CODESRIA

Dissertation UNIVERSITY OF
By NIGERIA NSUKKA

AKPOMEDAYE, HELEN
O.MOTORHIE

Response of farmer loan demand to interest rates and
non price determinants: a case study of Delta State,
Nigeria

JULY, 1997




+ 1 7 DEC. 1997 7

TITLE PAGE

s ADI6S
% "0 5
RESPONSE OF PARMER LOAMNY 5,

DEMAND TO INTEREST RATES ™/ #s5:¢°
AND NON PRICE DETERMINANTS:
A CASE STUDY OF DELTA STATE,
NIGERIA

A PROJECT REPORT
SUBMITTED TO THE DEPARTMENT OF
AGRICULTURAL ECONOMICS
UNIVERSITY OF NIGERIA, NSUKKA
IN PARTIAL PULFILMENT OF THE
REQUIREMENTS FOR THE
AWARD OF MASTER OF SCIENCE

BY

AKPOMEDAYE, HELEN OMOTORHIE
PG/MSC/92/13689

DEPARTMENT OF AGRICULPURAL ECONOMICS
UNIVERSITY OF NIGERIA; NSUKKA

JULY, 1999 -



ii

CERTIFICATION

Akpomedaye, Helgn Omotorhie, a postgraduate
student in the Department of Agricultural Economics
and with the Registratiom Number PG/M50/§2/13639, has
satisfactorily completed her regearch work in partial
fulfilment of the,reqﬁirementa for the eward of the
Degree of Master of Science in Agricultural Economics.
The work embodied in this thesis is original and has
not been presented for pqplication elsewhere in any

way or form,

TR ohu].

IR E.C. EBOH -
(SUPERVISOK) ’}/ '—H 1%




il

DEDICATION

To my father, Mr M.O. Akpomedaye end mother,
Mrs A. Akpomedaye, for their encouragement and

support in all my endeavours.



iv

ACKNOWLEDGEMENT

I sincerely express my profound gratitude to
my Project Supervisgor, Dr_Eoc._Eboh of the Depar@ment
of Agricultural Economics, University of Nigeria, Nsukka,
for his able guidance, suggestione, kind countenance
and the supply of relevant materials contributed
imwensely to the completion of this project work.

Thanks are due to other academic and administrative
staff of the Department of Agricultural Economics.
Their invaluablo contiibution in one way or the other
was 1ngtrumental in the completion of this work,

I am glso grateful to my parents, Mr and Mrs
M.0. Akpomedaye, my Aunfies. broﬁheré, sisters and a
host of others who bore the burden of financing
wmy educeation.

My ecknowledgement also go to CODESRIA for its
grant to support my Research Project. I am
appreclative of the aid offered me hy_the.staff of
different financial orgaq;sationa in Delta State.



The aasistance of Mre Okoye of the Computing
Centre, University of Nigeria, Nsukka, in analysing my
data is gratefully acknqwiedgedo

kbove all, I thank'the'ﬁlmighty God for His
Steadfast love towards me throughout this programme .

and always.



vi

ABSTRACT

The study comparatively analysed and explained the
deterninants of smaell farmers' demand for formal and
informal credit in Delta State.

The three agricultural zones of Dalta State wsere
surveyed. OSsampling was carried out in the selection of
two local government areas in each zone, The respondents
(120) consisted of T2 farmers, 24 formal lending agencies
~and 24 informel lending agencies drawn from the three
agricultural zones through random Bambling. |

The data were analysed using tables, simple averages,
percentage and multiple regresaion. T-test statistic was
used to test the hypothesis. The result showed that 174
of the farmers obtaiﬁed their loan fram formal lending
agencies while 61% of them obtained their loan from the
informal lending agencies. The remsining 22% obtained their
loan from formal and informal loan combined. |

Thﬂ study further Bhoyed.that the amount of loan
demanded and obtained from formal lending agencies ranged
from E500 to ¥800l1, while the amount of loan demanded and
obtained from the informal lending agencies ranged from

B500 to K800C,
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Various factors were identified %o influence small
fgrmers' choice of a lending gource., These factors include?
the intersst rate, amount of loan given, cost of loan, grace
period, duration of loan, collateral requirement and
‘distance travelled to obtain loan.

Regression analysis was used to ascertain the
determinant of small farmers demand for formal and informal
louns, The enalysis showed no significant difference betwsen
formal loan and informal loan, ¥or the two regression
equations, the coefficients of multiple correlation (Rz)
were 60% end 48% for formel loan and informal loan
respectively, These percentage showed that the proportion N
of'obaerved Variabili;y (in the volume of loan demanded)
explaiﬁed by the combined effect of the independent variables
is gresater for formal loanlthan informwal loan. 1t was
found ﬁhat formal loan was strongly influenced by farm size,
operatiﬁg expenses and degree of ussge of mode;n technologxr
while the informal lban was strongly influenced by farm
Bize, operating expenses, degree of usage of modern
technology and membership of savings grohp.

The gtudy recommand@dlthat the amount of loan granted
t0 small farwmers siould be lincreased and simplificetion
© of the procedure adopted in the extepsion of loan to small

faruwers (that is some lending conditions should be relaxed).



Viid

It was also recomuwended that the intereet rate should bve
set at o minimum lsvel that will encourage farmers' demand
for loans., To make more farmers' patronags of formal and
inforual loens, the major factors (proximity of the lending
source, good disbursemsnt method, interest rate, loan
term/duration, awount of loan granted, lending policies,
services offered and good repayment arrangement congidered
vefore canocosing & loagn source) should be made attractive.
It vuas Tur%hwr.rocommanded that informal sources of
loun should Dbe &eveloy?d to aclt as channels :ror the flow
of funds frem danks to rural areas as well as a security

for such loana,
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CHAFPTER ONE
INTRODUCTION

1.1 Background Information

The history of economic development reveals that
greater productivity throughout a nation's economy is
attributavle to proéresa in fhe agricultural sector (Meier,
1965; Scandoval, 1965). According to Balogun (1986) and
Onyenwaku (1986), the relative contribution of this sector
to Higeria'a.Groas Domestic Product has been on the decline.
Fomoriyo and Nwagbo (1981) noted that tbe agricultural
gsector 8till remains significant because in abeolute terms,
;ta contfibution has been rising though at a slower pace
than those -of the non-agricultural sectors.

The slow pace of agricultural development in Nigeria
is attrihutéﬁle to varied factors, but the poor financial
status of the small farmers wko constitute the bulk of the
farming population in Nigeria has been outstanding.

| Credit plays crucial roles in oiling the wheel of
progress in agriculiural production. According to Kumar,
et al (1978) to obtain a. substantial increase in asgricultural
production, provision of c;edit at reasonable interest rate
to augment the financial base of the farmers ls necessary.
Williams (1986) who holds a similar view noted that

. financing agriculture through appropriate loan terms will
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imip bring wore virgin land fato cultivation, and largely
within the framework of the traditional systems, In addition,
credlt is necessary for the purchass of farm inpﬁts such as
tractors, machinexry, fortilizers, agrochemicmlﬂ,.pl&nting
materials, hired additional labour and to introduce

éppropriate supplementary entérprisés among others

(Ogunfowora and Olayide, 1975f Nwoke, 1981; Monu, 1982;
Adekenye’, 1983§ Ihimodu, 1983),

| Farmers' credit are derived from two main sourcess
Institutional (formal)} and non-institutional (informal) sources:
(Oludimu, 1983). Perhaps one of the most concise distinctions
between these broad classes of sources of credit was given
by Adekanye (1983) and Miller (1977) who consider the formal
sources as thoaa.oparating procedures and loan terms which
tend to be stﬁndardized and subject 1o Central Bank control.
This preauﬁpomea that the informal lenders are not subject
to Gentrql Bankt control, nor have standardized operating
proucedures and loan terms.

Informal leoans are made directly to borrowers by the
lenderq and are prevalent in greaa whefe individuals are
quite familiar with and confident in one another. Their
activities are confined to well known localities and therefore,
do not extend into wlde geographical areas. The lenders know

the borrowers and can tell fairly well their integrity



3

(abe, 1981} Ljere, 19864 Udry, 1990). In the case of
formal loans, usually, collateral in form of tangible
assets are requlred frow borrowers to secure the loans.
'For the informal lenders. however, a number of things

way 5@ ﬁcceptable as ﬂecgrity for loans, but most essential
is the personality of the borrower (Hoff and Stiglitz,
1990). |

Ogunfowora, et al (1972) observed that the moat
common source of loan to small farmers is the informal
source, They also noted that the supply of‘farm loan
from the formal source is restricted to the extent that
it is not readily accessible in location, unfemiliar with
individual farmers' enterprises and income, generating
potentials, unduly fearful risks and uncertainty in
farming business and unwilling to arrange long term loans
sulted for'the neseds of the farmers.

Many governments, supported by multilateral aid
agencies, have devoted considerable resources to supply
cheap loans to farmsrs ig a myriad of 1n&t1futional
settings with the view té_tackling the fimencial problems
facing these farmers (Ba;pgun, 19864 Hoff and Stiglita,
1990). The résulta of many of these interventions have
" been disappointing and one explanation for this must he
based on an adequate understanding of the workings of

the rural credit markets, The government sponsored loan
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progremmes in most cases, fall to take into congideration
the peculiar circumstances of the small-scale farming
enterprises by insisting on such loan conditions that the
tarmers cannot guarsntee. DMost of- the formal loan
institutions are highly resistant to lending to farumers
because of the perceived risky nature of fhe enterprises
(Okorie, 1986) Ogunfowora, et al, 1972} Osuntogun, 1983).

A8 an alternative to the government sponsored/formal
loan system, and through ageplong evolutionary procesa,
non-government sponsored/informal loan systems have been
and continue  to be the resort of a majority of the small
scale farmers. According to Hoff and Stiglitz (1990)
although average loan transaction is 3266 for formal and
only H51 for informal loan systems, fhg formal loan sector
of the financial system in Mdigeria accounts for only eight
percent of the total loan in value, This is the trend
deﬂpiteithe criticisms that informal loan systems are
inadequate in advancing the'course of a proéreaaive
agricultural system (Belshgy, 1959} Gangopadhyay and
Sengupta, 1987 Udry, 1990)5
1.2 Problem Statement :

Production loan for small farmers is one of the key
factors needed for increased agricultural productivity
(Olayide, 1980; Ijere, 1981; Aku, 1986). fThe issue of the

need for production credit among small-scale farmers as
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one ¢l the key Yactors needed for increassd agricultural
production has received the attention of many writers
(Ijere, 19813 Aku, 1986)., Lack of loan reduces farumers'
abliities 1o adopt new and better technigues of production.

Onaghise (1990) observed that cases abound where
harvesting of crops could not be done due to the inadequate
financial base of the farmers. Despite the critical
importance of other factors of production, the inadequacy
of credit is the single most important consiraint to
modernizing agricultural production in Nigaria'(chideﬁelu,
1983). |

In reﬂplonse to the credit need of- faruwers, there exist
a number o¢f agricultural credit channels. These are broadly
claasified into formsl ;nd informal cradit systems. The
swall farmers h&%e had costly statis credit from informal
sources and this leaves them with little or no income at
the end, 41l efforts to extend formal credit to this
category of farmers has fé;leao This leg in the formal
and informal sources of loan forced the sméll farmers into
the decisicn of obtaining logn from either sources.

Thus, many factors determine small farmers' choice asg
to what particular source of. 1oan to borrow money from.
These determinants and the Qagnitude of their influence is
what this study seeks to find out particulerly as they

concern the small farmsrs in Delta State.
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Government's involvement in the supply of loan to
farmers 1s usually felt through the formal loan systems,
Despite the huge government backing of the formal loan
a}atems, records show that the inforwal loan systems
represent more readily sources of loans to small farmers
(Inimodu, 1986j Ijere, 1986} Hoff and Stiglitz, 1990).

The high level of patronage of the informal relative
to the formal credit systems seems to counter the
criticisms being made against the 1nfobmgl system.
Inforual credit agencies are criticised on grounds of high
interest charges and inadequate loanable funds relative to
the demands of farmers among others (Abe,-19é1; Adams and
Grahamu, 1981} Ijere, 19686j§ Gangopadhyay ami_E’:e‘mgu_pta:L‘r 1987).

The question then is why do majority of the small-scale
farmers patronize the informal credit agencies if indeed
the systems are fraught with untenable conditionalities
and characterised by acceptable features? Are the Bmall.
‘farmers irratlional in their choice bf lending sources?

- According to Olayemi (1980)° gmall farmers are rational
from whatever analytical approaches adopted, Bfruggling to
optimize thelr objective functions subject to resources
constraint.

This nptwithmtanding, small farmers consider a number of
factors in deciding what type of loan source to obtain

money‘from° These include such deterﬁinants as the farmers'



characteristics, loan sources as well as farmers'
production/income variables.

Arguement abound as to which factors are important
influences on small farmers demand for formal and informal
loan, It 1s lmportant to know the effect of these
determinants, as well as other factors considered to have
affected small farmér demand for formal and informal loans.

The research problem can therefore be cast in the

following questions, vizi

1) " what factors influence small farmers demand for
formal and informal loans?

2) VWhat are the implicatlons of such influences for
small farmer loan policy in the coun@ry?

3)  What are the criteria used by formal and informal

lenders in giving loans to small farmers?

Tqis study is undertaken to examine the views and
responses of the amall—acaie farmers to informal and
formal conditions of loans. This is hoped, would suggest
reasons why the small farmers patronize one loan source
than the other and elucidate the determinants which

influence their choice of lending sources.



1.3 ngectiveavof the Study .

The broad objective of this study is to analyse and
explain thd determinants of smell farmers' dsmand for
formwal and informal credit in Delta State,

The specific objectifes are as follows?

1) to detefmine the amount of formal and informal loan
obtalned by small farming householdsj

2)  to determine the extent to which demand for loans
differ between the formal and informal loansj

3) to identify and examine the lending criteria adopted
by formal and informal suppliers of credit}

4) to ascertain and examine the determinants of demands

'bj small farmexrs for formal and informal loansj
5) 1o combare the relative impact of loans obtained from

both forﬁal-and informal sources on small farmers'

production level} and
6) to make policy recommghdations based on the above

findings.

1l.4 Study Hypotheses g

1) The amount of loans obtained from formal loans do not

differ from that of informal loans among small scale

-

farmers.

2) The lending terms of formal loan differ significantly

from that of informal loan.
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15 Jusfigication for the Study

Au examination of the conditions and ieﬁding criteria
for the acquisition and use of credit b& small farmers
from loan eources is necessary because it will help bring
into focus the difficulties encountered by farmers and
credit agencies in acquiring and extending loam.

An examination of the factors influencing the small-
s&ale farmers' demand for formal and informal loans wilil be
beneficial, particularly to policy mekers, farmers and
agricul tural credit institutions.

For policy makers, this study will provide guides
for redirecting and increasing small farmers' lending
from formel and informal loan sectors., %To small farmers,
it wili help théﬁ to analyse the lending criteria and
conditions of both types of loans so as to redirect their
cheoice of loen sources, |

For financial institutions it will provide valuable
information on how their legding patterns affecf small |
farners choice of loan source and thereby assist in
responding to government's agricultural 10aﬁ policy

i
instruments.
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1.6 Plan of the Work

The plan of this work is set out in seven chapters.
The first chapter consist of a brief introduction, '
Btutemwent of problem, objectives, hypotheses tested and
Justification for the study. ’

Chapter two 1s the review of related relevant
literature. The methodology of the study is covered in
chapter three. Chapter four comprises of'the assocliation
between farmers' socio-economic attributes and demand for
loan (formal and informal), Chapter five covers the small
farmers loan demand and utilization pattern of formal and
informal loan sources. Chapter six covers the determinants
of farmers' demand for formal end informal loans
comparative analysis.

Finally, chapter seven is the summary, reccmmendations

and conclusgion.

1.7 Limitations of the Study

Finance was the greatest constraint of the study.
Tﬁe effect of inadequate finance on any research work
cannot be overstressed. Considering the fact that the
researcher is a privately sponsored student with limited
financial resources at her disposal, and taking'cognisance
of the fact that on every questionnaire and research work

etc, the factor finence comes in, this project was not easy
at all. ' '
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In addition, the farmers do not keep records and
therefore, only estimates were used in areas that concern
numerical values. HMost of the time, reliance was on the
ability of the farmeré to recall what they had done though,
some of their claims were oross—checked by visiting the
sites. Standardizations Qbre not possible'becauae ag
pointed out by Young (1968), production cost vary
tremendously between differént farms even within the sane
neighbourhood,

Also, there were the problems of suspicion. The
fermers thought that the researcher wes collecting -

‘ information from them in order to assess them for tax
or to recommend to the government the area they should
come and tﬁke land and as such some of the relevant
information wefe hidden, .

Furthermore, some bank officials feel very
reiuctant to exchange ideas with the researcher except

with express permission from their heédquarters.
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CHAPTER TWO '

LITERATURE REVIEW

2.1 The Role of Credit in Agricultural
Development

.Aa it is true of any business, credit and investment
are laportant to the growth of agriculture. It is lack
of credit facilities which has kept many farmers from
adopting innovative practices, since mgst of them lack
tangible collateral which could be accepted against loans
(williams, 1978).

Adegeye and Dittoh (1982), defined agricultural credit
as a way of obtaining control over the use of money, goods
and Bervices in the present in exchange for a promise to
repay at a future date. Agricultural credit has its
macro and micro aspects. Loans are ébtained'by
governments internally or externally to finance
agricul%ural projects.t Farmers also obtain loans for the
purpose of using them on their farms, ‘Pisk (1974),
described credit as a vehicle for agricultﬁral
development and suggestad that'crqdit was hecesaary if the
farmers were to derive fhg Eenefits of improved technology.
He reasoned that lack of small farméra access to credit
constituted a critical constraint to the adoption of
improved inputs and technologies which could lead to

“Aneroased dnoomey wnd enhanced soclal welfare.
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An efficient credit system is a precondition for the

effective fulfilment of agricultural roles ofi.

1) generatiﬁg internal capacity through savingj

2) providing sufficient food of high quality for feeding
the growing populationj

3) providing surplus food and fibre for export in any
giving countryj and

4) providing raw materialp and other fibres for home

industries (Olaylde, 1981).

Thie is clearly stated by Oyatoye (1983%), who asserts
“farm credit appears to be the means of improving farm
capital investment and without it there can be no progress
in the countfy"s agricultural de%elopment";

Credit can serve a3 a catalyst to increase agricultural
production (Ihimodu, 1986)., He further remarked that credit
haes the ability of étimulating farm growth through its
influence on other factors of production. Wwith it the
gervices of agricultural staff and extension workers can
be bought and the marketiné of agricultural- produce
faciiitatede Credit use in'the farm has diverse application
(Ibe, 1981). It could be used for production or for meeting
current or land capital expenses of the farmers. These
anong others include maintenance, repairs, running and
hi;ing cost of machinery and equipment, payment of wages,

taxes, rents, land chargegg investment on land aud its
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lmprovement and other current overheads (Oluwasanui and
Alao, 1965)., In lean periods, consumption credit is
considered necessary, byx its contribution to farmers
labour input in the farm.

Olayide and Heady (1982), Adegeye and Dittoh (1982),
and Murray and Nelson (1961l) have reported that credit could
reduce lnefficiency in resource utilization in production
processess . The use of credit increases the managerial
skill of farmers, since the use of loan involves increased
use of resource inputs or new technologies (F.A.0, 1985).

Credlt may not achieve the objective of transforming
traditional agriculture in the absence pf complementary
input services (Okofie, 1986} Adegeye'and Dittoh, 1985).
Pachico and Borbon (1987) have argued that the pursuit of
farmers' improvement in proapction musf be accompanied by
an integrated flow of services that will facilitate
technology development and t‘ransfero Johnson (1982) and
Howsel (1974) saw credit as an accelerator but not a

necesgity. They argued that the existence of farm Inputs
aud good priges would be better inducement to production
than ingtitutional credit suppl&.

So far various views oﬂ the importance of credit in
agricultural development ha;é been looked into as reported
by various researches., It is obvious that adequate and

timely credit is a leverage for agricultural development.
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therefore, credit can be said to be one of {ne pre~requisites
for modernizing and expanding egricultural. But it should
also be moted that this can only be possible if the acquired
credit is judiciously utili;ed in the pursuit of

agricultural development or improvement.

2.2 Determinante of Demand For Credit

In the study of the factors affecting the demand for loan,
Nwagbo and Mohawmmed (1986) broadly classified the factors
into economic, sociological and technical, environmental
facfore, administrative factors, mode of operation.

