector has been an important component of
the economy with peasant farmers producing over 90% of available food in the country
and 70% of the labour force relying on this sector (Amao, Adebayo & Anyanwu, 2003).
However, the country agriculture is made up of mainly peasant farmers and the majority
of these farmers live in the rural area and operate at subsistence level with a landholding
average of fewer than five hectares. Farmers are faced with the problems of low
productivity, inadequate access to logistic support and input, crop infestations, pests and
diseases and massive loss of crops and animals (ljere, 1998).

In Nigeria agriculture is dominated by small scale farmers most of whom are
rural-based, with a low level of education; poor access to useful information and market
and lack access to credit finance. The inaccessibility of credit by these farmers hinders
their acquisition of the required inputs to increase their output and this, in turn, limit
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agricultural development by reducing farmers’ output, expected income, savings and
overall welfare of the farmers in Nigeria (Daveze, 2020). The enduring lack of credit
access faced by these farmers has significant consequences for their household-level
outcomes, as well as, technology adoption, agricultural productivity, food security,
nutrition, health and overall welfare of the farmers’ households (Eyo, 2018).

Nigeria’s numerous smallholders on the aggregate make a substantial investment
in addition to relying on informal funding which has proved inadequate. The basic
agricultural funding problems remain poverty amongst peasant smallholders, because of
their inability to access credit. This entraps them at a low equilibrium level, with factors
and inputs beyond their purchasing power, while they are compelled to sell in times of
surplus characterized with low prices to meet urgent family needs or enhance their
agricultural activities such as storage, transport and processing facilities.It has been
argued that an inadequate level of agricultural credit facilities is a major
factorpreventing the adoption of innovative technologies (Ater, 2013). The little efforts
to encourage the farmers by the government, however, most times, do not get to the
grass root, and when they are channelled to the grass root, only the farmers with
political affiliation or loyalty are provided access. Sometimes, these credits get to false
farmers who use them for non-agricultural activities, thereby making the effort of the
government fruitless (Nwaeze, 2011).

The broad objective of this study is to investigate credit to farmers and economic
growth in Nigeria. The specific objectives of the study are to:

i. analyse the trend of commercial bank credit to farmers and agricultural output,

ii. estimate the effect of commercial banks’ credit to farmers on agricultural output
and

lii. investigates the effect of interest rate on credit to farmers on agricultural
productivity in Nigeria.

This study will help farmers and farm management to forecast the future
behaviour and performance of credit facilities accessible to farmers. The study will
provide an insight into the government regulatory framework aimed at ensuring
adequate availability of credit facilities to agricultural activities. This research will be
significant to the government, ministry of agriculture and policymakersas empirical
revelations from the effect of credit access on the output of farmerscan be used as a
reliable guide in designing agricultural policies and programmes needed tobring about
efficient allocation of scarce resources among the sectors of the country.

Theresearch will also be relevant to farmers as it will provide them with relevant
information on the important role of external credit facilities in expanding their farming
activities and products as well as improving their income through the expansion in their
level of productivity. The study will also provide an invaluable source of reference
material for future studies on farmers’ access to credit and economic growth in Nigeria
and the rest of the world.

THEORETICAL REVIEW

Agriculture provides the greatest avenue for employment, income and food for
the Nigerian populace. Essentially, Agriculture is composed of crop production,
livestock, forestry, and fishing. It involves the production of food, feed, fibre and other
goods by the systematic growing and harvesting of plants and animals (lganiga &
Unembhilin, 2011). Agriculture can be operated at a peasant small scale or large scale
level. Peasant or small scale farming is defined as the cultivation of crops and rearing of
animals on a small scale. Peasant farmers operate mainly in the rural environment of the
country. They operate on very small holdings using mostly traditional methods because,
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their income is relatively low and the capacity to save is poor (Asogwa, Abu &
Ochoche, 2014).

Credit plays a crucial role in facilitating the modernization of agriculture and in
promoting the participation of farmers in the development process. Not only credit can
eliminate financial constraints but it can provide the incentive to adopt new
technologies that would otherwise be more slowly accepted (Mohsin, Ahmad & Anwar,
2011). Credit is the use of or possessing of funds and services without immediate
payment. It can be in form of money borrowed or agricultural credit which includes
trade credit and bank credit. Agricultural credit therefore can be in various forms for
example seed, fertilizer with deferred payment, use of tractors, labours, storage facilities
and so on. The term credit also means the capacity to borrow (Mgbakor, Patrick &
Divine, 2014).

Farm credit is any of the several credit vehicles used to finance agricultural
transactions, including loans, notes, bills of exchange and bankers acceptances. These
types of financing are adapted for the specific financial needs of farmers, which are
determined by planting, harvesting and marketing cycles. Short term credit finance
operating expenses, intermediate-term credit is used for farm machinery and long term
credit is used for real-estate financing (Adebayo & Adeola, 2008). It is an important
financial support that farmers can get to bridge the gap between their income and
expenditure on the field. It is an important instrument for enabling farmers to acquire
command over the use of working capital for enhancing their productivity and income.
Thus, credit is an essential ingredient in the growth strategy of the agricultural sector
(Mohsin, Ahmad & Anwar, 2011).

Generally, farmers have unique characteristics; they have low income, fewer
savings and substandard farming. In the case of the majority of farmers, their families
leave behind a meagre surplus and mostly consume whatever they produce. They are
unable to meet the gross requirements of finance for production and development
purposes from their available resources. Unfavourable atmospheric conditions further
aggravate the situation, thus rendering the farmers poorer and poorer (Mohsin, Ahmad
& Anwar, 2011). In Nigeria, the agricultural sector has been an important component of
the economy with peasant farmers producing over 90% of available food in the country
and 70% of the labour force relying on this sector (Amao, Adebayo & Anyanwu, 2003).
However, the country agriculture is made up of mainly peasant farmers and the majority
of these farmers live in the rural area and operate at subsistence level with a landholding
average of fewer than five hectares. Farmers are faced with the problems of low
productivity, inadequate access to logistic support and input, crop infestations, pests and
diseases and massive loss of crops and animals (ljere, 1998).

In Nigeria agriculture is dominated by small scale farmers most of whom are
rural-based, with a low level of education; poor access to useful information and market
and lack access to credit finance. The inaccessibility of credit by these farmers hinders
their acquisition of the required inputs to increase their output and this, in turn, limit
agricultural development by reducing farmers’ output, expected income, savings and
overall welfare of the farmers in Nigeria (Daveze, 2020). The enduring lack of credit
access faced by these farmers has significant consequences for their household-level
outcomes, as well as, technology adoption, agricultural productivity, food security,
nutrition, health and overall welfare of the farmers’ households (Eyo, 2018).

Nigeria’s numerous smallholders on the aggregate make a substantial investment
in addition to relying on informal funding which has proved inadequate. The basic
agricultural funding problems remain poverty amongst peasant smallholders, because of
their inability to access credit. This entraps them at a low equilibrium level, with factors
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and inputs beyond their purchasing power, while they are compelled to sell in times of
surplus characterized with low prices to meet urgent family needs or enhance their
agricultural activities such as storage, transport and processing facilities.It has been
argued that an inadequate level of agricultural credit facilities is a major
factorpreventing the adoption of innovative technologies (Ater, 2013). The little efforts
to encourage the farmers by the government, however, most times, do not get to the
grass root, and when they are channelled to the grass root, only the farmers with
political affiliation or loyalty are provided access. Sometimes, these credits get to false
farmers who use them for non-agricultural activities, thereby making the effort of the
government fruitless (Nwaeze, 2011).

The broad objective of this study is to investigate credit to farmers and economic

growth in Nigeria. The specific objectives of the study are to:

iv. analyse the trend of commercial bank credit to farmers and agricultural output,

v. estimate the effect of commercial banks’ credit to farmers on agricultural output
and

vi. investigates the effect of interest rate on credit to farmers on agricultural
productivity in Nigeria.

This study will help farmers and farm management to forecast the future
behaviour and performance of credit facilities accessible to farmers. The study will
provide an insight into the government regulatory framework aimed at ensuring
adequate availability of credit facilities to agricultural activities. This research will be
significant to the government, ministry of agriculture and policymakersas empirical
revelations from the effect of credit access on the output of farmerscan be used as a
reliable guide in designing agricultural policies and programmes needed tobring about
efficient allocation of scarce resources among the sectors of the country.

Theresearch will also be relevant to farmers as it will provide them with relevant
information on the important role of external credit facilities in expanding their farming
activities and products as well as improving their income through the expansion in their
level of productivity. The study will also provide an invaluable source of reference
material for future studies on farmers’ access to credit and economic growth in Nigeria
and the rest of the world.