Under economic variables, are included: interest rate,
wealth, management, return on investﬁepﬁ, income of the
farmers, year of farming, use or non-use of production
contract, type of farm, value of annual sales, marketing
facilities and off-farm work and income. Among the
sociological variables are fenancy, religioﬁa and social
attitudes and values, familiarity with the credit agencies,
age of farmer, and community status.

Falusi (1973) has remarked that farmers demand for
credit is governed by socioféconomic and environmental
factors. These, he defined as the subsistence nature of
production, land tenure problems, technological stagnation,

lack of, or restructured market outlets and social
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organisation and attitudes end values which are soclal or
econo@ic. However, family expenditure, current expenditure
and capltal expenditure contribute in determining the credit
need of the farmer (Ghatak, 1977). Long (1968) obaserved
that farmers might borrow depending on their management
abllity, rates of -intereat, transaction cogsts and tenancy.
In addition, the age of the farwer, his cultivated hectarage
and his annual income determine his credit requirement
(Adekanye, 1983).

Hoff and Stiglitz (1990) outlined the major determinants
of small farmers demand for credit as follows$ farm size of
the farmer, interest rate on loan, level of formal education,
loan duration, nearness to source of loan and collateral
base of the farmers. While, Nisbet (1967) outlined the
following factors to influence small faimers' demand for -
credit. They are: number of people in the household,
technology and labour availabllity.

Thg drastic drop in gov%rnment subsidies for farm
inputs, increase in price of these inputs, fall in farm
ocutput prices in the world market and the relatively low
producer price paid to farmers have together adversely
affected the financial health of Nigeria's agricultural
sector causing a lot of streass for the small farmer. Modern

farm inputs needed to boost production and productivity are
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expensive and have to be purchased. Because the farmer is
boor, money for such uses has to be borrowed.

The amount of farm credit borrowed by a farmer may be
influenced by several factors as past literature in this
area has identified. Bassel (1975), Reid (1982) and
Adekanye (1983) carrying out independent studies found that
the volume of credit or the degree of indebtedress, as Reld
put it, depended upoﬁ the age, Bex, Cfop hectarage,'farm
size, farmer's lncome, production pattern and form of land
tenure. The major reasons for increased borrowing according
to Reid (1982) wered the adoption of needed teéhnology,
purchase of land, inflation and its effects on working
capital, taxation and increasing family living expenses. On
his part, Long (1968) considered the demand for credit as
a questlon of allocating capital in an action space which
has only yield and risk for its dimensions. According to
him, prgiious use of highly productive capital assets
dependeod upbn coats of debt, starting the farming season
with enough working caplial, transactions coat, tenancy and
poverty which have different implications fér the amount
of credit borrowed. | |

Another ptudy by Bithule aund Apedaliie (VA7) maw lho

problem from a different perspective. They inguired into
the issues which wight cause a farmer to reduse his hectarage.

They saw insecure land tenure systems, shortage of farm labour,
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low crop price and the absence of a potential commercial
mérket as lmportant factors} The reduction in hectarage
would simply lead to a reduction in farm input requirements
and therefore a fall in the volume of credit demanded and

employed by the farmer.

2.3 Sourcea of Loan to Small Farmers

Generally speaking, small farmers have two categories
of sources of loans. These are the formal and informal
sources. Other authﬁrs used varilous namee!tooo For example,
FAO (1965) and Oyatoyé (1983%) used the term institutional
and non-institutional. 4llen (1987) called it conventional
and non-conventional sources, while Ijere (1986) referred to
it as hbn—indigenoue and indigenous. This classification
was independently noted by Ijere (1972)3 Miller (1977);
Abe (1981). and Ibru (1981). The formal sources include
government credit lmstitutions, farmers' cooperatives and
conmercial/merchant banks. Informal sources included! friends
an@ relatives, traders, produce buyeras, money lenders, isusu
system and age grade, Personal savings by the low resources
farmers (small‘farmers) is often very low as most of the
farmerg' income is spent on consumption., However, idekanye
(1983) does not consider it as an important source of fund

for farm investment.
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The formal sﬁurces of credit have well defined guidelines
with regérd to the interest rates to charge on various types
of loans, The informal credit do not, however, have any
such guidelines and lnterest rates charged are.normally
based on the personalities involved and én the sport
assessment of riskes (Adegeye, et al, 1983).

One of the most concise distinctions between the
.formal and informa; sources of lcan was given by Adekanye
(1983). Like Miller (1977), she considers the formal
sources as those operating procedures and loan terms which
tend to be standardized and subject to Central Bank control,
This then presupposes that the informal lenders are not
‘subject to Central Bank Control, nor have standardized
operating procedures and loan terms,

~

The informal sources of loan are informal in nature and
there a;e‘no 1awé.laid down to guide their formation and
operation. As a result, when one, two or more persons are
capable of coming together for the common purpose of mutually
aiding each other in financlal terms or for the purpose of
extending credit to outsiders, through some periodic
contributions, an informal financial organisation emerges
(Udogu,ll988),° Informal loans are made directly fo

borrowers by the lenders and ére prevalent in areas  where

individpals are gulte familiar with and confident in one

another.,. Their activities sre confined to well known
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localities and therefore, dc not extend into wide
geographlc areas. The lenders know the borrowers and can
tell fairly well their integrity (Abe, 1981} Ijere, 1986}
Udry, 1990). | :

According to some authors {Belshaw, 19593 Onah, 1980
Okator, 19834 Udogu, 1988) observed some of the reasons
for the continued existence of the informal financial

organisations and agenciea.

1) Their existence and operations are compartible with the
preference and needs of borrowers and lenderj}

2)  They provide credit liberally without insisting on
seéurities other than social sanctions of the group
which often deters default;

3) Théir loans are timely and devoid_df administrative
delays and procédurea; |

4) There is flexibility built into the use and repayment
of loansj '

5) In the case of merchant/traders, farﬁers are assumed
of markets for their output}

6) They obviate the problems of uneconomic size, scattered

farm holdings and insecurity of tenurej and

7) . There is expenditious enforcement of loan terms so as
t0 ensure quick repayment, but with provisions to
accoumodate farmers who unavoidably could not meet up

their loan contractual obligations.



21

The formal sources of credit on the other hand are
6haractebised by standardized operating procedures and
loan terms prescribed by the Central Bank.
One desirable feature of loans from these sources 1is the
relatively low rate of interest associated with these loans,

Miller (1977), noted that the institutional sources of
credit supply credit to large farmefs and this shows that
most small farmers are yet to benefit adequately from
institutional credit. These sources of credit are reluctant
in giving the small farmers loan who form the majority of
the farmers. Their impact on agricultural financing is
regretably not felt by the bulk of farmers randomly selected.
Chidebelu (1983) asserted that the formal institutions
often required small farmers to keep account in the banks,
provide acceptable security, have viabie projects, have
good credit ratings and the ability to repay, before cfedit
could be éxtended to them and most often those farmers do
ﬁot meet these lending requirements for promoting
agriculture and rural development.

"Also the ingbility of small farmers to meet banks
stringent measure with respect to provision of collateral
and fulfilment of other pre-conditions laid down by the

Banks deprive them of borrowing money from banks.
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The informal sources constitutes an important source of
dredit for agriculturel production because of easy ‘
accessibility and minimal formalities in obtaining the loan
(ineke, 198l), He also noted that formal credit is not
eagily accesaible to small farmers because of their |
excesaive collateral requirement which definitely the farmers
cannot provide. |

Studieé indicate that commercial banks care for only a
small percentage of farmers currently using credit, Ahaiwe
(1985} observed that banks care for only 1l percent of
farmers who borrow for investment purposes while the reét
resorted to friends, relatives, private money lenders and
cooperative pocieties. In a Bimilar-study, Ancke (1981)
observed that commercial banks care for only eight percent
of farmers who obtained credit in 1979/1980 season in Nkanu
Local Goférnment Area .0of Anambra State.

The informal sources of credit is advantageous in a
number of ways example, a farmer can easily get momey at
short notice. The money leqdera do not go into the long
procedure of form fillingBO: Most times it is a mere
agreement on a piece of paper. By &0 dbing, funds are
disbursed when needed. Collﬁteral security most times
are not needed. Aneke (i981) discovered that about 90
percent of farmers in Udi apg Nkanu Local -Government Areas

use the informal scurces of credlt because of the outlined

advantages,
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. Inspite of the popularity of the informal sources of
credit in Nigeria Olayide et al (1979) asserted that they
were largely inefficient. ' Moneylenders' interest rate
charge is alarmingly high, Obeta (1982} stated that
moneylenders in Nsukka Local Government Area charged intefest
ranging from 25% to 120 depending on the character of
individual involved. Furthermore, collateral such as tree
croﬁs, farmland or any other valuable assets in form of
property are.demanded by private lenders and the small
amount available to be loaned out limits the effectiveness
of loans from these sources. ‘

Ijere (1986) pointed out that even though loans fronm
friends and relatives often do not attract interest charges
or is minimai, there is obviously one serious disadvantage
of thie sourceoj_He observed that in évent of any family
disagregmeﬁt, borrowers may face impromptu repayment or
seizure of their land or cépital bproperty,

Owan (1982) remarkedfthat there 1s need fér more
institutional credit in agiicultural secto; and inspite of
the high interest rates the non-institutional lenders charge,

they are still competing favourébly with the institutional

lenders for patronage.
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2.4 Baslg for Comparison of Loans

There is the need to compare and contrast the benefits
(a8 it affect the small-scale farm) from the two sources of
credit based on the following parameters. In other word
formél and informal credit can be differentiated on the
basis of interest rate, collateral requirement.

Interest rate is a charge for a fipancial loan and it
is usually expressed as a percentage of the original amount
loaned. Interest rates are not fixed but vary from lender
to lender. For formal credit institutions, the rate of
interest is determined by the Central Bank éf Nigeria which
takes into consideration the prevalling economic situation
with particular reference to infletion (Ijere, 1986).

As contained in the statement on the 1985 budget, the
approved rates of interest range from 8-9%. These low
interest rates however do nq; insplre small-scale farmefs
into patronizing formal cre@it institutions. One therefore
begins to wonder if there are no siringent measures attached
to these low rates of interest that scare the farmers.

Owan (1982), found out in a fecent survey conducted that
despi%e the low rate of interest of the ministry (3%%) only
23027&': of the farmers obtalned lis loanm. On the 'onnbrm'y,
aebpﬂxe e nigﬁ interepy ruicb ! tue iofouckal bector (Tb%),'
as many as 66,0% of the loanhbeneficiaries made use of

WilH rouraeg,
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The study by Owen (1982), also found out that despite
.the low rate of interest charge by the formal loan (34%)
onlleO% of the small-scale farmers demanded for loan fron
this sector while 80% of the small farmers demanded for
informal loan deapité its high interest rate. |

| According to Obeta (1982), money lenders in Nsukka Iocal
government area in Anambra State charged very high interest
rates ranging from 25% to 120% depending on the reliability
of the individual.

Piyatissa (1982) concluded that such an attitude stems
from the exploitative nature of the traditional non-~
institutional sourcea of dredit, especlally the money lender,
the'itineragt trader and the affluent landowner,

Loan provided by these non-institutional sourcés is
high-risk credit but the condition invariably insures _
himself against all eventualities by charging a high-risk
interea£ rate, It 1s presumed that repaymént was generally
in kind and the farmer is under a# obligation to sell his
produce to the money lende:‘during harvest, at a price which
is invariably below the prevalling market'brice, Piyatissg
(1982) mays that, given such a background, it is inevitable
and natural that the government should intervene in the 7
" gphere of agricultural credit to free the smallholdex farm;rs

from the clutches of the money lehders who according to

Abe (1981), charged exhorbltant interest rates.
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There are coﬁtrasting;viewa on the interest rates which
cfedit institutions should charge farmers. Adam (1973)
pointed out that at low interest.rates, credit demanded often
exceeds the supply of loanable funds with the result fhat
lending agencies select only those borrowers who have
excellent credit ratings. . In this environment, small.farmers
are often deprived access to regular channel of credit.

%amoriyo éﬁd Nwagbo (1981) argued that low interest
‘rete will bring about a situation where demand for credit
will exceed supply = thus resulting to rationing of cfedit
which will imply that the small farmer clientele will be
starved of credit. Again, it will inevitably place an extra
burden on the administrative staff of credit institutions
and because of pressure from would be borrowers, a sitﬁation
exists where tﬁe chances of'bribery_;re greaf. Famoriyo
and Nwagbo (1981) maintained that although interest cost of
credit influences its demand, available evidence from otheg
gsources does not uphold this view., They pointéd out that
high borrowing costs discourage many rura; poor from using
formal l.oans. They showed that Bméll borrowers incure

higher borrowing césts on formal losns than do large

Lorrowsers, Bul lendling lpotltutlons clarge hlgh loterest

rates 1o cover the costs of lending.
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2.4.1 Interest elésticity of loan -

Low income countries have myriad atructures of interest
rates which vary aignificahtly from one country to another’
and depend on varying terms and conditions of lending
(Oweis, 1972)., Institutional agriculturai credit in most less
developed countries is however generally extended at interest
rates lower than those charged by traditional money lenders
and traeders. It often does not cover costs of credit
digtribution and erodes the resources of financial
institution,

Umalele (1572) has shown that the result of such low
interest rates on the demand for credit is difficult to
assess because of the interaction with numerous other factors
that affect credit demand. |

Pani's estimate for India showed that reduction in the
average rate of interest by one percent, other'factora
. remaining constant, is associated with an incréase in credif
borrowed by 45 percent. On the contrary, Ray (1971)
concluded that a good partlof the demand faor credit by small
farmers in India is interegt ~ inelastic, meaning that small
farmers do noy aﬁpreciablyl}ncrease demand for credit when
interest rate is reduced and fice versa. This could be
attributed to their consideration for internal rate of 'return-

on invesatment.
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In-Chile} Nisbet (1967) also found that the borrowers'
demand‘for*cré&ié“ﬁdshinterest-inelastic. Similarly recent .
rﬁgqéggh@pmwpha University of Vicosa and the Ohio State
University found that the interest elastlcity of the demand
for agricultural credit to be very lowl(Whitq, et al, 1971).

Thus, interest rates charged by non-institutional
gources are usually much higher, highly variable, and often
difficult to compare with those for institutional credit
since the farmers are given on different terms. However,
there 1s evidence to suggest that when iﬁnovations are proved
to be particularly profitable, non-institutional credit even
at high interest rates is used for productive purposes
‘(Arthevel, et al, 1971). This may be true of small farmers.
who have lim}ted accegs to institutional credit. It would
appear, therefore, that it is not so much the cost of credit
per se as to ifs relation to the profitability -of investment
which ipfluences demand for credit. Small and large farmwers
- may also experience different profitability because of
differential access to extension and to medium and long
term credit which influencﬁp the degree of ﬁncertainty .
in adopting new innovations. It 1s possible, therefore, thét
under high-risk conditions, demand for credit by small
farmers is somewhat more responsive than by large farmers.

Ono of the diffiouliles londers envountor Lo the
inubllity of borrowers to pay up ln time. Scmetiwmes, 1t

is possible for the borrower to bromiee to give souwething

¥
P
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to the lender if he cannot pay the money. Anything which
is promised is called security (Uptpn and Anthonia, 1965},
. In otherwords, collateral is the security which a
borrower Burrendera-as a pledge to guarantee the
repaywent of his loan. .
Fo?mal as well as informal loan institutions demand
for collateral but the type of security demanded differs
from institution to institution. For formal loan
institution, the type of security required include landed
property, cash security, guarantees supported by collateral,
etc. In mos?t cases,-security is one of the pre-conditions ;
which a borrower must satisfy before loan is advanced to
him, Unfortunately, however, most small farmers often
have nothing suitable and substantial ﬁ& offer as security
for the loans an& 80 are denied of their right to borrow.
High collateral is one of the means used by financial
institutions to insure the loans granted to their farmer
customers. The problem with collaterals aé regards
obtaining credit from the formal institutions is that the
collaterals are usually assets of very high value and
6ften times, the local farmers do not possess most of
these valuables. ‘his creates a bottleneck for these
swallholder farmers in obtaining credit from these banks,.
"Collateral vary according to the value of the loan.
For a loan of between M1,000 to H10,000 a third party

guarantor is accepted. In this case, the person must be of
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good reputation, who also must haye an account with the
bank. But for the loan above ¥10,000, the farmer will
have to mortgage a building or any other landed property
such as estate or any propertyfeqﬁal to the value of the
loan granted, But most farmers who live in the rural
areas cannot meét these conditlons and therefore feel very

reluctant to apply for loans.

2.5 Cost of Operating Loan

Writing on the effects of the requirement on security
by the fund for Agricultural and Industrial Development in
Eastern Nigeria, Ijere (1975) irndicated that for the
farmers in -the rural areas, the fund for Agr;cuitural and
Industrial development's conditions presented great
difficulties. This was because hardly any of the farmers
owned land that had any title to itj nor could they produce
men of wealth to stand as securities for them. Many
faxmurs found it difficult to give sound security and to
enter into an agreement with their guarantors who demanded
about half of the loans thus obtained or cempensation
for riek. |

He further observed that there was too much insistence
on the tangible, measurable factor, capital, and demanded
for addition of other loan criteria such as character, and
economic conditions.

One would expect that the cost of obtaining finance

from the formal capital market would, ceteris paribus,

-
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be cheaper than the cost of -doing so from informal capital
maiket'sources, and that as a result, people would prefer
the former to the lattéra 0jo (1976) has observed that
this 1é.on1y trﬁa in some cases where fhosg in need of
finance ére large-scale enterprises with long profitable
records and aiso for a group of well to do people.

Por the majority of the small farmers, he-observed that
the cost of obtaining finance from the farmal capital
market (if finance is made available at all) is either almost
the same or higher than the cost of doing so from informal
.credit sources. He also pointed out that this could ‘be
one of the reasons why small farmers preferred informal
creait sources to formal credit sources.

Adekanye (1983) noted that thé explicit or nominal
rates of interest charged on bank loans to the small farmers
class arg'higher than those charged on loans to the medium
and large scale farmers. It could then be deduced from

this satudy that the cost of finunce from mosl sBourcas In

tho JutSvmul.uupilﬁi murkelt L& cheuper thun even the nominal
cost of finance from the for@al sources.

It has peen Buggested that security for loans should
take the form of assets which every rursl farmer can provide’
if the aim is to railse rural-incomes for the majority of
people and since sufficient supply of finance is one of the

main determinants of increased productivity.
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2.6 Problems Faced by Farmers in
' alning Loan

The informal sources which include money lenders,

shopkeepers charge, very high interest rates, loan out small
amounts and give short grace periods. These conditions
limit the effectliveness of loans from these sources. Inspite
of the popularity of the informal sources of credit in
Nigerim, Olayide et al (1979), contended that they were
largely inefficient. |

. Some smallholder farmers still resort to unorganised
(informal) cregdit inatitutiﬁn because of the very
inconvenient and repulsive process of obtaining credit from
the organised (formal) credit institutions. As observed by
Adegeye and Dittoh (1982) late disbursement of loans and
other stringent conditions imposed by the formgl institutions,
also discouraged farmers from seeking loans-from these
sources. "This gives way-tolnon-farmers who when they get
the loanzoften divert and misuse it, resulting to a high
rate of default. |

<R VR Alibu b Ll luan plvel

The amount of loan granted by informal source (money
lender, frlends and relatives) is usually By far smaller
than the volume of loan issued by the formal scources. In a
study carried out by Ibeh (1988) ten money lenders granted
the sum of ¥5,000 which averaged M500 per money lender: and
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each money'lender héd not lees than five custﬁmers per year,
He zalso indicated yhat out of fifty farmers, twenty received
loan from friends and relatives and N150 being the average
amount receifed by a farmer.

This therotore authenticates the bellef thut the volume,
of loan granted to smwaller holder farmers from these sources
is insufficient to adopt innovations and purchase the much
ﬁeeded new limproved technological equipment for modern

farming,

"

2.6.2 Short grace period

L]

The grace period normally allowed for the loan from
informal sources 1s very short. This uéually does not give
allowance for gestationlperiod of crops or énough time for
the farmer to make better markets. £ The grace period of one
year or sometimes less tﬁan 6ne year is not enough if the
farmer is to make better markets for his produce., There is

need for him to monitor the market and sell when the price

I Lighaat o malle enouvgh wouey Lo pepay Lhe loan.