METHODOLOGY

The research design is the structure and strategy for investigating the
relationship between the variables of the study. The study made use of an ex-post facto
research design. An ex-post facto investigation seeks to reveal possible relationships by
observing an existing condition or state of affairs and searching back in time for
plausible contributing factors. In this study, the focus is to reveal the possible
relationship between credit to farmers and economic growth in Nigeria as such the
dependent variable is economic growth proxy by real gross domestic product (RGDP)
while the independent variable is credit to farmers’ proxy by agricultural credit in
addition to other plausible contributory factors comprising of

In an attempt to investigate the effect of credit to farmers on agricultural
productivity in Nigeria as set out in the objective of the study, this study adapted the
model used in the study conducted by Nwokoro (2017) on the analysis of banks’ credit
and agricultural output in Nigeria where agricultural gross domestic product was the
dependent variable while banks lending rate, foreign exchange rate, investment in
agriculture, government expenditure on agriculture, banks credits to agriculture were the
explanatory variables. This study adapted this model by making use of agricultural
output as the dependent variable while commercial banks credits to agriculture, banks

381



adewale, lawal, aberu, toriola

lending rate and foreign exchange rate were the explanatory variables. The functional
form of the model is stated as follows:
AOUT = F(ABCR, BLR, FREX) (6)

The transformation of the functional relationship into an econometric model is
presented in four endogenous variables:
AOUT = B0+ B, ABCR + 8, BLR + B;FREX(7)
In each equation, £0,....,8, are the intercept terms, while the disturbance terms are
denoted by et
Where:AOUT = Agricultural output; ACBR= Banks Credits to Agriculture; BLR =
Banks lending rate; and FREX = Foreign Exchange Rate

The expected sign of the coefficients of the explanatory variables is summarized
in terms of differentials as follows:
Banks credits to agriculture is expected to exert a positive effect on agricultural output

in Nigeria i.eaAOUT>O; bank lending rate is expected to exert a positive effect on

0ACBR
agricultural output in Nigeria i.ea;;Ll;T>0; and the foreign exchange rate is expected to
0AOUT

exert a positive effect on agricultural output in Nigeria i.em>0

This is country-specific research and it focuses attention specifically on the
Nigerian economy. This study makes use of annual time series data collected from the
Central Bank of Nigeria Statistical Bulletin. The data covers the period of 28years
(1986-2016). The choice of the time frame is informed by the need to provide a broader
scope for the analysis and to ensure that the study span through the periods of major
institutional economic and financial policies geared towards the corrections of the
structural imbalances in Nigeria such as bank consolidation and recapitalization in
Nigeria.

The study used the Ordinary Least Squares (OLS) regression estimation
technique in the analysis. The choice of OLS is because the technique remains a popular
technique for estimating regressions. After all, it is easier than other alternative
techniques including generalized method of moments (GMM) and maximum likelihood
(ML) estimation. It is also probably always have all the computing power required.
Another main reason why the OLS was selected is that OLS results have desirable
characteristics. A desirable attribute of any estimator is for it to be a good predictor. Its
numerical properties include the fact that the regression line always passes through the
sample means of Y and X or the mean of the estimated (predicted) Y value is equal to the
mean value of the actual Y; the mean of the residuals is zero, or the residuals are
uncorrelated with the predicted Y, or the residuals are uncorrelated with observed values
of the independent variable e.t.c.
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RESULTS
The result generated from the econometric estimation of the model facilitated
through the use of econometric view (E-VIEW 3.0) is presented below:

Table 4.2 Regression Result
Variables Coefficient Std. T- T-
Error value Prob
ABCR 0.667173 0.111921 5.961095 0.0000
BLR 1.094792 0.844829 1.295874 0.2024
FREX 0.124297 0.283829 0.437929 0.6638
Constant 0.860678 1.591383 0.540836 0.5916
DW 1.552
R? 0.75

Table 4.3.1 shows that in terms of direction agricultural bank credit conforms to
a priori expectation on the estimate. While bank lending rate and foreign exchange rate
failed to conform to the prediction of economic theory on the estimates. This result
suggests agricultural bank credit exerts a positive effect on agricultural output in
Nigeria. The coefficient of agricultural bank credit AIOUT (0.667173) shows that a one
per cent increase in agricultural bank credit will on average bring about approximately a
67% increase in agricultural output as a proxy by agricultural Gross Domestic Products
in Nigeria. The coefficient of bank lending rate (1.094792) shows that a one per cent
increase in bank lending rate will on average bring about approximately a 109%
increase in agricultural output in Nigeria. The coefficient of the foreign exchange rate
(0.124297) shows that a one per cent increase in the foreign exchange rate will on
average bring about approximately a 12% increase in agricultural output in Nigeria.

The above result shows that, agricultural bank credit (3=0.667173, t=5.961095
& P<0.05) exerts a significant positive effect on agricultural output in Nigeria. Bank
lending rate (B=1.094792, t=1.295874 & P>0.05) and foreign exchange rate
(B=0.124297, t=0.437929 & P>0.05) do not have a significant effect on agricultural
output in Nigeria. By and large, agricultural bank credit has a significant effect on
agricultural output in Nigeria. The explanatory variables explained the variation in the
behaviour of the dependent variables adequately. This is evident in the high value of R?
(0.75) which shows that the explanatory variables accounted for at least 75% of the
variation in agricultural output in Nigeria. The Durbin Watson statistics from the
regression analysis is 1.551533 which can be approximated to twoindicates that in the
model there exist no autocorrelation.

DISCUSSION

The study found out that agricultural bank credit (f=0.667173, t=5.961095 &
P<0.05) exerts a significant positive effect on agricultural output in Nigeria. Bank
lending rate (B=1.094792, t=1.295874 & P>0.05) and foreign exchange rate
(B=0.124297, t=0.437929 & P>0.05) do not have a significant effect on agricultural
output in Nigeria. The findings in this study supported the result of Emecheta & Ibe
(2014) on the impact of bank credit on economic growth in Nigeria applying the
reduced form of vector autoregressive technique using time series data from 1960 to
2011. The major finding in the study was that there is a significant positive relationship
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between bank credit to the private sector, broad money and economic growth. The past
values of all the variables were significant in predicting their current values. This result
implies that the bank consolidation and recapitalization exercise was a welcome
development and further steps should be taken to ensure the stability of the banking
sector. It was also in line with Okoni & Nathan (2014) on the impacts of commercial
bank credit on Nigeria industrial subsectors between 1972 and 2012. The results of
estimation indicate the following: commercial bank credits impacted positively and
significantly on the manufacturing sub-sector in Nigeria, commercial bank credits to
mining and quarry is a positive and significant determinant of the current year Mining
and Quarry output in Nigeria, previous year bank credits to real estate and construction
Is a positive determinant of the current year real estate and construction output, bank
credits to manufacturing, mining and quarry as well as bank credits to real estate and
construction correlated positively with aggregate industrial output with bank credits to
real estate and construction having a significant impact on industrial output. The interest
rate was not an important determinant of industrial sector and industrial sub-sectors
outputs, the exchange rate is a negative and significant determinant of industrial sector’s
outputs in Nigeria. These results point to the conclusion that increasing bank credits to
the industrial sector is indispensable in stimulating industrial sector growth in Nigeria
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CONCLUSIONS AND RECOMMENDATIONS

This study examined bank credit agricultural outputin Nigeria from 1981 to
2016. From the result, it can be concluded that bank credit has a significant positive
effect on agricultural sector output in Nigeria. Among the inference that can be deduced
from the result is that, despite the low level of credit available to farmers in Nigeria in
comparison with international standards, the level of bank credit has proved to be
productive. This is based on the significant positive impact that agricultural bank credit
exerts on agricultural output. On the other hand, exchange rate and bank lending rate
have proved to have an insignificant impact on agricultural output which may be as a
result of effective monetary policy management. The exchange rate and bank lending
rate has been supportive of agricultural output growth. Based on the above-stated
findings from the investigation carried out, the study makes the following
recommendations.

1) The policythrust of the government should focus on return to agriculture, the
adoption and implementation of acomprehensive energy policy, with stable
electricity as a critical factor,

2) There is a need for government to pursue financial sector development to
promote savings and bank credit.

3) There should be a determined effort by the monetary authorities to bridge the
widening gap existing between the lending rate and savings rate so that the
people will be fully motivated to save in a bid to generate needed loanable funds
for investment in Nigeria.

FURTHER STUDY

Future research on farm credit in Nigeria can improve on this work by
investigating the effect of all the various forms of farm credit introduced by the
government on agricultural productivity in Nigeria.
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