2.6.3 Distance travelled to obtain loan

" Most Nigerian farmers live in villages where
agricultural activities are carried out. These areas are
usually some distance from the lending institutions which
are often located in the urban areas and local government

headquarters.
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Chidebelu (1983) noted that 78% of these farmers lived
more than five kilometres (5km) from the nearest bank.
Hence the pfoblem_of obtaining credit from these lending
institutions by a large number of farmers. The nearer  the
credit institutions to the farmers' holdings, the less
expenses the farmers are likely to incur in transportation.
Also, where the farmers farm enterprise is close 1o the
credit institution, the risk of Earrying loan mqney'to and
from the institution is reduced.

A study carried out by Epundu (1987) observes that the
distance between thé credit institution and the majority
of SACs (53%) is below fifty kilometres (50km), while most
NACB (emailpolder scheme) farmer beneficiariea (75%),
travelled between fifty and ninety-nine kilometres (50km
and 99km) to get to.the credit institution. The
implication of this finding, according to her, is that the
distances covered by farmers on the average when multiplied
by the frequency of visits made by these farmeré to credit
institutions and the cost per visit indicate rather heavy-

expenses incurred by these farmers in transportation alone.

2.6.4 Coét of loan

The real cost. of loan is very high. The interest rate
and the cost of satisfying the necessary formalities to
obtain the loan are ver& high. A farmer (smallholder)
who obtains a lecan of B1,000 at 174 interest rate (#170)

and makes other expenses like the cost of bﬁying the
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- application form, passport photographs for himself and his
guarantors, tax clearance certificates, transportation fares
and sometimes accommodation billls would have a very small
amount left for his farm operations. Therefore,_the_cost of
loan is a computation of what the smallholder farmers apendl
during the process of seeking and obtaining a loan. It
includes the total sum of money spent during loan
procurement and the interest paid at the maturity of the

loan (Epundu, 1987).

2.6.5 Late disbursement of loans

Lateness in the arrival of loans was one of the problems
which the farmers complained bitterly about formal loans.

As Ameachi (1986) observed in his study, 80% of the
farmers who got loans, never got them within the planfing
period. HHe also indicated that before the arrival of the
lOan: 60% of the smallholder farmers had borrowed money from
" other sources to finance their farming activities. The
loan was then used in off-setting such debts. The late
arrival of loans has made'more farmers wheo would have
applied for agricultural loans to consider them useless
since they will not arrive early enough to be used in the
planting period when they are most needed. |

Ajekaiye (1990) stated that the above problems of
formsl loans affect farmers in their demand for

agricultural loans.

v
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2,7 Nature of Loan_Sources

Informal loan transactions-appear to be extreme in thedir
informality. They generally occur in private with no adequate .
written records and they are almost always made and repaid
in cash (Ijere, 1986 Udogu, 1987 Udry, 1990).

" Many authors, among which are Ijere (1986) and Bell
(1990), have emphasized that informal lenders have intimate
Inowledge of their borrowers' character and circumstances.

The knowledge centres mainly on the lenders' eyes in the
circumstances of their debfors or those who méy one day he .-
their clients. Infact, what formal/organized cooperatives
merely.postulate, theseo lenders actually possess, namely, a
local knowledge of the character and repaying capacity of
those they have‘to deal with. They tgke the problems of
adverse selection and morai hazards very seriously. In many
cases, they solve these problems of confining their lending
activities to a group of well known clients su@h as they might
have built up by operating in a village over a period of
years. This means that they deal with long standing clients
and take on new ones only reluctantly and that is after

" extensive inquiries.

In the case of formal loan, application procedures vary
among lenders'but some form of commercial bank procedures
predominates (Nisbet, 1967). He stated that borrower goes

to an office and answers questions submitted by secretaries;
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then he is filtered through various white collar employees
{(probably filling out an application form along the way) and

finally he takes to a loan officer or possibly the manager.

2.8 Terms of Lending

The infofﬁal lenders charged more than five times the
lending rate existing in .the institutional loan., Nisbet
(1967) noted that most loans in the informal market carry no
conventional backing since the idea of providing collateral
is foreign to participants. Usually the guarantee for loans
is the verbal promise of the borrowerj a peron's word takes the
place of a mértgage or co-gigner. Rural people trade
frequently on their name which encourages a reputation for
honesty, reliability, and seriousness toward financial
obligations. | | .

In the institutional market most loans require that the
borrower sign a promissory note that ofteﬁ demands a co-signer;
some loans (mainly medium and long term) require a mortgage
(Nisbet, 1967). He also noted that loans from the
Institutionul market ure backed by values whilch usually exceed

the amount loaned.

2.9 Conditions of Credit
I

The conditions under which loans are given to small
farmers dre as diversified as there are different lenders.
Even for a given lender, the condition imposed upon different.

borrowers may vary with the economic circumstances prevailing
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at the time, the purpose fo;twhich the loan is sought, the
expected duration of the loan, the personality and credit
worthinese of the borrower among other considerations.

Paﬁment of interest is in most cases required of the
borrower for.the use of loans. The component of interest
usually include the opportunity‘cost of lenders' funds, the
adreinistrative charges, premium for risk and any monopoly
profit (Abe, 1981). The administrative charges include costs
of stationeries, clerical works, supervision and collection ;
costs. Thesé form thé implicif costs of loan transactions.
There is frequently a trade-off between explicit interest
charges and implicit borrowing costs, such that small
borrowing.coatlper unit amount of fund borrowed than larger
borrowers, even in a low subsidized interest setting. This
being the case because agdministrative cﬁarges are made per
loan sizeﬂ l

Alsq, differential finaﬁce charges may be due to the
different ways that intereat may be computed (Joﬁnson, 1982).
For formal loans usually, collateral in form.of tangible
assets are required from the borrower to secure the loans.
However, for informal lenders, a number of things may be
acceptable as security for loans but, most essentially the
personality of the borrowers is of utmost importance. Udry

(1990) has noted however, that .even though physical asset

e e, e LR A H B e e Ve s
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requirements maybe absent in informal credit, the linkage of
produce sells to the use of credit is a disguised form of
collateral. Collateral plays a useful role in credit
administration. In the words of Udry, collateral pledged in
exchange for the receipt of a loan reduces the cost of the
lender of a default on a loan: It reduces the moral pledged
in exchange for the receipt of a loan reduces the cost of the -
lender of a default on a loan. It reduces the moral hazards
assoclated with lending by providing an added incentives ﬁor
the borrower to repay. It can also-alleviate the problems
of adverge Belectiop by screening oﬁt those borrowers most
likely to defaultf

| The terms (or duration)'of loans granted to small
farmers are usually of the short and medium terms. ILong term
loans are rarely extended to them for fear of capital loss
to the lender (Johnson, 1982; Ijere, 1986). Formal lenders
usually require of the borrowers to provide feasibility
reports and maps of the proposed projects indicgting the
expected rates of return, sourceé and uses of. funds
statements etc (Abe, 1981).  This requirement, together with
those of physical assets as collateral and certificate of
occupancy has been wailved for the farmers under the NACS
scheme (Nwagbo, 1983). Abe (1981) stated further that the
availability of good management to ensure judicious use of

the loans are required of the.borrowers by .formal lenders.
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In the case of merchants and cooperative societies
engaged in the sale of agricultural produce, the borrower
may be required to pledge his expected output to the lender,
usually at a lower price than the market price (Gangopadhyay
and Sengupta, 1987} Ogunfowora et gl,_l972). Moreover; in
the case of cooperative socleties, the borrower must be an
active member-patron.

Different grace period (Moratorium) are allowed
borrbweré before payment of the first instalment of loans
are wade. For banks operating under ACGSF and other lenders,
the grace periods ére regulated to fall at the end of the
gestation‘periods of the projects concerned.

Among other conditions imposed on the borrowers are:
the evidenﬁe of the credit worthiness, ;epaymenf capacity
as well as the risk bearing ability of the borrower farmer
(Ijere, 1986). For banks, ﬁne borrower must be operating and
maintaining at least a current account in the baqk. There
is also the requiremgnt for a guarantor who will be held
liable in the event of default. Some creditqrs would also
finance some projects and enterprises and not the others.
This makes it inpossible for farmere engaged in particular
project in which the lenders are not interested to obtain

loans.,
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2.10 The Impact of Loan on Faraers

All the money borrowed out to small farmers by the
formal and informal ioan agéncies need to produce some‘results
from which standpoint we can say which one of the credit
sources 1s more effective to the small farmers. !

-David and Meyer (1980) noted that sﬁrpr;singly tittle
research has evaluated the impact of the vast sums spent on
agricultural loan programmes. They-carried out an evaluation
of credit impact, by using variables like input use and
production as a determinznt and further reﬁorted the use of
farm size, operating expenses, investment per hectare,
production per hectare and net farm income. Comparisons
Qere made between borrowers and non-borrowers based on the
above variables while another study was made to compare
borrowers conditions before and after they received their loans.

‘Falusi (1973) wrote on measuring the impact of loans on
farmers. He noted that credit programme revolve around the
financial aspect of their operations and evaluation tends to
be more of the number of loags received, level of repayment
and book-keeping to the exclusion of the actual charges whicn

occur in the farm level.
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Mohan and Singh (1977) applied production function .
method to study the productivity of institutional and
non-institutional loans. Tatai annual net income was used
as a dependent variable while the uses to which ;oan was
put such as land rent, working expenses, machinery charges
were used as the explanatory variable. The regression
coefficient 6f the explanaﬁor& variable were used to measure

the imbact of loan on the farm productivity.
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CHAPTER THKEE

» ' METHODOLOGY

3.1 The Study Area

~

The study was carried out in Delta State. “The study
area was purposively chosen for this stuay because the
researcher is very familiar with the urban.and rural ereas of
the state. The state has a population of 2,570,181 persons
(Federal Republic of Nigeria, 1992).

The state is bounded on the North by Edo State, on the
North-West side by Ondo State, on the South-West by the Bight
of Benin, on the South and South-east by Rivers Statel on the
‘ Bust by Imo State and the North-east by Anambra State.

It lies between latitude 5°8'N and 7°36'N and between
longitude 4°58'E and 6°45'E. The state is made up of 19
local governmeﬁt areas which are divided into three (3)
agricultural zones namely, Delta North, Delta South and
Delta Central. _

The Delta North zone with Agbor as its heédquarters
servicing farmers in the seven (7) local gpvernment areas of
Aniocha North and South, Ika North-east and South, Ndokwa
East aﬁd West and Oshimili,

The Delta antral zone comprising Ethiope East and West,
Isoko North and South, Okpe, Sapele and Ughelli North and
South local government areas and has its headquarters at

Erffurun,
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The Delta South zone which'headquarters is Warri, covers
the riverine local government areas of Bomadl, Burutu and
Warri North and South. !

" The rainfall regime of the state ranges,from 2000mm to
over 3000mm annually and spread over 10 montﬁs of the year
(March to Decewber). The Vegetation ig characterized by
guinea aavénna in the~North,‘thick rain forest in the
Cenfréi and Mangrove and Fresh Water Sﬁamp forest in the
Southern parts.

An-estimated 70 percent of the population are
predominantly farmeré who depend-mostly on agriculture with
an average household size of seven (7). The major crops
grown in this area by farmers include? cassava, malze, yan,
rice, melon, oil palm, rubber, cocoa, mango, among others.
People living in the riverine areas, in addition to crop
farning, pré;tice fish farming enterprises. Livestock
production on commerclal levels is not significant among
majority of the people. thever, sohe farmefs'rear sheep,
goafs and poultry in a sma;l scale enterprise. |

The state occupies a\land area of 17,010 square

kilometres.

3.2 Sampling Procedure .

In order to have & good spread of the respondents for
this study, six (6) local govérnment areas were randomly
‘Belected, two local government areas from each agricultural

zone. Two (2) communitiés were selected at random from each
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~of the aélected local government areas. In all, 12
coumunities were uéed for this study;

Small farmers whose size of farm holdings ranged from
0.10ha to 5.9%ha formed the sampling frame. To arrive at
this sampling frame, the farmers in each of the selected
comuunities were stratified into small-scale and medium/large
scale farmers with farmholdings less than six hectares and
equal to 8ix hectares respedtively. From each community
Belectéd. a-list-bf small-scale farmers was made avallable
through the help of the Agricultural Extension Agents covering
each of the communities. Frouw the list, a random sauple of ‘
six (6) farmers was taken and used for the study. This gave
a total sample size of 72 farmers. |

Six major formal lending institutions were chosgen.

These include: Union Bank, Merchant Béhk, First Eank,
United Bapk for Africa, Nigerian Agricultural énd Cooperative
Bank (NAGB), and New Nigerian Bank.,

The major informal lending agencies were gréuped into
six classes namely, Bsusu/thrift societies, social club,
Friends/relatives, town unions'(compr;sing aée grade
association, town development agencies etc), tradérs/
merchants and money lenders.

The classification was based on the similarities arising
Qithin groﬁpa in structure, administratiocn, objectives and

mode of operation.
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A random sample of two (2) loan agencies was made from
eaéh major grouping), that is, two (2) loan agencies from
formal loan institution and two (2) agencies from informal loan
gources from each of the two (2) communities chosen iﬁ each
local go;ernment area. Lists of these groups were coﬁpiled in
the selected communities.

In é;l, twenty-four of each of the major groupings were

sampled giving a total of 48 agencies that were studied.

2.3 Data Collection Méthod

For the purpose of this study, both the primary and
secondary sources of data were employed. The information used
were obtained with the aid of three sets of structural
questionnaires which are administered directly to the
réspondenta. The guestionnaires were sglf—administered~to
the respondenta by the researcher.,

The first set of questionnaire was used to secure relevant
information from the farmers‘including such things as farmers{
characteristica, their agricultural production/income variables,
farmers credit sources.

The second and third sets of questionnaires were
adwinistered to the selected formal and informal loan agencies
respectively.. They were used to secure such information on
their lending criteria, their loan terms and repayment
conditions, amount (both minimum and maximum) granted at a
time and the amount recovered, and the problems associated

with credit administration fo farmers.
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Secondary sources of data used for the study included
Central Bank of Nigeria Annual Report and Sta&ement and
Financial records of the formal and informal loan agencies

gelected.

2.4 Data Analysis i

The data obtained from the fleld survey were basicully
analysed by means of descriptive statistics such as
percentages, means, tabulation and frequency distribution.

Tabulation and percentages were used especially in cases
where there was a need for comparison of variables between the
two sburcea of credit. This was the case in objectives 1, 2,
3 and 5. Means were also computed for objectives 1,2,3 and 5.

Regression analysis was used for objective (4) to determine
the influence of some variables on the bﬁrrowing decisions of
the small farmera; Two sets of data wege generated and two
regressions were run for the foramuzl loan (Data set I) and
informal loan (Data Set II).. ‘

The test of the factors influencing small fafmers'
demwand for. formal and informal loan was conducted.

The purpose was to examine the influence of the
explanatory variables on faruers' demand for formal and
informal loans. The use of the statistical test was to
evaluute the reliability of the parameter estimates. The
statistical tools used in thq tests were the F-test and the

t~tests. The PFP-test was used to carry out the overall
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simul taneous teat of significance for the regressioh,;while
the t-test was used to ascertain whether the individual
paraueter estimates are statistically significant or not.

Six independent variables (I%, In, Fs, Op, T, Mb) were
regressed with the amount of‘loan demanded by the farmers (Y)
as the dependent variable using Linear, Semi~logarithmic,
double~logarithmic and exponential functional forms. This
was estimated for formal and: informal loan sources.

The variables used weres Y = loan demand, It = Interest
rate, In = Income of the farmers, Fs = Farm size, Op =
operating expeéses, T = degree of usage of modern technology,
and Mb = membership of savings group.

In running the regression analysis several functional
forms, for example, linear function, semi-log, double-log and
exponential functions were tried as to sélect.the one that
has the best fit. 1In this regard, t@e double logarithmic
function was used because it.hés the best fit. That is the
double-log regression estimates were selected because: (a) they
showed many statistically significant variagbles beyond the
five percent confidence levelj and .(b) they also had the
highest values for the coefficient of determination (Rz).

In all four regressions were run for the two sources of
loans.

The model is specified as follows:
lny = 1Ina + bllnIt+ h2lnIn + b.lnFs + b

InOp + b.1lnT

3 4 5

+ bélan + e,



where j
It

In
Fs .

I

Mb

bl' .bﬁ

i

loan demanded (amount of money demanded in Naira)
Interest rate (% per annum)

Income of the farmers in Naira.

Farm size (total size of farmholdings belonging
to the farmer in hectarage).

Operating expenses (amount of cash purchases

of inputs) in Naira.

Dogruus of usage of modern technology mensurling
in index of modern technology adopted by farmer.
Membership of savings group (1 if member, 0 if
non-member),

Intercept

Stochastic error term with ordinary least squares
properties. '

are the regression coefficients.

Kegression analysis was conducted to estimate Gobb-

Douglas models within the framework of .two distinct data sets.

To determine the impact of the independent variables on the

volume of loan demanded, t-values were computed from their

corresponding regression coefficients and standard errors.

Two kinds of statistical techniques were employed in

testing.the null hypotheses versus the appropriate

alternatives.

1) Student's t-test was employed to test hypothesis one.

The model is given ass

tcal = X, - %g

-

ol - X,
xl b
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given ST pooled = 2
nl + n, - 2
where:

tcal = calculated t-value
Xy = Mean for group one (formal loan)
Zz- = Mean for group two (informal loan}

sX; =%, = Standard error of the differences between
' sample means.
ny = Sample size of group one
n, = Saumple size of group two

Sl = Sample standard deviation of group one
Sample standard devigtion of group two.

D = Pooled estimate of the variance

Decision Ru}e: If the calculated t-value is greater than the
tabulatedit-value Qith the appropriate levels of confidence
and'degrees of freedém, the null hypothesis will ﬂe réjecﬁed.
Otherwise, it will be accepted and the alterngtive rejected.
That is, if the difference (Xi - Rz) is significant if
t-calculated is greater than t-tabulated.

Hypothesis two was tested by comparing the lending terms

and conditions of formal and informal loans. The respondents'

views concerning the lending terms and condltions were

compror o For bbb Torml and kool bevatea
The testing was based on the following loan terms and
conditionss Interest rate, awmount of loan given, cost of loan,

Grace period, Duration of loan, collatexral requirement and



CHAPTER FOUR
SOCIOECONOMIC CHARACTERISTICS OF PFARMBRS

Some socioceconomic characteristicé of the farmers were
looked into to conduct a comparative analyeis of the small
farmer demand for credit from formal and informal sources of
loan. Those characteristics investigated in this study include
age, leyel of education, size of farm plots.

The findings are presented belowsi

4°1 Farmers! Age and Loan Sources

The age of the farmers has a significant impact on the
volume of loan demanded by the farmers. -It 1s believed that
a young farmer will participate fully in all farm operations
including supervision of hired labour. This will induce the
farmer to borrow more money to finance his or her farm, After
‘a cerfain age, the 'volume of loan demaﬁded by the fafmer
decreased. This could be explained by the fact that farmers
do not only borrow for farm use. As they get oid their other
financial commitments decline. Children's fees“and other

mgrital expenses increase.



52
Table 4,138 Percentage distribution of respondents (loan
' recipients) and age

Formal Informal Formal/Informal
Loan Loan . Loan

Age .

(in years) Fre. % Fre, % Fre. %
Below 30 2 22.2 8  24.2 1 8.3
30 - 50 4 44,5 19 57.6 9 75.0
Over 50 3 33,3 6 18.2 2 16.7
Total 9 100 33 100 12 100

Source: Field data, 1995.

‘The age of formal and inforﬁal loan recipients 1s shown
in Table 4.1. It is clear that about 22.,2% of the formal loan
recipients were aged below 30 years, 44.5% were age bracket
of 30 - 50 years while 33.3% were aged above 50 years.

In the case of informal loan, 24.2% of the loan recipients
were aged below 30 years, 57.6% of them fall within the
niddle age group of 30 - 50 years while 18.2% were aged
above 50‘years. _'

From the table, it couid be observed that the informal
loan recipients were much younger (less than 30 years) than
the formal loan recipients while the formai'loan recipients
were much older (above 50 years) than the informal loan
recipients. Also more informal loan recipients fell within
the wmiddle age group (that is 30 - 50 years) than the formal
loan recipients. PFrom the table informal loan source has a
percentage of 57.6% as compared to 44.5% for the formai

loan source.
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However, 8l% of ®informal loan recipients were 50 years

or less compared to 66% for the formal loan recipients.

N

4.2 PFarmers' Level of Education and Loan Sources

The level of education to a reasonable extent, affects
the smount of loan demanded by farmerq. It has been shown that’
the level of education to a reasonable extent, affects the
rate of adoption of iﬁnOVation (Olayide, 1982). This may likely
influence the extent to which large scale farming techniques
souzht large amount of loan.

A reasonable level of literacy may be:required for
effective performance of many of the operations involved in
large scale processing technigque, especially where the
governuent does not set up such for the farmers.

It is believed that a farmer who is educated can easily
obtain 1nformatlon from relevant publlcatlons and bulletins on
new farming methods. He can easily adopt the changes, and has
increused awareness of sourceé of farm inﬁuts_like improved
seedlings, animal breeds and fertilizers. This will induce
the farmer to borrow, This would directly or indirectly

boost his productivity and increase his income.
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Table 4.2¢ Percentage distribution of respondents {(loan
recipients) by level of education and .formal
and informal loan sources

Level of Formal Informal Formal/Informal
Education Loan Loan Loan

Fre, % Fre. % _Fre. %
No formal _
Education = 18 54.5 9 75
Primary
Education 1 1l.1 9 27.2 1 8,3
Secondary ’ .
Education 6 . 66.7 4 12.2 2 16.7
Tertiary . \ B
Education K 22.2 2 6.1

Total 9 100 33 100 12 100
Source: Field data, 1995. ‘

Almong the small farmers who bgnefitted from formal and
informal loans, it would be seen in Table 4.2 that 11.1% and
27.2% respectively had primary- education while relatively very
few of the informal loan recipients about 12.1% and majority
of the formal loan reéipients‘had secondary education.
However,,@bre of the formal loan recipients about 66.7% had
secondary.eduqation or above as compared to about 12.1% of
informal loan recipients in that same category. fThe majority
of the informal loan recipients about 54.5% héd no formal
education as compared to none for the formal loan recipients.

The data presented in Table 4.2 shows that almost all the
informal. loan recipients in the study area have attained
various levels of education. Out of 33 informal loan recipients,
54.5% did not go to school at all, 27.2% received primary

education, 12.1% had secondary educatioﬁ, while 6.1% had
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attained tertiary education. Out of nine formal loan
recipients, 11.1% had primary education, a high percentage
(66.7%).completed secondary séhool, while 22.2% had tertiary
education, About'?s% of the respondents who obtained loan
from bofh formal and informal togethex héd no formal education,
8.%~ of them had primary education, 16.7% had secondary
education while none of them had tertiary education,

The study shows that a higher percentage of the
informal loan recipients had no formal edﬁcation while a
higher percentage of the formal loan recipients about 66,7T%
had secondary education as compared to 12.1% of the
'1n1‘.m-m'ul loun reciplonto. ‘

'he level of education uf farmers had a direct
relationship with their demand for loan in the study area.
S50, it could be said that the formal l&an recipients were
relatively more educated than their informal counterparts.
One could say that the formal loan source catered more for
the nore educated whiie informal loan source catéred more

for the less educated people.

»

4.3 Parmers' Experience and Loan Sources

Experience in farming is often required before a luan
is granted by lending agencies (formal and informal)., The
premise is that an experienced farmer is a better risk fhan
an inexperienced farmer. However, it should be pointed out

that this premise could be wrong in many respects since
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experience in farming does not necessarily mean better use

of credit.,

Table 4.3! Percentage distribution of respondents by farming
experience and loan sources

. Formal Informal Formal/Informal
Farming Loan ‘ Loan Loan
Experience —

(Years) Fre. % Fre.: % Fre. %
LESB than 10 4 44.4 18 5405 8 66-7
1l - 20 2. 22.2 11 33.3 3 25.0
2l - 30 2 22.2 3 9.1 1 8.5
Above 30 1 11.1 1 3.0 - -
Total 9 100 33 100 12 100

Sources PFileld data, 1995.

Table 4.3 above shows that 66.6% of formal loan recipients
had 20 years or less farming experience as compared to 87.8% - -
for the informal loan recipients. 4also, 44.4% of formal loan
recipiengs had more than 20 yeérs of farming experience as
compared to 42.4% of informal loan recipients. Therefore, it
could be.Sgid that recipients of the formél loan ‘source were
relatively newer in farming than those of the informal loan
gource. .

It could be deduced from the analysis.of thé farming
experience of formal and informal loan recipients as shown in

Table 4.% that a higher percentage of informal loan
recipients about 54.5% had less than 10 years farming
experience than the formal loan beneficiaries which is 44.44%.

This tends to suggest that informal sources cater more for



57

new farm entrants than formal loan source. Also, 22.2% of
the formal loan recipients had more than 20 years of farming
experience as compared to 33.3% for informal lpan recipients.
This reinforces the notion that the clients for the formal
loan source were relatively newer in farming than the
informal loan recipients. Also 11.1% of the formal loan
recipignts had above 30 years farming experience as compared
to %.0% for informzal loan recipients.

Out of 12 formal/informal loan recipient farmers, 66, T
had less than 10 years farming experience, 25.0% of them had
above 30 years farming experience-while 8,3% had up to 30

years farming experience.

4.4 TFarmers IFarm Size and Loan Sources

There is a general belief that a‘farmer‘s farm size
(in hectares or number of livestock) would influence his level
of borrowing. The greater thé size, the higher the inputs
requirement and the more credit that will be demanded.’
However, large farm size combined with effective management
capaclity is expected to inérease farm output and invariably
lead to increased loan repayment rate.

An analysis of farm size is necessary‘because with
efficient ménagement, enough’ labour and capital, the farmer
can combine enterprises as the farm size increases. This
should increase the farmers®' yield and profit and should, also,
enable the farmer to offset loans used in production,

thereby reducing the rate of .loan default.
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Table 4.4%t Percentage distribution of respondents {(loan
. ‘recipient) by farm size and loan sources

Parm slze Formal Informal Formal/Informal
- Loan Loan Loan

Fre. A Fre. % ___ Pre, %
0.1 - 1.0 1 11.1 8 24.2 5 25
1.1 - 2.0 4 44,4 20 60.6 5 41.7
2.1 - 3,0 2 22.2 3 9.1 ] 25
3.1 - 4.0 1 11.1 2 6.1 1 8,3
4.1 - 5,0 1 11.1 0 0 0 0
Total 9 100 35 100 12 100

Source: PField data, 1995.

The study revealed that about 78% of the formal loan
recipientp had their individual farm while only 22% of them
did not have individual (personal) farm but rather they hired
and paid yearly. About 88% of the informal loan recipients
indicated that they had their personal farms while 12% did
not have any personal farms. All farmers who borrowed wmoney
formally and informally together had their individual farms.

The respondents had farm sizes which ranged from 0.1
hectare to 5 hectares. From Table 4.4, it could be seen that
thie majority of the informule(ad.aﬂ) and the Tormal (U5, 0%)
Furmers are expeclted had between 0.1 hectare to 2 hectares.
But contrary to expectation, 15.2% of informal loan recipients
and 33.3% of formal loan recipients had between 2,1 hectares
to 4 he?fares of land and more. This implies that the farm
size of:the small scale farmers in the study area was very

small. This has a disadvantage in loan dispensation because

the critical cost will be thg same for smallhoidings that
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are likely to demand less loan and big holdings that are
likcly to demand more loan.

It was observed that about 25% of the farmers who
obtained loans from both formal and informal loan sources
simultaneously had between 0.1 to 1.0 hectares of farms,
66.7% of themrhad between two to three hectares of farms,

while 8.3%% had four hectares or less hectares of farus.

4.5 Rarmers' Income and Loan Sources

.Farm income in this study is taken és tpe amount of
money accruing to the farmer from farm activities over a
period of one year. The examination.of farm income is very
crucial as it 1is expected %o have direct influence on loan
demanded by the farmer (all things being eqﬁal). |

Farm income influences loans demand in two ways. In the
first place, a fafmer with smgll present annual income would

need more loans to finance his/her farm ceteris paribus.

Secondly, a brighter prospect for future income pay induce a
farmer to seek for more loans knowing he may eventually
be able to pay.

The ability of a farmer to repay his/her loans depends
principally on his/her income. ‘Where & farmer's income is
high enough, the chances are that he/éhelwould be able to

repay.
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Table 4.5% Percentage distribution of respondents {(lozu
: recelpients) by annual farm income and formal
and informal loan sources

Pormal Informal Formal/Informal

Range of Loan Loan Loan

Incoue (K) Fre. % Fre. % Fre. %
1001 - 3000 2 22,2 14 42.4 4 33,3
3001 - 5000 ° 3 33.3 7 21,2 3 25.0
5001 - T000 - - 6 18.2 2 16.7
7001 - 9000 3 . 33,3 3 9.1 1 8,73
9001 - 11000 -~ - - - 2 16,7
11001~ 13000 1 11.1 2 6.1 4 -
13001-15000 - - 1 3.0 - -
15001-and L ~ . . _

above
Total 9 100 33 100 12 100

Source! PField data, 1995.

Table 4.5 shows that majority of the formal loan
recipients about 55.5% earn farm income between K100l and
¥5000 as compared to 63.,3% for informal loan recipients while
44, 4% of.fhe formal loan fecipients had farm income of
between W7001 and H1300 as compared to 33.4% for the informal
loan recipienEF, Table 4.5 above reveals that formal loan
recipients earn more farm income than the informal loan

recipients. This suggests that informal loan recipients have

Fhie bmandiagirog br sbepipd 4 e breane bl b duiaall
countéréarts if they have to meet up with thedir farm expenses.
In the case of formal and informal loan recipients,

58.3% of the respondents earn farm income between K100l and
K5000 while 41.7% of the respondents earn ¥5001 and E11000

per annum.

{



4.6 Tarmers' Occupation and Sources of Loan .

Non-farm inqome here includes those generated from
sources other than agricultural activities. These included
incomes generated from earhing from public services
employment, trading, crafts, profits/dividend earned from
investment. ' | |

The study in Table 4.6 showed that 22.2% of the foramal
loan reciplents were full time farmers as compared to ‘
majority of the informal loan recipients abouf 60.6% who are
in the case category. About 55.6% of formal loan fecipients
and 9.1% of informal loan fecipiénts combined farming with
trading; About 12.1% of informal loan recipients combined
farmiig with craft while none of the formal loan recipients
‘engaged 1n craft. Also 11.1% of formal loan recipients and
15.2% of ipformal loan recipients combined farming with
teacﬁing while about 11l.1% for formal and 3.0% of informal
loan recipients combined farming with other occupations
like eivil service.

In the case of formal and informal loan recipienté
together, about 4.7% of the respondents were full-time
farmers, 50% combined farming with trading, 8.3% combines
farning with craft. None of the regpondents engaged in
teaching and other occupations. |

It therefore means that credit institutions probably ,
had the chances of recovering, if ﬁeed be, the credit given
to the small scale farmers from other sources other than

farming., On-the other hand, there were chances that the
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credit given to the small scale farmer could be diverted to
other uses., This has the serious implication of reducing

farm produce.

Pable 4.63 Percentage distribution of respondents
(loan reciplents) by occupation and loan

gources :

: . Formal . Informal Formal/Informal

Occupation Loan Loan ) Loan
Fre. %4 Fre, b Fre. %

None | 2 22,2 20  €0.6° 5 41.7
Trading 5 55.6 3 9,1 6 50,0
Craft - - 4 1z.1 1 8.3
Teaching 1 11.1 5 15,2 - -
Others 1 11.1 1 3,0 - -
Total 9 100 33 100 12 100

Source’ PFleld data, 1995



CHAPTER FIVE
+ LOAN DEMAND BY FARMERS

Seventy-five percent {75%) of the farmers had obtained
loans for their farm operations at least once while a small
proportion of the respondents about 25% (18) of them had not

obtained any loen for their farm operaticns.

5.1 Farmers' sources of Loan

Farmers obtained loans from three sources. These are
(1) formal sources (2) informal sources and (%) formal-

informal together.

Table 5.13 Distribution of respondents according to their
: sources of finance

ZONLS
Source of
Delta Delta Delta Total
Finance Central North South
Fre, % Fre, % Fre. % _Pre. %
Formal sources 5 33.0 4 21.0 = - 9 17
Informal sources 9 60,0 9  47.0 15 7% 33 61
Pormal and 1 7.0 6 32,0 5 25 12 22

Informal sources

Total 15 100 19 100 20 100 54 100
Sourcess. Pield data, 1995

Table 5.1 is a summary.of the distribution of the
respondents who made use of loan facilities (formal and
informzl) for their farming activities (operations).
According to the data, 75% of the respondents used loans for

their farm operations while 25% did not at =zll..
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Their major sources of farm loan were informal (61%),
followed by formal and informal combined (22%) and formal
(174) as can be seen in Table 5.1.

5.2 Pdtterns and Amounts of Loan Demand

The re;ative amounts of ;oans requested by borrowers from
formwal and informal loan sources are’ presented in Table 5.2.
For bbirowera from formal loan source, about 4.8% of them
demanded for loans of sizes between K500 and k1000 while about
42,9% sought for loans of sizes between N1001l and k6000. About
28,6% of the respondents requested for loans sizes of between
N6001 and W8000. Only 23.8% requested for loans of sizes
above N800l,

In the case of informal loan sources, about 22,2% of
the responden?s demanded for loan sizes of K500 and E1000,
while about 64.5% requested loans of sizes between H100l and
R6000. About 8.9% of the informal borrowers sought for loan
sizes of between E6001 and EB8000. Only 4.4% of the farmers
demanded.loans of sizes above H80O01.

From Table 5.2 it can be seen that many of the
respondents requested for small émouﬁts of loans from the
informal loan sources than the formal loan sources. In
comparison, 4.8% df the respondents requested for loan sizes
between B500 and K1000 from formal credit sources as compared
to 22.2% of informal loan sources. Also 42.9% of the
respoadents demanded loan sizes between H1001 and E600Q
from formal loan sources as compared to five percent of the

informal loan sources. Also about 23% demanded for loans
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of slzes between 6001 and NB0OOO from the formal loan sources
as compared to only 8.9% of the informal loan sources. While
23.85% of the respondents demanded loans of sizes above K8001
from the formal loan sources as against only 4.4% who
requested for the same loan sizes fromw the informal leoan

s30urces.

&

Table 5.23' Distribution of bdrrowers according to the
amounts of loan dewanded by sources of loan

Sources of loan

Loan Size

(K) - Formal Informal Total
Fre. % Fre. % Pre, 5%
500 ~ 1000 1 4,8 10  22.2 11 16.7
1001 ~ 2000 1 4.8 g 20 - 10 15,2
2001 - 3000 > 9,5 7 15.6 g 13.6
3001 - 4000 3 14.3 - 6 13,3 9 13.6
4001 - 5000 2 9.5 4 8.9 6 9.1
5001 ~-. 6000 1 4.8 3 6.7 4 6.1
6001 - 7000 3. 14,3 1 2.2 4 6.1
7001 - 800 3 14.3 5 11,1 6 9.1
Above 8001 5 25,8 _2 4,4 7 10.4
Potal 21 100 45 . 100 66 100

Sourceé PField data, 1995.

The mean loan size was N1886,00 for formal loan sources
while informal.loan source had a wmean loan size of N23%387.00.
In order to compére farmers who requested for loans

from formal, informal and formal and informal combined a

separate table i1s presented below.
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Table 5.3% Distribution of borrowers according to the amounts
‘ of loan dewmanded from forwal, informal and
formal and informal loan sources

Sources of loan

Lo?ﬁ)Size Formal Informal ?g?g?ﬁaf Total
Fre. %  Fre. %  Fre, %  Fre. %

500 - 1000 1 11.1 8 24,2 - - 9 16.7
1001 - 2000 1 1l.1 6 18,2 2 16.7 9 16.7
2001 - 3000 - - 5 15.2 4 33.% 9  16.7
3001 -~ 4000 2 22.2 4 12.1 3 25 9 16.7
4001 - 5000 - - 4 12,1 - - 4 7.4
5001 =~ 6000 1 11.1 3 9.1 - 2 4 7ok
6001 - 7000 - - - - 2 16.7 2 3.6
7001 - .8000 1 11.1 3 9.1 1 8.33 5 9.2
Above BOOL 3 33,3 - - - - 3 5.6
Total - 9 100 33 . 100 12 100 54 100

Source® ¥Field data, 1995.

The analysis showed that 22.2% of the respondénts
demanded for loan sizes of 500 and ¥1000 from the formal loan
sources. About 33,3% of them requested for loan of sizes
between N300l and K6000 while &¢4.4% of the respondents
demanded for loan of sizes between K700l and K800l or above.

Majority of the informallborfowers about 57.6% demanded
for loan of sizes between H500 and B3000. About 33.3% of
those borroweré who patronized informal loan sources requested
for loan of sizes between N300l and N60CO. While only 9.1%
of them sought for amounts between K7001 and K8000. None of
of the borrowers requested for loan of sizes H8001 and |

above.
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" About 50% of those who patronized both formal and
informal loan sources together requested for loans of sizes
between K500 and N3000. About 25% of the respondents requested
for loans of sizes bétween K3001 and N4000, also 25% of the
respondents who used both formal and informal sources of
credit demanded for loan of sizes between K600l and #8000,
No Borréwera of the formal and informal loan together
requested for loaq sizes of N800l and above.

It was observed from thé study thaf majority of the
borrowers (about 57.6%) who requested for loan from the
“informal sources requésted for loans of sizes between K500
and %3000 as compared with 22.2% for the borrowers of the
formal loan soﬁrceﬁ. Only 9.1% of the reépondents who
obtained loans from informal sources demanded for loan of
sizes between W7001 and WB000 as compared with 44.4% for
‘formal loan sources.

Majority of the informal borrowers demanded small amounts
of loan while.a minority of them demanded 1arge:amounts of
loan. In the case of formal loan source, a small proportion’
of the borrowers demanded small amounts of loan while a large

proportion of them demanded large amounts of loan.
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Table .43 Distribution of borrowers and average amount
- borrowed according to source

Average amounts
Number of Total amounts demanded per

Source of Loan borrower demanded (N) borrower (W)
Pormal - 9 191,000 ' 2,122
Informal 33 84,700 2,567
Formal and . o ) -
Informal 12 81,300 6,775

Total ' 54 557,000 ' 30,564
Source: Pield data, 1995

Average Amounts of Loan Demanded

Farmers wﬁo borrowed from the formal sources of loan
requested for the highest amounts of K21,222.00. This is
followed by formal and informal together (K6,775) while the
least amounts .are for those who borrowed from the informal

(¥2,567). The overall average across borrowers was N30564.00.°

5.% Amoﬁnts of Loan Obtained by the Parmers

fhe amount of loan obtained by borrowers from the
different credit sources aré presented in Table 5.5.
| Pobling:aqross sources, about 17% of the respondents
obtained loans of gizes ¥500 and N1000. A greater proportion
of the fespondents, about 68% however, got loans of sizes
between K100l and H6000 on g cumulative basis while about
'13% and 2% obtained loan amounts between B6001 and K7000

and between K700l and N80OO' respectively.
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No borrow from formal leoan sources and formal and
informal loan together obtained loans amounting to K2000 or
above. Infact no borrower from informal loan sources got
anything more than B6000. However, about 48.5% of the
informal borrowers obtained loans amounting to ¥2000. About
22.2% of the formal borrowers obtained loans amounting to |
§5000 while 77.8% of the formal borrowers obtained loans
amountipg to H7000. No borrowers obtained amounts of
N7001 and above,

About 45.5% of the informal loan borrowers obtained loans
amounting to H5000 while only 6% of them obtained loans
'amounting to H6000. Infact, no borrower from formal and
informal loan together- -obtained loans less than ¥1000,.
However, abdut 50%-0f thogse who borrdwed from formal and
informal loan fogetheg obtained amouﬁts between K100l and
¥3000 while 50% of them obtained amounts between N4001
and  H8000.
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Table 5.5 Distribution of dorrowsrs wscecording 1o the
- gaounits of loan obtained and sources of loan

Sources of Loans

Loan size ormal and

F
renge (B) Formal Informal "1, +0rmal Total
Fre. %  ¥re. %  Fre. %  Fre. %

500 - 1000 - - 9 27.3 - - 9 17.0
1001 - 2000 - - 7 2l.2 4 33.3 11 20,0
2001 - 3000 - 1 11.1 6 18,2 2 16.7 9. 17.0
3001 -~ 4000 - - 5 i15.2 - -~ 5 9.0
4001 - 5000 1 11.1 4 12.1 3 25 8 5.0
5001 - 6000 © 2 22.2 2 6.0 - - 4 1.0
6001 - T000 5 55.6 - - 2 16.17 7 13.0
7001 - 8000 - - - - 1 8.33 i 2.0
Total 9 100 33 100 12 100 54 100

Sourcesd Rield data, 1995

5.3.1 Proportionate zmounts of loan obtained per source

Of the total amaunts of loan obtained by borrowers as
presenteﬁ in Table 5.6, about 49.7%, 26.6% and 23%.7% were
supplied by informal sources, iormél loan sourceé and formal
and infprmal loan sources together respectivgly. It was
observéd that the informal loan sources gave the highest
. percentage, followed by formal loan and the least is the
forual and informal loan sources together,

As regards the average gmounts Cbtained per borrower,
those. who patronized formal loan sources, formal and informal
loan together and informal loan sources got E3778.CC,

#2525.00 and K1924.00 respectively.

»



| 71
The overall average across all borrowers was H8227.C0

per borrower.

Table %.63 Proportienate amounts of loans obtained per source

Alounts Percentage

Sources Number of borrowed of total Average anmount
of loans borrower (W) amount per borrower (H)
Formal 9 34000 26,6 3778

" Informal 33 63500 49.7 1924
Formal and
Informal 12 30300 23.7 2525
Total 54 127800 100 ga27

Source: Field data, 1995.
o

Regarding the adequacy of the amounts of loan obtained,
about 56% of the formal borrowers indicated that the amounts
they obtalned were adequate while 44% of -the respondents
indicated not being able to obtain amounts adequate for their
needs. PFor the informal borrowers, a smail percentage of the
borrowers about 30% indicated the adequacy of the amounts they
borrowed while majority of them indicated the inadequacy “
of_ _the aﬁount they borrowed.

This goes to support thergeneral belief that informal
lenders have insufficient loanable funds to meet the demands
of borrowers. A8 shown in Table 5.7 below, 50% of the formal
and informal loan recipients indicated the adeguacy of the
amounts they obtained while 50% of them indicated the -

inadequacy of the amounts they obtained for their needs.
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Pable 5.74¢ Distribution of borrowers accordlnb 1&»'
views regarding the adeguacy of dmounﬁ
obtained frowm different sources

Y

v

_ . Formal and Frrnl
Farmers view Formal Informal Informal ¢
Fre % Fre b Pre % Fre o

Adequate 5 56 10 30 6 50 21 39

Inadequate 4 - 44 23 70 6 50 33 61

Totul -9 100 33 100 12 100 54 100

Source: Field data, 1995

5.4 TPTregquency of Loan Demand

The more the number of times a farmer applies for loan
from credit agencies, the greater the cost of obtaining the
loan especially if it involves a farmer visiting the credit
agencles, It-is necessary that farmeré should muke & series
of appliqations if their loans are not granted, but when the
frequency of such applications ls increased, the cost of
obtaining the loan increases. |

Table 5.8 shows that 22,0%‘of the formal loan recipienté
applied for loan thrice beéfore it was granted to them. Also;
22% of the formal respondents applied for loans four times
while majority of the respondents about 56% applied for
loans above four times before loan was granted to them., The
study also showed that no loan was granted by the formal

loan sources at once or twice after applying.
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Out of 3% informal loan recipients, 20 of the
respondents applied for loan once -and their loans were
granted to them. About 10 of them applied for ldans twice,
while a very small percentage of the respondents (9%) applied
for loans thrice before being granted loans. None of the
informal loan recipients applied for loan more than thrice.

IA the case.ﬁf formal and.informal loan together about
33% of the respondents applied for loans once, 25% applied
for loan twice, about 17% of them applied for loans fou;
times before the loan approval was given.

Most informal loan recipients applied for loans once
before loan approval as opposed to none among formal 1ogn
recipients, While a sizeable percentage, (56%) of the
formal loan recipients appliéd for loans more'than four
times before their loan approval took place as opposed to
none in informal loan recipient.

Table 5.8: Number of times formal and informal loan

receipients appliéd for loan before their loans
were granted ' '

Sources of Loaﬁ
Formal and
Informal

Number of Formal Inforual Total
times .

applied for
loan in weeks

A

Fre. _% Fre. . % TIre. % Pre. g

Once - - 20 61.0 4 33.0 24 44 .4
Twice - - 10 30,0 3 25.0 13 24.1
Phrice 2 22,0 p) 9.0 ~ - 5 9.3
Fourth 2 22.0 - - 2 17 4 T4
Above fourth 5 56,0 - - 3 25.0 2! 14.8
Total 9 100 33 100 12 100 54 120

Source: Pield data, 1995.
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5.5 ‘Parmer Preference of Sources of Loan

There are some farmers who have preference for either
formal or informal sources of loan. A good number of farmers
preferred the formal loan sources to informal., On the
contrary, some farmers preferred fhe.informal loan.sourceé
to forwal loan sources. »

The study showed that 10 (19%) of the respondents
preferred formal sources of loan to informal sources of loan
while 44 (81%? of the respondents preferred the informal '

sources of loan to formal sources of loan.

5.5.1 Parmers' reasons for preferred
Sources of loan

Parmers who had obtained loans were asked to specify the
reasons why tﬁey preferred theilr choice of loan 'as indicated
in Table 5.9. Some of the reaéons given were that loan
source charge low interest rate, easy accessibility, no
collateral requirement, availability and flexibility of
repayment plan, }{$

Tab;e 5.9 beloﬁighows the percentar: distribution of
reasons.given. :;%l-

With respect %giinterest rate, abou! 56% of the formal
loan recipients gave prime interest to furmal loan sources
because of low interest rate charge, 5% ¥ the respondents
pre}erred the formal loan sources because of easy accessibility,
l?ﬁ of them preferred formal loan because »f availability
while 22% of the respondents preferred thii choice because

of flexible repayment plan.
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In the case of those respopdeqts who preferred the
informal source, about 2%loflthem indicated that they
preferred the informal sources of credit such as Esusu,
friends and relutives, social clubs and town's union because
they charged low interest rate, 30% of the respondents
indicuted this choice because of wmccessibility, 34% preferred
their cholce because there is no collateral requirement.
About 14% preferred the informal loan source because loans
are'usuaily available (availability) while 20% of them
preferred this choice because of flexibility of the
repayment plan including long loan duration.

Some of the respondents preferred both formal and
informal sources of loan. About 8% of the respondents
indicated low interest rate as their mgjor reasons, about
28% preferred these sources df loan because they do not have
to travel far to obtain a ioan (easy accessibility), 320%
preferréd this choice because there was ho collateral
requirement, about 14% of the respondents preferred their
chioice because loans were easily available while 20% of the
respondents preferred both types of loans becaﬁse of the
flexibility of repayment plan including long loan duration.

From the analysis above, the most important reasons
given Py thé formal loan re?ipients is low interest rate

(56%) ‘as against 2% for informal loan recipients while the

f
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most important reason given by the informal loan recipients
ls that there is no collateral requirement. About 34% of
the respondents gave this reason as against no response from
the formal loan source. fhe-least reason given by the
formal loan recipients is accessibility {about 5%) as
coﬁpared to 30% for the informal loan souxrce,

Table 5.93 Percentage distribution of farmer by reason
for preferring different sources of loan

Bourcee of Loan

Reasons for Formal and
preferred Formal Informal Informal Total
sources of ) '

loan P : 9 9

Fre. %  TFre. %  Fre. %  Fre. %

Low interest R '

rate 10 56.0 3 2 13 8 26 8
Easy 1 5.0 40 30 41 28 82 28
Accessibility

No collateral  _ . 44 34 44 30 88 30

reguirement

Availability 3 16,7 18 14 21 14 42 14
Flexible

repayiment 4 22.0 26 20 30 - 20 60 20
plan .

Sources: Field data, 1995.
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CHAPTER 51X

DETERMINANTS OF FAKMER DEMAND FOR PORMAL
AND INFORMAL LOANS

6.1 PFactors Affecting Loan Demand

A number of factors influenced farmers' choice of
lending esources, Table 6.1 shows how farmers responded to
the various factors influencing their choice of a lending
source, ‘

TPhe existence of many financial institutions in the
stuay area offers prospective borrowers alternative sources
fronw which they can rationally borrow. The need for
gselection is considered imperative because each lending
source. differs in its lending conditionalities and services
it renders to clients. Area of disparity between the sources
include interest rate charged, loan term/duration,
repaymenf arrangément; the amount of loan granted, method
of loan delivery, types of services offered, lending
policies and persuasion. |

The factors influencing the farmers choice of formal
and informal loans according to farmers' response include:
low interest rate, loén terg/duration, go0d repayment
arrangement, the amount ?f loan granted at a time, good
disbursement method, good services offered, good lending

pelicies, proximity of the lending source and persuasion.
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Table 6.1% Distribution of borrowers according to the
factors influencing the choice of a lending source

Loan Sources

Pactors Formal Informal Total
Fre % Fre % Fre - %

Low interest rate 20 29,9 3 1.6 23 9.2

Loan term/duration 3 4.5 31 16.9 34 13,5

Good repayment 5 7.5 30 16.4 35 13.9

arrangement ' ' :

The amount of loan

yranted at a time 11 16.4 10 5.0 21 8.4

Good disbursement .

method 5 7.5 33 18.0 38 15,1

Good services offered 3 4,5 24 13.1 27 10.8

Good lending policies 18 26.9 7 3.8 25 9.9

Proximity of the '

lending source . 2 2 42 2249 44 17.5

Persuasion - - 2 1.4 2 1.0

No reasons ' - - 1l 1.0 1 = 0.8

Sources PField data, 1995.

In chioosing their loan source, about 18% of the small
farmers gave prime attention.to the proximity of_;he lending
source, This factor gave the highest rank. This is
followed by the disbursement ﬁethod (15%), loan term/duratioﬁ“
and repayment arrangement ranked third with 14%.

The fourth factor is the services offered (11%). ©This
is followed by lending policies which gave 10% of the
recipienis, The interest rate charged ranked sixth which
gave 9%-of the loan recipients. This is followed by the
amount o{ loan grante& at a time (8%), The persuasion was

the leasF factor which formed one percent of the respondents.

H
|
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Proximity of the lending sources rénked highest
becszuse most ol the small-scale/rural farmers are not
wiiling to travel long distances to obtain loans.

TPhe farmer gave prime attention to the interest rate
charged because 1t was baae@ on their_understanding that
interest rate on loan represented the price of 1its
acquisition. |

Similarly, 14% of the respondents considered good
repayment arrangement as a choice criterion. Farmers detest
a situation which will lead to their being exposed as debtors
or loan defaulters, sued tolcourt, their property confiscated
or being banned from obtaining further loans due to
inflexible losan repayment plan. They therefore prefer
lending sources which théy are convinced, will keep their
transactions with them confidential. They also prefer locan
terms long enough to enable them pay back from the proceeds
of thei:'farms. The absence of meaningful moratoriﬁm period
'forceé into borrowing fronm sources (moétly informal)'costlier
than those of formal lending sources.

In considqring formal and informal on the basis of
these factors, it was observed from Table 6.1 that 23% of
_informal loan recipients opted for this source because of
‘the proximity of lending source. 8imilarly, 2.8% of formal
loan recipienté chose their sources while considering the
same faetor. Proximity of the lending source ranked first

in informel loan while this factor ranked eight among the

factors farmers consider in their choice of a lending source.
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About 7.5% of formal loan recipients took cognisance
of good disburseﬁent method while iB% of informal loan
. recipients recognizgd this factor. This factor ranked
fifth among the formal loan recipients while this sane
factor ranked second for informal ldan source.

Loan term/duration contributed to 4.5% of formal loan
beneficiaries, choice of their .sources and for 17% of
informal loan borrowers. This factor ranked sixth for the
formal loan while the same factor ranked third in the case
of informal loan sources. .

'Most formal borrowers, about 7.5% responded more
favourably to good repayment arrangement and 16% of
informal loan's customers did consider the same factor. The
factor ranked fourth for both formal and informal loan
.sources. Good services offered was given precedence by
4.%% of formal loan beneficiaries and 13%% of the informal
lendérs considered the same factor.

Good lending policies was accauntable for 26.9% of
formal loan's choice by their borrowers. The same factor
was considered by 4% of informal loan beneficiaries.

The data on Table 6.1 showed that about 29.9% of
formal loan recipients considered the level of interest rate
most before selecting their choice. Similarly, about two
percent of loan beneficiaries from informal loan sources

used the same factor as a choice criterion.
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A8 1lluatrated in Table 6}1, about 16.4% of formal loan
beneficiaries were most responsive to the amount of loan
granted. Similarly; about 5% of informal borrowers did
consider the same factor, This factor ranked third among the
factors considered for formal loan and ranked sixth in the
case of informal loan sources.

'About one percent of ihformal loan beneficiaries were
persuaded to obtain loan while none of the formal loan
recipients indicated jhis factor in the choice of a lending
source. Persuation is the least considered factors in the
choice of a lending sources among the factors which influenced
farwers in the choice of a lending source.

It could be gaid that, by considering the above factors,
farmers are stiness-inclined in thelr loan acquisition.
Bowever, the respondents' response to these factors varied )
according to lending sources. This was due to the difference
in their lending conditionalities as well as services offered

by these sources to their clients.

ik

6.2 Loan Terms and Conditions of Formal
and Informzl Loan Sources

There are certain loan;terms and conditions adopted by
formal and informal credit institutions in grainting loans
to farmers,

Tabie 6.2 shows the opératidnal suitability of lbans
obtained by small farmers 1ﬂ terms of the loan terms and

conditions adopted by financial institutions. These terms and
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conditions afe intereﬁt rate, amount of loan given, cost of
loan, grace period, duration of loan, collateral requirement,

distance travelled to obtain the loan, and filling-in of foras.

The percentage distribution of these terms and conditions

are given in Table 6.2.

a) Interest rates The various formal and informal lendexrs

fron which.the borrowers obtained loans charged varying
interest rates. B

From Table 6.2, the overall interest rate is 24% for
formal loan source as compared to 17% for the informal loan
source., This suggests that the formal loan sources charged
higher interest rate than fhe informal loan source except for

the money lenders who charged very exorbitant. interest rate.

b)  amount of Toan given: Ae stated in table 6.2, a total

of ¥11,766 was the overall amount of money granted to the
formal loan recipients while an overall total of E2,809 was

the amount given to the informal loan recipients. This shows
that the amount of loan granted to formal loan recipients

was higher than the amount granted to informal loan recipients.
This supports the assertion. that informal lenders grant small
amount of money to their borrowers which is inadequate to

their loan demand.
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¢) Cost of Loan (Cost incurred by farmers
In attempting to obtain loan

while negotigting for\fhe loans, farﬁers spent money
on transportation, feeding while in transit, passport
photographs for themselves and their guarantors, tips,
photocopying and other items. The more the amount of money
spent on these iteus, the iess the real amount borrowed.

In Table 6.2, is presented the amounts spent by the
recipients of the forumal and informal loan sources. The
survey shows that the largest percentage of the formal loan

recipients spent eight hundred and seventy-nine naira (879.00)

" in the course of obtaining the loans while the informal loan

reciplents incurred two hundred and seventeen naira (217.00)
to secure their loans. As expected the heavier expenses
were incurred by formal loan recipients partly'because of

the relatively longer distence they had to travel.

d) Grace Period: This is the years or months a financial

institution gives a borrowergbefore loan repaymént is done.
It is also called the moratorium. The grace period is 3
months with the formal loan source as compa?ed to 2 months
with the infprmal loan sources.

The overall grace period for the formal loan recipients
was 3 years while that of the informal loan source was
2 years. This shows that the formal loan sources gawe a

longer grace period than the informal loan sources.

Ml o g b AL R AR Sn s e d i o
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e) Duration of Loans The operation of a loan source by

.small fermers depends on fhe peried or time the farmers
are expected to repay the borrowed money. The longer the
duration of loan the better it is for the farmers to repay
their money. |

From Table 6.2, it is found that the overall duration
of a loan is 7 years for the formal loan source as compared
to 14 years for the informal loan source. The study
re}ealed that informal loan sources allow a longer period
for repayment than the formal loan sources.

Loan duration might influence }epayment ability of
the farmers by enabling them take advantage of price
variations usually associafed with time of harvest and
loan periods, if enough time is given to plan sales of
produce overtime. -

f) Collateral Regquirement: Financial institutions of

any catégory are Io humani}arian organigations and would
not accept nor tolerate tppal losg of their money whenever
they make loans. For this reason, they usually require
thieir plients to provide one form of seourity or the othex
for loans granted themn, ?be security accepted, which in
most cases are intangible assets and tangible assets vary
from one financial inatit?tion to another.
 Table 6.2, provide information on the types of collaterals
financial institutions (formal and informal) were allowing
farmers to plgdge before loans would be granted them, The

farmers took into consideration the nature of these



do
collaterals before using a particular source of loan.

It is indicated that the formal lenders wanted their
borrowefs to pledge -such assets as stock and share, personal
guarantee/surety, livestock and crops, land and building
while the informal lenders. wanted their borrowers to pledge
farm produce and at times they borrowed to farmers without
security (that is no security).

Froum the analjsis, it appears that farmers would
prefer to operate with the informal loan source because of
their mild collateral requirement which they can easily
atford as compared to the formal loan source which required
such gssets as land or building which the }armers cannot
easily afford.

¢) Distance travelled to obtain Loan: The distance between

a farmgr's house and a loan source can influence his
patronage and as such the volume of loan that can be obtained
from the source. The distance in this study was taken as
the arithmetvic mean of all distances from the farmer's
home to the institutions'he obtained loan from whether
formal and informal loan sourceé, .

| The distance between a farmer's home and a loan soﬁrce
can act as a hinderance ﬁo the use of such loan sources if
ihe distance is too far,

The findings showed that formal loan recipients had an

average distance of 9kms as compared to 3kms for the

informal loan source. The relatively short distance for
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informeld loan reciplents cnn'ba explained by the fact ihat
moat of them (&9%) lived less than 2kms away from their
informal lenders as against 50% for formal loan recipic.::.s
and their various institutions. The nearer the loan
institutiog to the farmers' home, the lower the expenses the
farmers are likely to incur‘in transportation. Also, where
the farmers' home is close to the loan institution, the Trisk
of carrying ioan money to and from the institution is reduced.

The implication of this finding is that the distance
covered by farmers on the average when multiplied by the
frequency of'visits made by these farmers to the loan
ingtitutions, increase the cost of transportation,

On the distance from the nearest bank to the respondents,
the study showed thut the average distance from the bank to
the respondents was 9 kilometres. The longest distance of
9 kilometres was recorded for the formal loan sources. It
was becaluse there were no banks in some of the rural areas

especially the remote villages.

h) Filling=in of Formss The application procedure for

loans in the informal market. is quite simple. The borrower
talks persoﬁafly to the lender about hié financial needs.
There are no forms to fill out, no interviews to complete,
no references to submit, and no land titles to present.
Since the lenders and the borrowérs know.eacﬂ other, the
borrower asks for loan directly without preliminaries
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and the lender usually accepts or rejects the request
imsediately. The field survey revealed that 70% of informal
borrowers received the logP the same day it was solicited
and 30% from two to five days afterwards.-

In the case of institutional loans, application
procedures varied among lenders but some form of commercial
bank procedure was adopted. Borrowers went to the office
and answered guestions, submitted by secretaries, then
he is filtered passed through a number of officials before
finally reaching a loans officer or bank manager.

Nearly 99% of the formal loan recipients indicated
that they filled an application form and that the procedure
was tedlious, complex and complicateq.. They revealed that
the formal lending sources asked them to present a series
of forms such as statement of financial condition, tax
records, landltitles, references, and co-signers.

Neérly all informal loan recipients indicated that
they did not fill any form before a loan was granted them.
1t was in form of verbul discusslon or application to

their lenders and approval was made immediately.

A
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Table 6,23 Distribution of respondents according to their
view about operational suitability, loan terms
end conditions of lcan sources

Operational suitability indicator

Loan . Amount Cost Duration

sources Interest of loan of Grace -of loan Distance
ey o peried gy trayelied

Formal 24 11766 879 3 1 | 9

‘Informal 17 - 2809 217 2 14 3

Total 41 14575 1096 5 - el 12

Sourcet Fileld data, 1995.

6.3 Operational PFPactors in Formal and
Informgl Loans

Methods of operation of both formal and informal loans
were investigated and analysed in ordef to determine, among
other things, their conditions and terms for granting loans.
Knowledge of these issues 1s important in assessing the

overall performance of loan institutions.

6.3.1 Criteria for granting loans

The informal ienders gave loan to anybody that was ready
to do small scale farming (farmers with holdings between
one to five hectares and livestock unit of not more than
1000 farm animals) and was not above 65 years. The formal,
on the other hand, gave loans to genuine farmers and groups
of farmers e.g. cooperatives.

For the formal loans, aﬁ applicant must have enqugh
éuitabie land for the project aand in case of poultry,

facilities to take additional stock. The project for which

3
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the loan is sought must be commercially viable and should be
able to generate enough fundg to repay the loan.. In gddition,
formal loans require the applicant to produce three yearé'

tax receipt.

In both formal and informal loan sources, farmers apply
for loan in person. For the formal loan, the farwers must
be identified by the field staff in-charge of his/her zone.
For formal loan, application and sometimes filling the
application forms, the farmer is interviewed by credit
officers to got information on such things as the size of his
farm, énd_the type of farming (crop production, animal
husbandry, etc). )

The farmer, after this interview, is issued with loan
forms, including the guarantors' forms. For ¥he formal,
completed forms may be returned to the-éonal offices. The
forms are then thoroughly écreéned and successful applicants
igsued with lcans.

Informal loan operation is not complicated iike the
formal loan operations described above. Infqrmal loans ére
made directly to the farmers by the lenders in areas where
individual farmers are gulte familiar with and confident
in one another. The lenders know the borrowers and can tell

feirly well their integrity. The Informal lonn doen not

byl e BabBHEdYE gqipdluablon Llike Lllling-ln of forwg but
rather it is simple and involves the lenders and the

borrowers.,
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6.4 Securities Acceptable to Financial
Insgtitutions 7

The following types gf secupities aﬁe acceptable ta
financial inetitutioni- s%bck apd shares, personal guarantee/
surety, livestock and croés,lana lanq and building.

The data in Table 6 é'revaaled that 174 of formal
lenders accepted stock and share as securitles from farmers
before loan was granted, Thirty seven percent of the
respondepts accepted peysgnal gparantee/surety as securities
for loarn, three percent agoepted livestock and crops, 43%
accepted land and buildLng aB securities while 19% of the -
informal lenders acceptqdwpersonal guarantee/surety as
securities for loan, 26% aocepted livestock and crops, 1ll%
_accepted land and bu11d4ng whilﬂ 44% of the informal
respondents indicated that ‘they could give loan without any
security. None of the anormal lenders requlred stock and
share a8 security while nona’ of the formal lenders allowed
farmers to obtain loan without gecurities,

| From the table, 44% of'tﬁe survey ipformal lenders
granted loans to borrowers ep trust. This day be as a fesult
q} knowing the borrowers very Qél} by the lenders before

loan is procured. About $9% of  the respgndents accepted
personal guarantee/surety, 26%'aogépted livestaock aﬁd crops

s securities. The crops ugad as securitiep.ére moéfiy
Free crops like o0il palm, o&conut kolanut.' Also ll%lof

Fhe respondents accepted Iand and 0u11d1ng as securities.

'
l
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The magnitude of securities by the informal lending agencies
is proportional to the amount of money granted as loan., In
other words, the greater the risk involved in their business

the more securities to off-set the loan in case of default.

Table 6.,3% Distribution of. respondents by collateral
required by formal and informal lenders

Sources of Loan

Sgéi?ig;git Formal  Informal rotel

Fre %  PFre % Fre %
Stock and share 5 17 - - S 9
Personal guarantee surety 11 37 5 19 16 28
Livestock and crops 1 3 1 26 8 14
Land and building 13 . 43 3 11 - 16 28
No secgrity - - 12 44 12 21
Total S 30 . 100 27 180 57 100

Sourcet Field data, 1995

6.5 Loan Terms

Depending on the nature of the project, the loan granted
to swmall farmers may be loﬁg term, medium term and short
term loan. .

The duration of loan also determines the interest to be
paid on the borrowed money, the interest may be lower or
higher. A farmer considers the type of loan to take which
will enable him or her to repay at the expected time without

borrowing to repay the borrowed amount. 'So a farmer needs to
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borrow and plan the period of.repayment to meet up with
the agreemént.

-In this study, short—term, medium-term and long-~term '
loasns are defined as those loans covering less than one year,
one to three years and above three years, respectively. On
the terms of loan glven, the study showed that 89% ol the
formal lenders gave short-term loans while 11% gave medium-
term loans. About 36% of the informal lenders gave short-
term loans, 55% of them gave medium term loans while 9%
gave long-term loans. None of the formal respondents gave
long-term loans. |

On the small farmers side, about 57% of formal loan
recipients were granted short-term loans as compared to
11% for informal loan recipients, about 29% of formal loan
recipients received medium-term loan as agéinst 56% for
informal loan recipients. While only 14% of the formal loan
recipients were granted long~term loans as compared to 33%
for informal loan recipients.

The study showg that more farmers.were granted short-
term‘loan by‘fdrmal lenders than informal lenders while more
farmers were granted medium and long-terms loan by informal
lenders than the formal lenders..

The implication is thatlthe greatest percentage of the
farmers who were granted short-term loans could afford the

lenders the opportunity of increasing the volume of their

E
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busine:s since the loans granted to individuals were made

use of und returned in a short time. PFor the medium and long

terw louns, & lower percentage of the farmers was due to the
fact that the loan granted'was tied down with the customers.
This had an effect of minimising the voluae of tfansaction
znd hence the level of profit.

Table 6.4% Distribution of respondents according to
terms of loan .

Source of Loan
!

Financial Institution

. R _ ~ )
%ggﬁ 01 ' Side Farmers' side

Formal Informal Total Formal Informal Total

Fre % PFre % ¥Fre % Tre % PFre % Fre [
Short-
term loan 16 89 8 36 24 60 12 57 5 11 17 D6
Medium-
term loan 2 11 12 55 1¢ 35 6 29 25 56 31 47
Long- o
terw loan - = 2 9 2 D 3 14 15 33 18 27
Total 18 100 22 100 40 100 21 100 45 100 66 100

sourced  PFleld duva, 199H,

On thelduration of loan granted to'small farmers by
formal znd informal loan sources, the study showed that 674
of the formal lenders gave a iban period of 1-6 months, 33%
of them gave a loan period of 7-12 months. None of the
forwal loan sources gave & loan period above i2 months.,

In the case of informal lenders, 45% of them granted a
loan period of T-12 months while 55% gave a loan period of

13-24 wmonths. None of the informal lenders gave =z loan
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period of 1~6 months and loan period above 24 months,

Table 6.5 below showed that 8l% of formal loan recipients
interviewed were allowed to use loans for period between 1
and 6 months. About 19% of the borrowers used formal loans
for a period between 7 and 12 months. No farmer was allowed
to use formal loan for a period exceeding one year.

In the case of informal loan, about 9% of the respondents
were aliowed to use loans for periods between 1 and 6 months.
A wmajority of the farmers about 60% were allowed to use
informal loan for periods between one and two years, while
the rest of the borrowers (7%) were given periods exceeding
two years. Informal lenders allow farmers the use of their
loans for longer pefioda than the forﬁal lenders. In this
particular case, aﬁout 31% of informal loan recipients were
allowed periods longer than one year as against none for

formal loan sources.

Table 6.5% Loan duration of formal and informal loan sources

Duration of Sources of loan

loan (months) Formal Informal Potal
7 Fre % Fre % Fre %

1- 6 17 81 4 9 21 32
7 - 12 4 19 217 60 31 47

1% - 24 - - 111 24 11 17.
More than 24 | ~ - 3 7 3 4
Total . 21 100 45 100 66 100

Sources PField data, 1995.
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6.6 Intarest Rates

The interest rates-represent the interest charged for
the use of loans by lenders. The interest isvamount of
mOne& charged on loan borrowed during a farwing period. It
is expected that smaller amounts of loans will be obtailned
by farmers if the interest rate is high and low interest
rate would attract borrowarébto obtain low amount of money.

A-majority of people who expected loans from formal
sources to bear low interest rate may contradict the fact
that farmers borrow at very high.interest rate from money
lenders and trader merchants. Even witﬁ the formal mode of
interest rate charge, rural farmers tend to boriow from
informal lenders which bear high interest rate.

The various credit institutions from which ihe borrowers
obtained loans charged varying interest rates. Iiesented
in Table 6,6 are the ranges of interest rates at uuich
farmers bbrrowed according Fp formal and informal iources.

About 29% of the respondents preferred 0-5%, vaile
nearly 9%, 36% and 1l% wanted the lending institut:i.us to
charge them 6-11%, 12~17%, 18-23% respectively while only 15%
did not mind interest charge above 23%., Aboul 48% o:' formal
loan recipients paid interest rates between U and 54 .3
compared to 20% for informal loan sources., jlso 14% + the
formal loén recipients preferred to pay the .1.srest ; te
ranging from 6-11% as compafed to only 7% for :aformal .oan
recipients, The highest percentage of thé forail loar

reclipients wanted to borrow at interest rates 1 :tween ( -5%

\



Go

while none of the farmers wanted to borrow at interest-rate
above 23%.. The highest peydentage of the informal loan
recipients about 40% preferred interest rates between 12wl7%.
while g'proportionate percentage of the informal loan
receiplents wanted to borrow even at interest rates above
23%. The observation that a majority of the respondents
(abogt 48%) expected loans from forﬁal sources to bear
interest charge between 0-5% may contradict the fact that
faruers borrow at very high interest rate from money lenders
and trader merchants..

The low interest charged by the formal credit
institutions could create a situation where thé demand for
farm loans will exceed the supply, thus resulting to loan
rationing. This inevitably places the small farmers at a
disadvantage and~gre'u1timately forced.to borrow from the
money lenders and tfadqr/merchants at very high interest rates.

In addition, commeféial banks have not been known to be
large sﬁppliers of funds to the rural areas. Their efficiency
in financiﬁg agricultural projects is marred by their
concentration in the urban areas and their stringent collateral
requirements. Even with fhéif moderate interast charge,
these defects spell huge coéts for the rural rarmers and tend
to direct them to the informal loan sources be:tring high
interest rate., ‘

This arguement is supported by the fact thit only 17%

of the respondents had applied for commercial Y:ans.
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Table 6.6% Distribution of the respondents according
to preference of interest rates

Hanges of Sources ol loan

interest rates

3 Formal _ Informal Total
Fre % - Fre % Fre %

0 - 5 10 48 9 20 19 29
6 - 11 3 14 s 7 6 9
12 - 17 ' 6 28 18 40 24 %6
18 - 23 2 10 5 17 11
Above 23 . - — 10 22 10 15
Potal 21 100 45 100 66 100

Sources "Field data, 1995.:

Table 6,7¢ Distribution of respondents according to their
view about interest rates paid

Sources of loan

hesponse about

interest rates Formal . Informal Total

Fre % Fre % Fre %
Too high - ~ 10 22 10 18
High - 5 24 23 51 28 31
Moderate 10 - 48 9 20 19 35
Low 6 28 3 7 9 16

Potal 21 100 45 100 66 100
Sourcet Fleld data, 1995. ' '

The data in Table 6.7 show the views of the respondents
about the interest rates chérged them by lenders, About 73%
of informal loan recipients complained of high interest rates,
while only EQ% considered tﬁe interest they paid as being
moderate. However, about 7% of the borrowers from informal

loan sources considered the interest rates they were charged
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as being very low. This is the interest charged by friends/
relatives while the high iﬁterest rates are those charged
by woney lenders.

In the case o0if formal loan recipients, none of the
farwers complained of very high interest rates. About 24% -
of the respondents complained of hiéh,interest rates while
about 48% considered the interest they paid as being moderate.
About 28% of the formal 1dan recipients considered the -
Interest rates as being low.

From the analysis it is found that 24% ot the formal
loan reciplents complained of high interest rates as compared
to u high percentage of 51% for the informal loan recipicnts
while 28% of the formal loan recipients indicated that the
interest rate is low as compared to 7% from the informal
loan recipient. .

Some af the respondents explained that they had to
borrow from informal sources such as money lenders because
_ of the relatively large amounts of loan given on request and
the fact that they are always ready $o give., The interest
charged by friends/relatives were considered moderate and low.
This is understandable considering the intimate relationship
existing between the lender and the borrower.

The interest rate charged by the formal lending
agencies ranged between 11% and 28% while that of informal .
loan agencies ranged between 3% and 60%. The total interest

rate charged by the 24 formal agencies interviewed was 21%
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while that of informal loan agencies was 29%.

6.7 Processes/Condition for'Granting Loans
by Forumal and Informal Lenders

On the conditions for granting loans, the following
conditiéns might hold for the formal lending agencies: the
applicant must have an account with tné bapk, the applicant'
must contribute a percentage of the total loan needed, the
applicant must have adequate collateral, must not have
questionable credibilit&, applicant must not be seen as
arn absentee farmer, ‘

The following conditions held for the informal lending
agencies in granting loan to farmersi: the applicant must be
| a mewber of the organisation, the applicant must contribute
the percentage needed, the applicant must have adeguate
collateral, the applicant must be fawmiliar with the lenders,
thé applicant must be in well known localities, the

personality of the applicant must be known by the lenders.

Table 6.8¢ Conditions for‘granting'lqans by férmal lenders

Conditions - Formal Loan
‘Fre %

a) The fermere must have an account with

the bank 10 26
b) The farmers must contribute a '

percentage of the total needed 5 13
c¢) The farmers must have adequate collpteral 14 37
d) The farmers wmust not have adequate

guestionable credibility 8 21
e) Others 1 3
Total 38 100

Sources Pield data, 1995
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Tuble 6.9% Conditions for granting loans by informal lenders’

" Informal Loan

Conditions _ : .
: L , Fre %
. a) The farmer must be a member of the
‘organisation ‘ 11 o 12
b) The farmer must contrlbute the _

- percentage needed o2 T 13
¢) The farmer must have adequate = i ‘
'~ collateral ‘ . " 5 5
d) The farwer must be familiar with . o

the lender: 17 18
e) The farmer must be in well known / '

localities ’ S 15 __16
f) The lender must know the farmers and :

can tell fairly well theix integrity 16 17
2) The farmer personellty must be known' 18 19
Total : , 92 100

‘Source’ Pield data, 1995

The study shows.ihat 26% of the respondents insisted |
that the apblicant must have an accouet with the bank, 13% .
of the formal respondents insisted that the applicant ﬁust‘
contripﬁte 85% of the totelﬁcreait required, 37% insisted
that applicant must have adequate collateral, éi% indicated}
that the applicant must not hdve questlonable Gredlblllty,
Whl e 3% requlred that applicant must not be absentee farmers.

In the case of informal loan sources, 12% of the
eepondents ingisted that the applicant must be a member of
thv organisation 13A insisted that the applicant must
contribute the percentage of the total amount of loan needed
b# insisted tnut the applicant must have adequate collateral

18% indicated that the applicant must be femiliar with the
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.- organisation. Equally 16% of the.rgépondénts insisted that
.the gpplicant mqst be in well known localities, 17% requested
that the lendér must know the farmers and can tell fairly
well their integrfity while 19% of the respondents insisted
that the applicant's personality must be known.
fhése conditions ﬁardly'favoured gemgll gcale farmers
-because even the land they farm‘was‘faqily land which none
of'éhem could easlly obtain certificate of occupancy for
needed before financial ;nstitutions can acbept.it as a
cﬁllateral. In addition, if =z farmér.could obtain 85% of
his loan requirement, he might not ader it necessary to

obtain loan from the banks.

6.8 Results of Regression Analysis

The test ol the factors influencing swall farwers'
dew:od for formal  aud Inlormul lovalo waw conduotod, The

vowulin of the Loot arv vhown ln Lhe equutlon below.

’

6.8.1 Estimated models of lcan demand

Regression analysis was conducted to estimate Cobb-
Douglas functional form within the framework of two distinct
data setss

- data set I (data for formal loan only)
- data set II (data for informal loan only).

Iﬁe estimated Double logarithmic ‘function (Double log)

model for the formal data isi-
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it

Bguation I¢ log Y 7.313456 + 3.53342510g1tm
(2.38326)

- 0.4909128logI * + 0.83946310gF *
(1.46516) (0.26393%)

+ 0048765510g0p¢ + 0.26702%351logT*
(0.13%326) (0.01877)

0,10666761ogM, *-
(0.52651)

ke = 60

™

()
E'I

logarithmic values

[

standard error of coefficient
0.90366.

f

The regression line gave a coefficient of multiple
determination (RE) of 60% or goodmess of fit to the true line.
This implies that, the six explanatory:variables expiained
60%-of the Y (formal loan) variation.

The model, explained 60% of ?he variation in formal loan.

Parm size, operating expenses, and-technology céefficients
were significant at the 5% level whereas interest rate, income
and membership of savings group were nct significant at 5%

A level of confidence. _

The model for. informal data is!

Equation II¢ log Y = 5.741753 - O. 165092410gI

(0.28544)

- 0, 468730210gI +
(0.61726)
0. 5522898100F +
(0.13950)

0. 542048210g0
(0.21020)
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0,1%120210gT*
(0.08734)

+ 0.82284871ogh*

(0.38498) b

K° = 48

# Logarithmic values

( ) standard error of coefficient
F = 4,07578

The model above .expléined 48% of the variation in
loan of informal credit. Interest rate and income
coefficients were not significant whereas farwm size,
operating expenses, technology and membership of savings
group coefficlents were significant at the 5% level of

contidence.

6.9 . Discussion of Regression Coeffitients and
thelr Statistical Significance

For the two regression equations, the coefficients of
multiple correlation (Rg) wefe 60% and 48% for data set I,
and data.set II respectively. These percentages showed
that the proportion of observed variability (in the volume
of loaa demandedJ'exylained by the combined effect of the
independent variables is greater for data set I than data
gset II, However, the est;méted functions are good fit for
according to Nwoko (1989), as long as R® is up " to 40% .
the regression will be good fit at 10% or 5% confidence level,

The F~value of 4.08 for data set II {informal loan
regregaion) was significant at 95% level of confidence and
thus indieate a strong influence of tue six independent

variables om the volume of Ioan demended (Equatiom TI).
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while the F-value of 0.90 for formal loans was not significant

at 95% level of confidence and thus indicate a weak influence

of the 6 independent variables on the volume of loan

demanded (Equation I).

Table 7.108 Results of 6 independent variables related to the
demand from formal loan by small farmers '

Varisvles Gofreitithie ervors tValues LTiTielCance
I, 3.533425 2.38326 1.483 NS

I ~0.4909128 1.46516 0.335 NS

Py 0.8394963 0.26393 3.181 0.05

0, 0.4876557 0.13326 3.659 0.05

T 0.2670235 0.01877  14.226 0.05

My 0.1066676 0.52651 0.203 NS

Degree of freedom (df) = 8

pd

a = T.313456
Po= 0.903%66
KS = Not signiricant beyond 5% level of confidence
Sourcet Computed from field data, 1995
PTable 7.3 Hesults of 6 independent variables related to
the demand from informal loan by small farmers
P ‘Regression Standard Level of
Varlables coefficients errors t-values significance
It «,1650924 0.28544 0.578 NS
In ~0. 4667302 0.,61726 0.759 Ws
Fa 0.5522894 0.13950 3.959 C.05
Op £.5420482 0621020 L 2.XbE 0.05
T G.1312021 0.C8¥54 1.502 0.5
M 0. B228467 0. 28498 2.137 P05

-



Degree of freedom (df) = 32 .

R® = 0.48469

a = 5.741753

P o= 4.07578
NS = Not significant beyond 5% level of confidence

Source$ Computed from field data, 1995.

6.10 Discussion of Parameters

The parameters of the significant independent verliables

used in the analysis are now discussed in greater deal.
1) Farm size (FS): Farm size was a significant variable
for both formal and informal loans and it had a direct
relationship with the volume of loan demand for the two loan
sources. Its significance might be due to the fact that for
most farmers in the study area farmland was a limiting
resource., Some farmers leased land during the study period.
Such that the. volume of loan demanded was influenced by any
change in farm size.

| Th9.implication is that as the farmers becanme more
interested in farming thus spending 'more and more in it,
‘the farmers need for loan increased.,
2) Oporating Lipenses (Op)s Ilor both forﬁai and informal
loan sources, the cost of rﬁnning the farm (for buying of
inputs, hired labour) is positively corrviated with the
volume of loan demanded. This result ws: expected. As most
of the reépondents had farming as their .1ain occupation, an
increase 4in farm inputs costs did not privent the ifarmers

from making use of these inputs hence tt : demand for more
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'ldan‘tb purchase them. This factor is; 31cnificant for both
forual and informal loans.
) Degree of_Usage of Modemn Technology (T): The regression
dbefficients‘of the' two sources of loan were significant. ...
The positive sign of this variable for the two sources of
loan indicates that an increase in the number’ of modern farm
inputs used lncreased total farm costs and hence the volume
of loén needed to pay for thése iﬁbuts. This result is
comsistentxwi%h the real life situation.’
4) Membership of Savings Group (Mb): Membership of
savings group is a very strong detemminant of fhe amount of
-éfadit demanded by farmers from loan sources: The marginal
‘contribution of membership group to the volume of credlt
demmnded for informal 1oan is+both positive and 51gn1ficant
" while that for formal loan is negative and non—signlflcant.
This means that it is easy for a farmer to borrow from an
organisation.

he explanation Tor the positive sicn-of‘this

.Vallﬂble for informal loan mlght be that there is an
informal organisation rullng, that 1t is only members.that can
bprrow_certaln amounts or gbove such amounts. Farmers therefore
g0 in for loans in any oxganlsatlon where they are members to
:help flnance their farm- proaects. This factor-was hoyever not

aignlfmant for formal loans. Members are under no obligation to borrow if

they do mot want to.. This factor also gave a negative sign
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for the formal loan. .The forwal farmers are not allowed to
borrow from any informal 6rganisat10ns since they are not
. members, Even though they are allowed to borrow, it is not
easily accessible to thewm and the interest would be higher

. than the 1nterest they charge members.

6.11 Testing of Hypothesis

two kinds of statistical techniques were employed in

testing the null hypotheses versus the appropriate alternatiies;'

Lot

Hypothesis I

1) Student's t-testi- This was employed in testing

.hypotheéis one,

The result of the test.showed that calculated t at 5%
and 10% levels of confidence is greater'than the tabulated t .
t calculated =_3.621 while the tabulated t with 40°
aegrees of freedom at 5% and 104 confidence levels are -
2,021 and 2,704 respectively.. | '
Theyéfore the null hypothesis is rejected'meaningifhat
. there is highly significant difference in the mean amount
of loan oﬁtained from'formal and informal sourceé of ;oan
among small farming pﬁuseholds. That is, the difference
(2, - 12).13 signifiégnt. The sample means of formal loan
 source and informal loén source is significant.

Hypothesis II

PR

This hjpothesis was tested by comparing formal and
informal loans on the basis of their loan terms and conditions,

The operational suitability of loan source was examined on
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the basis of interest rate charged by formal and informal |
loan sources, awount of loén giyen, cost of loan of each
seurce, grace period, duration_ofhloaq given by each loan
.source, collateral requirement and distance travelled to each
loan source. _

The studyirevealed that the overall ihtérestﬂréte is 24%
for‘formal‘loan_as compared to 17% for the informal‘ioan.as
it was contained in Table 6.2. The'study showed:fnat the
overall interest charged by the formal loan sources was
higher than the informal loan sources, . The étudy also suggests
that the ipformal.lenders grantbsmall amount of money to their
borrowers than the formal lenders. In terms—of'épst of loan,
the study shows that heavier expénses were incurred by formal -
loan recipients than their counterparts partly because of the
relatively loﬁger distance they had to travel. The study also
reveals that the formal lenderg gave a longer grace period
than the informal lenders. S Ca
It is indicated that the formal lenders want their
borrowers to pledge such assets. as stock and shgré, pgréonal
guarantéé/surety, livestock and crops, land ard buildihgs
while the iﬁfo;mal lenders want their borrowers to pledge
farm produce and at times they do borrow to farmers.without

security.

Iy
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~

From the anaiysis of.colléteral requirement, many
farmers would prefer-éo operate with the informal loan
sources because of their mild collateral requirement which
thiey can easily afford as'compared t0 the formal loan sources
which required such assets as land, building which the
farmers cannot easily afford.

The data on Table 6.2 shows that formal loan recipients
had an average distance of- 9kms as compared to only 3kms
for the informal loan source. The analysis above suﬁports
tﬁe reésona why many small farmers obtained money from the
infqrmai loan sources. This is.beCause the operational
proced&re of tne.informal loan sources is quite simple and
mild. The for@al and informal loans were compared in terms
- of opefational ponveniences. The resylt revealed that the
informal loan sﬁurces have fair and-simple opérational
procedure than the formal loan sourceé.' In other worﬁs, the

formal loan sources have complex and complicated

operational procedures.

o
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CHAPTER ShVEN

SUMMAKY ; RECOMMENDATIONS AND CONCLUSION

7.1 Summary of Findings

This study was designed to gnalyse and explain the
-determinantg of demand for formal and informal credit by
'smail-scale farwers in Delta State.

The study examined the relative ‘accessibility, proximity,-
louzn tgrms/conditioqs,‘cultural elements and cémmunity- '
griented factors of small farmers' demand for forumal and
informal. loans. | |

The three agricultural éones of Delta State were surveyed.
A random sample of six (6) local government areas was made?
two from each agriculturél zone, A_sarvey of 72 farmers,
24 formal and 24 informal lending agencies were selected to
determine the factors influencing small farmers demand for
formal and infgrmal loans, -Both grimary and secondary'dafa
were analysed. Primary data were based oﬁ ; set of {
structured questiohnaireé gdministered to randomly selected
farmers, informal loan agencies and formal loan agencies.
Secdﬁdary data were obtained froh Céntral #énk of Nigerié
Annual Report and Statement and financiallfecords of the
selected formal and informal loan agencies. |

The data analysis was done by using tables, simple
averages, percentage and multiple regression to examine and
compare the factors influencing small farmers demand for

formwal and informal loans.
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Two seis of data‘were generated and two-_regressions
:were run for the formal loan (Déta set I) and informal
~loan (Data set I1). 7 _ ‘ .

‘ Four functional forms were éestedi the ordinary linear,
semi-logarithmic, double-iogarithmic and exponential forns,
‘The dbuble'iogafithmic form wgs adobted because It had the
nighest R2 value and showed many statistically significanf
variables._ | _ |

The respondents had farm gsizes which ranged from 0.1
hectare to 5 hecfares. The major source of farmland for
small farmers in the study area. was family land{' Théfefore,

it would be very difficult for éhe farwers to use land'as a

n

colléteralo p

Majority of the formel loan recipients (about 55.5%)
earned farm income of between N1001 ahd K5000 as against
63.6% for informal loan recipients wﬁile 44.4% of the formal
loan rgéipients had' farm income of between NT7001l and leOOO
as compared to 33.4% for the informél loan recipieﬁfé. . The,
study revealed that'forma; loan recipients eafﬁed moré,farm
income than the informal lﬁan recipients."‘

Tw6 main sources of finance were identified and grouped
under- formal and informal sources of loan. The study showed
that 17% of the sempled farmers obtained their loans frowm
fofmal loan sources. Informal loan sources on the other
hand: accounted for 6l% of the sampled farmers. About 22%
of the respomdents—dbtained their loa@s from both formal and

informal combined.

e
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The amount of loan reguested from the formal loan
sources ranged from 500 to ¥B001 or above while, the amount
of loan demanhed from the infprmal sources of lcan ranged

from %500 to NB0OOO. The study revealed that formal loan

recipients demanded for the highest amounts of loan, thle
the ieasr amohnt was demanded by the informal ;oéhiiecipients.

As regards the amount of loan obtained by respondents
-from loan sources, it was. observed %hét the infprmal ldan
sources gave the highest percentage, followed by formal
loan source and the least is the combined.formal and informal.

.The study revealed that the formal‘lenders‘wanted-theif
borrowers to pledge such assets és stock and share, personal
guarantee/surefy, livestock and crops, 1and and buildings
while the inforhal lenders wanted their ﬁorrowefs to pledge
farm produce and lend to farmers withogf security.

On the methods of opera%ion‘of'formal and informal
loans, the study shows that formal and informal sources of

loan have different criteria for graﬂting loans{- Thé
informal loaﬁ source is simple &nd easy to operate by ‘
faimers but the operation of,formal source Qf loan is
complicated and cumbersome,

On the duration of loan granted to small fagmers by
formal and informal sources of loan, the study showed that
67% of the formal lenders gavé a lban pericd of 1-6 months,

33% of the formal lenders gave a loan period of. 7-12 months.

In the case of informal lenders, 45% of them gave a'ioan

period of 7-12 months while 55% gave a 1oah period of 13-24
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wonths. The study ehowe that 89% of the formal lenders

gaoe short-term loans while 36% of the informal lenders gave
short-term loans., About 11% of the formal lenders gave.-
Medium—tefm loans while 55% ot the'informal lenders geve
medium-term loans and o) of -them (informal lendere).gave
long-termt loans,

Loans were obtained at different interest rates from

" formal -and informal sources. Borrowers from formal loan were
charged interest rates which ranged between 11% and 28%
while borrowers from informal sources'oere'charged'interest
rates ranging between 3% and 60%.

¢

It was found that formal sources ofﬂloén were strongly
influenced by farm size, operating expenses and degree of
usage of modern technology. The factore-that strongly
influenced the informal loan sources wefe-farm size, operating
expenses, degree of usage of modern technology and membershlp.

‘Pwo hypotheses were tested. The first one 4ssumed-that
there was no significant difference_in the demand“for loan
from the formal and informal sources of loan among small
farming households. The t-calculated was greater than the
t-tabulated. The teet shows that there was a difference in
the loan demand of formal and informal loan. Hypothesis two
assumed that there was no significant difference in the lending
criteria of both formal and informal sources of loan.

Comparative analysis was employed to:test some lending terms

and conditions of both formal and informal loans. The test
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signified that.the lending criteria of “both fermal and

inforual sources of loan differed significantly.

-T.2 Recommendations

On the basis of the findings of " this study, the -
followlng . recommendatlonglare made., -- .
1) The amount of loan gfveﬁ to small farmers especially
' the foymal loan sources was émall relétife to demand. Since
the amount of loans given to farmers was sﬁall relative to
demmand, it is recommended that the amount be 1ncreased The
idea of placing a celllng by the formal lenddng agencies on
the amount of loan given to farmers does not seem to be a
xeallstlc approach in’ tackllng farmers' financial problems.
The amount granted should be in constant review in accordance
with the prevalllqg purchasing power gf_the naira and with the
estimate of production cost on per hectare basis. Also, the
provision of inputs like improved seeds, fertilizers, |
herbicides and tractors on hire at subsidized prides is a
good and encouraging iﬂcentive. This will inéreasé yield,
efflclency and ensure loan repayment on time.
2) Slmpllcatlon of the procedure adopted in the extension
of loans -~ the slow and cumbersome loan procedures of many
-loan institutioné éapgcially fhe'formal‘sources'of loans
often discouraée farmers, w@p cémplain thqt théy have- to

fill up detailed and lengthy forms they do not understand.
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The procedure éhould bg simple enough for farmers to
understand and yet provide loan institutions enough
information for decisioﬁ'makingrand effectivé'administration
of loans to farmers. This can be achieved by standardiéing
the scales- of loans for various crops and limiting the
information required to a winimum especially in short term
seaQOnul production loans which most of the small fafmérs“
"required. - “
3) Most of the farmers especially formal clients had to
travel long distances to get to the loan institution, Tliis,
in addition td increasing the,cﬁst of loans and cost of
pfoducfibn, will incrggse the risk involved in carrying money
to and from the loan institutions. The need for the
establishment of_branch offices in every local government
area, as has been done by informal ioan is thus recommended.
In addition, the branch offices should have powers to give
and receiyé loaﬁs on behalf 'of the p}edit institutions..

" The need to establish loan institutions nearer to the
rural areas arises-  since it was observed from the'stqdy that
travelling;cosfiincufred by farmers in gsearch” for loaﬁ retards
the demand for agricultural loan in rural cbﬁmunit;es. In
the light of éhis, government loan instituﬁions,;for example,
the Nigerian Agricultural and Cooperative Bank, should not
only have branches in all the states, but also should work
directly with the local government headquarters to ensure that
the supply of loan meets its demand in rural areas. -The

ultimate aim should be to extend the activities of lending

:‘r':“‘
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angencles to the local authority and village level; S0 as to
Integrate more farmers into'the main-stream of agricultural
.devqlopmept.' . “

4) Another important ‘consideration 1s that :armers depended
'almosf entirely on informal sourcés for their loaq needs with
friénds, relatives, money lénders, cooperative éocietigs,
esusu, etc constituting the major sources. These informal
sources can be developed ‘to acf as.channels for“the flow of ’
fundp from banks to rural areas as well as a-security for
such laans. These sources should be developed with government
support as wgil as legislatioh tp,streamline_their activities
and to generate discipline and confidenge in their operations.
5) In‘addifipn:to enchancing ‘the efticiency of the informa}
lenders, government should put more pressure on formal iovan
agencles (esbecially the baﬁks) to establish more branches

in the rural areas in compliance with the rural banking

scheme of the government, This ig'bepause'it has beerr
observed by previoﬁa researchers that one of thé'problemé
militatinghagainst efficiency -of the formal crédit systems

in imbroving agricultural ppqduetibn is the unwillingness of
fargers tdlfravel loné distances in order'ts obtain loans,

If more branches of such institutions are established neérer
to the farmers, more farmers will be induced/enabled to

seek loans from such sources.

6) In view of.the nature of collaterable assets owned by a
majority of the farmers and which they are willing to offer

for loans, ‘government should encourage the formal sector to

-

Ba
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cbnsider accepting them from the ;armers who do not have other -
moré tangible assets to offer. If those assets as owned by
the farmers were adequate to gecure informal -loans and fnduce
repayment, there is no reason why formal lenders cannof
accept them. Moreso, if the complicated official protocols
and formalitiés involved in ioan application,,prdééésing and
subSequqnt approval are reduced; more farmers could.seek and
obtain formal loans. -

7) The conditions imposed by credit ingtitutions especially
formally loan markets have béenlidentified:as major hindrance
to the acquiéition of loans -by.'sma_ll-farmerso Many of the
institutions only lend to sméll farmers on the basis of the
security they can provide and many small farmers are unéble
“to produce the.substantial security required. It is clear
that too rigid an insistence on tangible security will
preclﬁde many of the farmers from loans. This calls for
flexlbility in security requlrements and the adoption of
other crlterld of credit worthlness.

In this regard, the character and the abilitfy of the
farmer to use credlt produet1v1ty should be 00n31dered where
the furmer has no tangible securlty to offer. In’Indla and
elsewhere, this has been achieved by lending tolfarmers on
the basis of thé productive increases which ldan generates.
Repaymen}t of loans .are timed to coincide with the new and
increased incbme generated from ihcreésed production. éuch"
‘a lending approach makes it possible fdrvpoorer farmérs o

have access to credit.
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8) The study revealed that interest rate on credit affected
its demand., If the interest is high;.the demand is low and
vice versa. It is therefore, recommended that the interest
raté should be set &t a minimum level that will encourage
farners'’ demand for loans and at the same time encourage loén
institutions to coopefate'wiﬁh the Central Bank's rural |
baﬁking programme to respond more to the financlial need of
agricuitura;.pector. Any Interest rate above 8% is likely
to affect yﬁe demaﬂﬁ fér loéhs by the small scale farmers
édvérsély.:
é) - Disbursement of funds should be timely and reépayment
.édhedule’realistic and flexiblg'enoﬁgh to allow a suitable
"grace period. | | ‘ |

This means .that loans should come at the proper time.
Funds disbursed after the planting season are wasteful and
unproductive aﬁd may be diverted to other areas., Grace
periods.should also be such as to enable the farmer reap the
full potentiéls of his productién.. It is further suggested
_that'costs'and returns sﬁou;d be realistically projected;
Allowance -should be made for escalation in césts.
10) The Gommercial Banks operating in the study area should
decentralise their farm loan approval procedures. Branch
Manégers should be given the authdrity to approve.fa%m loans
of ;og more than ¥6,000, This will minimise the proglems
often encountered by small farmers in the study area. Some

farmers told the researcher that they sometimes wait for a

period of about five montlis or more before their application
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for loans of between R300 00 to H500,.00 were approved.
11) To attract more farmers' patronage of loan institutions,
the major factors (proximity of the lending source, good,
d;sbursement method, loan term/duration and good repayment
arcangement conéidered before choosing a loan source) should
be ‘made aﬁtrac%ive. This could be achieved by ‘giving more
subsidy 8o as to lower the interest rate. Also, by -the
extension of the repayment'perioa td enéble farme;s liquid&te
the debt with proceeds from their farm, improving the quality:

of services rendered to their clients,

7.3 Conclusion

The study set out to achieve, among other objectives,
the determinants of small farmers' demand for formal and
informal credits 1n Delta State, and to relate these |
determinants to the oﬁerations and poliéies of the major
farm lending agenCLes. _

The - effectiveness of a loan 1nstitut10n is- Judged by the
extent to which it makes its lmpact felt by t@e rarme;s,
especially small scale farmers. The size of the loan, the
procedure,of granting such loans and ,the timing of loan
release énd repayment are éil éssential if: farmers are to
derive nmaximum bengfits frqm lending agencieé. '

It has been indicated that small farmers lack reasonable
access to sources of loanable-funds'and that.existing loén
inétitutions despite successive expgnsion of their lending
operations do not meet the loan requirements of;many-émall

farmers. The procedures -and requirements of loan institutions

o
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were iﬁentified as important factors that vitiate and reduce
- .the access of small farmers to ioansv

The demand for agricultural loans emanated from 4he
socio-economic environment of the loan reciplents as
indicative from their production goals. The amount of loan’
obtained by’respondents from their sources. was determined )
by the Eredit worthiness éf the farmer clients, that is,
the ability td constitutetéffective demand. Other
determinants include the availability of lOgngﬁle funds,
administrative convenience -and government policy. On the
6th¢r hand, the aﬁqunt of ioan'demanded by farmers depend
on tgeir.f&rﬁ size, income, degrée of usage of modern
technology, oberating expenbes and interest rate charge,

The average loan size obtained by recipients was :
small relativeltp the average amount of loans applied for,
This is an indication of inadequate financing. HRespondents’
major sources of loan was iﬂfofmal loan agencies, Ve:& few -
farmers obtained loans from the formal loan sources.

It is certain that 1nformal lenders in the. study area
have -no fixed rate of interest. The rate agreed on“by
di{ferenf private lenders for any particular principal or
loan varies with personal acqualntance and relatﬁonship.

But on the average the intérest rate is usually very high.
Despite the-interest rate, iﬁfbrmal sources have contributed
immensely to agricultural finance in the study area, Though

the bulk of finance comes from this source, the dependence
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of small scale farmers on this source pannot buy iphibit
and hamper the proper deyglopment and gfowth of agriculture,
Farmers should be protec?qé frqmitné exceésive charges by
way of interest from thefpr¢vate jenders. ‘

The factors influenqing ampall farhgrs' demand foyp
formal and informal was }ooked info. Theye is no signifiocant
difference in factors inﬂluencing the borrowing decisions of:
smgll farmers for formalﬁanq infarmal loans though informal
loan has more significant variables than formal loan.
There was no signif?cant d;ffefence in the demand for loan
from the formal and informal souyrces of loan, The lending
cri%eria of both fofmall;pd inquﬁal sources of loan differed
significantly. | |

Iq‘éonclusion, if the aforepentioned recommendations
are adhered to, more small~scale farmers in Delta State will
have access t0o credit and hence thére will be increased in

their fafm broduction.



B e O R £ N I FL L T I TR ot P i ) Kt AR MM AL e B S PR % e e maas e R e e

REFERENCES

Abe, S.I. (1981), n"Nigerian Farmers and thelr Filnance
Problems", In M.0. Ojo} C. C. Edordu and A.d. Akingbade
(eds), Agricultural Credit and Finance in Nigerias
Problews and Prospects. Proceedings of the Seminar
Organised by C.B.N, lLagos, pp. 107 ~ 1l22.

Adaw, D.W. (1973). "The Case of Voluntary Savings
Mobllization®", -U.S.A.J.D Spring Review of Small
Farmer Credlit.

Adam, DJW. and D.H. Grahams (1981). A Critique of
Praditional Agricultural Development Projects and
Policies", Journal of Developument Economics, Vol, 8,
No., 3, pp. 347 = 336. .

Adegeye, A.J. and J.S5. Dittoh (1982). Essentials of
Agricultural Economics. Ibadan, Nigeria Centre for
Agricultural and Rural Development %CARD).

Adegeye, A.J. apd J.S, Dittoh (1985). Essentials of
Agricultural Economics. Ibadan, Impact Publisher,
Nigeria Limited. _

Adekanye, T.0. (1983). Agricultural Credit in Africa.
Implications of the Nigerian Experience. Agriculturagl
administration. Vol. 14, Nq. 4, pp. 203 -~ 211, :

Ahnaiwe, M,0. (1985). "a critical Evaluation of Imo State
Supervised Agricultural Scheme (1977-1984)%", Unpublished
Postgraduate Diploma Project, Department of Agricultural
Economics, University of Nigeria, Nsukka.

Ajakaiye, M.B (1990). t"agricultural Lending for Rural
. Developmenti: Problems and Prospects. Paper delivered
at the Annual Lecture of the University of Nigerig
Alumnl Associlation, Kaduna. Vol. 2, No, 3, pp. 27-37.

Aku, P.S. (1986). mlending to Farmers through Commercial
Banks in a Developing Economy$ The Nigerian Experiencen,
Apricultural Systems, Vol. 22, No.. 1, pp. 23 - %2,

A Tena, My (1907 "Quenllontig Whe nead Por Heseotied M
'H'WII. by damea oo Nopkhero dambida®,  aAprioul Lol .
Administrution and kxtension. Vol, 25, No. 1, pp. 25-26.

Ameachi, €,0,E (1986). ‘"Evaluation of bank Participation in
Agriculture and Effective Utilization of Credit in Parn
Management". (An Unpublished Postgraduate Diploma Thesis,
University of Nigeria, Nsukka).



123

Aneke, S,0. (198l). Sources, Uses and Problems of Small Scale
- Parmers in Nkanu and Udl Local Government Areas of
Anambra State", Unpublished B.Sc Research Proje-t, ,
Departuwent of Agricultural Economics, University of Ibadan

Artheval, M.C., et al (1971). "Loans Advanced by Land
Development Bankss$ Utilization, Diversion and Measures
to prevent Diversion! Indian Journal of Agricultural
Economics, Vol. 24, No. 4, pp. 575=577.

Balogun, E.D. (1986)., M"agricultural Development Strategies
in Nigeria: Past, Present and Future} .In Agricultural
Outlook. Okorie, A. and M.O. Ijere {eds), A Nigerien
Assoclation of Agricultural LKeconomlsts Publication,
pp. 111-121,

Bassel, J.E. (1975). "appraisal of Credit Worthiness of
Emergent Commercial Farmers in Developing Agriculture®,
Agricultural Administration. Vol. 2, pp. 249-262.

Bell, Clive (1990). M"Interaction between Institutional and
Informal Credit Agencies in hural India", The world
Banlt Economic Review. Vol. 4, No. 3, pp. 297-327.

Belshaw, H. (1959). “"agricultural Credit in kconomically
underdeveloped countries", Food and pgricultural
Orpgenization. Rome, United Nations Organisation (FAO).
ppu 230 - 2369

Chidebeiu, A.N. (1983). "Problems of Smallholder Farmers
Credit in South-Eastern Nigerial Agricultural
Administration. Vol. 13, No. 1, pp. 1-9.

David, C.C. and R.L. Meyer (1980). '"Measuring the Parm Level
Impact of Agricultural Loans'", in Borrowers and Lenders
(Rural Financial Market and Institutions in Developing

- Countries). F. Howel (ed) Overseas Development Instiftute.
ppm 201 - 219-

Epundu, A.I. (1987). Comparative Analysis of the Supervised
Agricultural Credit Scheme and the Nigerian Agricultural
and Cooperative Bank (Smallholder Scheme) in Anambra

St?te)(An Unpublished M.Sc Thesls, University of Nirceria,
Netthien )., ’

Famoriyo, $. and E.C. Nwagbo (1y8l). "Problems ol Agriculture
and Agricultural Finance in Nigeria", .In M.0. 0joj
C.C. Edordu and A.J. Akingbade (eds), Agricultural Credi
and Finance in Nigeriai! Problems and Prospects. i
Proceedings of Seminar Organised by C.B.N, lLagos,
bp. 123_1470 . . ) ’




124

Federal Republic of Nigeria (1692). 1991 Population Results
Abuja, National Population Commission. ' .

F.A.C. (1965). M"agricultural Credit Through Cooperatives
and Other Institutionals", PF.A.0 Agricultural Studies
No, 68, Rome, F.A.O.

F.4.0. (1985). vwpParm Management Input to Rural Financial
Systems Development", F.A.0. Agricultural Services
Bulletin 65 Romes F,4.0. xxii. 5p.

Gangopudhyay, S. and K. Sengupta (1987). "“Small Farmers,
" Money Lenders and Trading Activities", Oxford Economics
Papers. Vol. 39, No. 2, pp. 333 - 342,

Ghatak, S. (1977). "MRural Credit and the cost of Borrowing:
Inter State Variation in India", In Financing in
Developing Countries, Ayre, P.C.I. (ed), pp. 102 - 124.
Galnlborough House Koad, London.

Hoff, K., and J.E. Stiglitz (1990). *Imperfect Information
and Rural Credit Markets Puzzles and FPolicy Perspectives",
The World bank Economic Review. Yol. 4, No. 3
pp. 235 - 250,

L]

Howsel, C.U, (1974). "pggricultural Development-without
Credit", Agricultural Administration. Vol. 2, pp.
259_262. ' J -

Ibe, s.I. (1981). "Nigerian Farmers and their Financial
Problems", In Ojo, M.0; Edordu, C.C. and Akingbade, A.Jd
(eds). Agricultural Credit and Finance in
Nigeriatl Problems and Prospects. Proceedings of Seminar
organised by C.B.N, Lagos . pp. 20 - 25,

Ibeh, P.A. (1988). "An Evaluation of the Effectiveness of
the Various Sources of Credit to Small Scale Farmers
in Mbano L.G.A, Imo State. An Unpublished B.Sc Thesis
of the University of Nigeria, Nsukka. -

Ibru, M,C.0. (1981)., "Problems of Agricultural Financing
in Nigeria", In-M.0. 0joj C.C. Edordu and A.d.
Akingbade (eds). Agricultural Credit and Pinance in
Nigeriat Problems and Prospects. Proceedings of the
Seminar Organised by C.B.N, Lagos. pp. 155-163%.

Thimodu, M.C.0. (1983), "Problems of Agricultural Financing
in Nigeria: An Analysis of Some Institutions in Kwara
State", Agricultural Administration., Vol, 1z,
pp; 237 - 2570 ’




125

Thimodu, X.I. (1986). WBridging the Agricultural Credit in
"~ Nigerias The Role ot Credit Institutions and the
Agricultural Credit Guarantee Scheme Fund", Osuntdgun,
A and Ugorji, H. (eds). The AKMII Publication,
Ppo 77 - 92.

Ijere, M.O. (1972). nmpgricultural Incentives and Food
" Production", West African dournal of Arricultural
Economice. Vol. 1, pp. 60 - 68.

Ijere, M.0. (1975). "The Lesson of State Credit Institutions
in Developing Cogniriesi The Nigerian Experience",
Agricultural Administration. Vol. 2, pp. 129 - 145,

Ijere, M,0., (1981). "The Role of Cooperatives in Nigerian
Agriculturem, In M.0. Ojo, C.C. EBdordu and A.d.
Akingbade (eds). Agricultural Credit and Pinance in
Nigerias Problems and Prospects. Proceedings of Seminar
Crganised by C.B.N, Lagos, pp. 316 - 323,

Tiere, M.O., (1986). New Prospectives in Pinancing Nigerian
Agriculture. Fourth Dimension Publishing Co. Ltd,
Enugu Nigeria.

Johnson, D.I. (1982). The Business of Farming: A Guide to
Farm Business Management in the Tropics. The Macmillan
Publishers Ltd, London and Bassingstoke.

Kumar, P.P, K Joshi and M.A. Muralidhawan (1978).
"Estimation of Demand for Credit on Marginal Farms.
A Profit Function Approach", Indian Journal of
gricultural Economics, Vol. 32, No. 4, pp. 106 - 114,

Long, M.F. (1968). "Why Peasant Farmers Borrow", American
Journal of Agricultural Economies, Vol. 50, No. 4,

~BPe. 50 -~ 59.

Meler, M,G. (1965). "Lending Issues in Econemic Development:
'~ Studies in International FPoverty", Oxford University
Press, New York. ‘ -

Miller,L .E (1977). "Agricultural Credit and Finance in
Africa", Rocke Feller PFoundation, U.S.A.

Monu, E.D. (1982). "an Tnnovation on Small-Scale Parmers
Credit Administration in Northern Nigerian,
Agricultural Administration. Vol. 10, pp. 255-263.

L]



126

Murray, W.C. and A.G. Nelson {1961). Agricultural PFinance.
The Iowa'State University Press, Aumes, IOWA.

Nisbet Charles (1967). M"Supervised Credit Programmes for
Small Farmers in Chile", Inter American Economic
Affairs, Vol. 21, No. 2. pp. 57 - 62. '

Nwagto, E.C. (1983). "The Credit Institutions", In
Managing Agricultural Development in Nigeria., ARMTI,
Semlnar Series No. 1, ljere, M.O. and Idachaba, F.S.
(eds). (Proceedings of the Inaugural Seminar of the
ARMII, Ilorin). pp. 130 - 150.

Nwagbo, E.C. and M.M. Ma'azu (1986). “Pactors Affecting
the Need for Credit at the Farm Level: The Case of
Parwers in Gasau Local Government Area of 3Sokoto State,
Nigeria", Nigerian Journal of Agricultural Extension.

vol. 4 (1), pp. 22 = 29,

Nweke, PoI, and A.A. Obi (1982). "Problems of Administration
: of Smallholder Credit in Nigeria. The Case .of
Anambra State", In Quarterly Journal of International
Agriculture, Vol, 21, No. 2, pp. 173 - 199,

Nwoko, S.G. (1981). "Recent Developments in Agricultural
Loans to Parmers", In Ojo, M.0; Edordu, C.C. znd
Akingbade, A.J. (eds), Agricultural Credit and Finance
in Nigeria: Problems and Prospects. Lagos, Nigeria.
CuBoN- Pp~ 578 el 584-

Nwokc, S.G. (1989). Methods of Social Research and Special
Project., In Print,.

Obeta, M.B. (1982). UMoney Lenders and the Provision of
Credit in Nigeria", An Unpublished B.Sc. Thesis,
Department of Agricultural Economics, University of
Nigeria, Nsukka. )

Ogunfowora, O. and S.M. Essang and S.0. Olayide (1972).
"Capital and Credit in Nigerian Agricultural
Development®, Hural Development Paper. No. 6,
Department of Agricultural Economics and Extension,
University of Ibadan, Nigeria.

Ogunfowara, -0. and S.0. Olayide (1975). ‘"Resource Problems
of Rural Economics", In Elements of Rural Economics
Olayide, S.04 0. Ogunfoworaj S.M. Essang and F.S.
Tdachaba (eds), University Press Publishing House
University of Ibadan Nigeria, pp. 193 - 194.




127

Ojo, A.T (1976). "The Nigerian Pinancial System",
Univer&ity of Wales frebs

Okafoz F,0. (1983), Investment Decisions, Evaluation of
PIOJeots and Securltles, London Cassel Ltd.

Okorle Aja (1986) Mg jor Determlnants of Agricultural
Smallholder Loan Repayment in Developing Economyo
'Bupirical Evidence from Ondo State Nigeria®, Savings
and Development. Vol. 10, No. 1, pp. 89 - 99

Oldyeml J.K. (1980). "Food Crop Production by Small Farmers
in Nigeria", In Nigerian Small Parmers: Problems and
Prospects in Integrated Rural Development. Centre for
Agricultural kKural and Development, University of
Ibadan, Nigeria. pp. 17 - 23.

t [ N
Oldjlde S.0j S.A. Adamuj A.0. Falusi and I.J. Abalug (1979).:
"Role of Women in Nigerian Small-Scale Farming®,
Nigerian Small-Scale Parmers$ Problems and Prospects in
+ Integrated Rural Development. Centre for Agricultural
. and Rural Development (CAKD), Ibadan, pp. 162 - 172.

Olayide, S.0., (1980). ‘“Characteristics, Problems and

- Significance of Farmers®", In ngerlan Small Farmers.
Olayide, 5.0 J.A. Eweka and V.E. Bello-Osagie (eds]),
Centre for Agricultural, Rural and Developument,
University of Ibadan, ngexla. pp.- 2 - 15.

Olgyide, S5.0. (1981). Sc1ent1flc Research and the Nigerian
}:.conomyp Ibadans lbadan, Unlverslty Press. XIV.

Olayide, S.0. (1982). Nigerian Small Farmers. University
Press, Ibadan, Nigeria. - .

Olayide, S.0. and E.O. ‘Headyq(l982) Introduction to
fgricultural Production LCOHOmlCu, Ibadan Ibadan
UnlverSLty Press. : :

Oludinu, 0. {1982), "Linking Savings with Credit and
- Agricultural Financing in South Western Nigeria",
SdVlngS and Dcvelopmunto\Vol 6, Ho. 1, pp. 46-52.

rnaghiue, . T.U. (1990). "The Problems and Prospects of
Accelerating Agricultural and Rural Transformation,
Using the ADP Concept", " A Key Note Address at the
Southwest OFAR WOIkshop, Ibadan, 14th - 15th February,
1990, In IGUE, A House ‘Journal for the Bendel ADP.
Vol, No, 5, pp. 10 -~ 1lb.




128

Cnah, J.X. (1980). "The Foundation - of Nigeria Pinancial
Infrastructuret, Croom Helm Ltd, London.

Oryenwaku, C.E. (1986). "A Component Analysis of the Growth
of Agricultural Preoduction in Nigeria 1960/1964 -~
1975/1979", 1In Nigerian Agricultural OQutlook. Okorie,
Ao and M.0. Ijere (eds). A Nigerlan Agricultural
Economist Publication, University of Nigeria, Nsukka,
pp. 98 - 101.

Osuntogun, A (1983), "“Commercial Banks and the Pinancing
ol Nigerian Agricultural Sector. An Analytical Overview",
In Rural Banking in Nigeria. Osuntogun, A. and W. -
Adewumml (eds). Nigeria lnstitute of Bankers. pp. -6-53. -

Owan, B.J. (1982). uwStructure and Operation of Rural
Interest Rates in Savings Mobilization and Extension of
Credit in the Cross River State", M.Sc. Thesis,
Departument of Agricultural Economics, University of
Nigeria, Nsukka. ‘ :

Ovels, d.8. (1972). t"agricultural Credit Policy in
Developing Countries (Bureau for Programme and Policy

: Coordination, Agency for .International Development,
March), Mimeo.

f :

Dyatoye, E.T.0. (1981). Nigeria Agriculture: Problens
and Prospects", In Ojo, M.0§ Edordu,g ..C. and
Akingvade, A:d. (eds), Agricultural Creait and Finsence
in Nigerias Problems and Prospects. lagos, Nigeria.
C.B-Ng 585 - 597- ’

Fachico, D. and E. Borbon (1987). "Technical Change in
Traditional Small Farm Agriculture: The Case of Beans
in Costa Rica", Agricultural administration and
Bxtension, Vol. 26, pp. 29 - 40,

Pishke, J.B. (1974). "4 Critical Survey of Approaghes to
, the Role of Credit in Smallholder Developnent",
;  Financial Rural Development: Proceedings .t the East
Atrica Agricultural Economics Society Coriierence.
University of Zambia. pp. 1 - 22,

PiLatissa, Y.A. (1982). "lowards a Participatary as

«  Distinct from a Paterndlistic Approach to Agricultural
Credit in Sri-Lanka", Agricultural Administration.
Vol. 9, No. 4, pp. 243 - 256,

Ray, A. {(1971). "Pthe Kole of Institutional Fiaince
Agricultural Investments of the District c¢f Burdwarn in
West Bengali A Case Study", Indian Journa. of
Agricultural Fconomics, Vol. 46, pp. 567 - 570.




T
,Le‘ﬁj“”“’%‘*

2y

Keid, I.G. (1982).  Otfarm Pinance and ‘Parm Indeb: edﬁﬁ s in
the BoBela, Journal 0 Agritultural Bconomlﬁs{"

)
K
Vblv 52 pﬂo m - {5-0 '*."" B gf
, T Sead
Scandoval, P.R. (1965). "Capital Formation and Cred&t in 4
Azriculture", Proceedings of the 13th International ﬂyf
Conference of-Agrlcultural Economists, pp. 28L-28T .o

Sithole, V.M. and L.P. Apedaile (1987). M“pactors Influencing
thie Reduction of Maize Acreage on Swazl National Land",
sgzricultural Administration., Vol., 14, pp. 203 - 211.

Udogw, C.B. (1988). "Incidence of Informal Financial
Oxbanisatlons in Some Selected Institutions in Enugu,
Anambra State", Unpublished MBA Thesis, Department of
Finance and banking, University of ngeria, Enugu Campus.,

Udry, Christopher (1990). "Credit Markets in Northern
Nigerlat Credit as Insurance in a Rural Economy", The
WO;ld Bank Economic Review., Vol. 4, No. 3, pb. 251 269

Utulele, Jo. (1972). "The Holes of Credit and Marketing in
agriculturul Development”, In Agricultural Policy in
-bevoloping Countrleu ed. by N, Ivlam, London,
Maucmlillan Press Ltd. .

Upton, M. and 0.B.O Anthonia (1965). Parming as a Business
Ibadan, Oxford.University Press.

White, B.J. and Kelly, T. (1971). magricultural Credit in the
Matta Zone of Minas Gerous, Preliminary ed", (Viccosa,
- Brazil), pp. 56.

Williams, S.K.T. (1978). Rural Developuent in Nigeriz.
University ot Ife Fress, Ile~I1fe,

Williams, pkin (1986). "Policies, Planning and Financing of
Nigerian Agricultural Sector", 1In Development of Nigerian
Agriculture. Osuntogun, A.Pj Chasse and R, (jorjl (eds),
Bvans Brothers (Nigerias Publishing Limited, inadan.

Young, W.Y, (1968). Method of Farm Management Inv.:tigation,
F.A.-0. Romei: Agricultural Developuwent. Paper to. 80.




	35
	M_AKPOMEDAYE_Helen_Omotorhie
	ABSTRACT
	TABLE OF CONTENTS
	CHAPTER ONE INTRODUCTION
	1.1 Background Information
	1.2 Problem Statement
	1.3 Objectives of the Study
	1.4 Study Hypotheses
	1.5 Justification for the Study
	.1.6 Plan of the Work
	1.7 Limitations of the Study

	CHAPTER TWO LITERATURE 11.EVIEW
	2.1 The Role of Credit in AgriculturalDevelopment
	2.2 Determinants of Demand For Credit
	2,3 Sources of Loan to Small Farmers
	2.4 Basis for Comparaison of Loans
	2.5 Cost of Operating Loan
	2.6 Problema Faced by Farmers in Obtalnlng Loan
	2.7 Nature of Loan Sources
	2.8 Terms of Lending_
	2.9 Conditions of Credit
	2.10 The Impact of Loan on Farmers

	CHAPTER THREE METHODOLOGY
	3.1 The Study Area
	3.2 Sampling Procedure
	3.3 Data Collection Method
	3.4 Data Analysis

	CHAPTER FOUR SOCIOECONOMIC CHAHACTERISTICS 0F FARMERS
	4.1 Farmers' Age and Loan Sources
	4.2 Farmers' Level of Education and Loan Sources
	4.3 Farmers Experience and Loan Sources
	4.4 Farmers Farm Size and Loan Sources
	4.5 Farmers  Income and Loan Sources
	4.6 Farmers Occupation and Sources of Loan

	CHAPTER FIVE LOAN DEMAND BY FARMERS
	5.1 Farmers' sources of Loan
	5.2 Patterns and Amounts of Loan Demand
	5.3 Amounts of Loan Obtained by the Farmers
	5.4 Frequency of Loan Demand
	5.5 Farmer Preference of sources of Loan

	CHAPTER SIX DETERMINANTS OF FARMER DEMAND FOR FORMAL AND INFORMAL LOANS
	6.1 Factors Affecting Loan Demand
	6.2 Loan Terms and Conditions of Formal and Informal Loan Sources
	6.3 Operational Factors in Formal and Informal Loans
	6.4 Securities Acceptable to Financial Institutions
	6.5 Loan Terms
	6.6 Interest Rates
	6.7 Processes/Condition .for Granting Loansby Formal and Informal Lenders
	6.8 Results of Regression Analysis
	6. 9 Discution of Regression Coefficients and their Statistical Significance
	6.10 Discussion of Parameters
	6.11 Testing of Hypothesis

	CHAPTER SEVEN SUMMARY, RECOMMENDATIONS AND CONCLUSION
	7.1 Summary of Findings
	7.2. Recommendations
	7.3 Conclusion

	REFERENCES




