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Abstract

Agricultural sector in Nigeria has witnessed the implementation of various
Financing Initiatives over the vears, but records have shown that these
initiatives have only in few ways achieved their targets. It is in this interest
that this study examines the impact of Agricultural financing initiatives on
economic growth in Nigeria between 1980 and 2011. Data were collected
from the C entral Bank of Nigeria (CBN) statistical bulletin and other C BN
publications. The study adopted a simplified ordinary least square technique
and also conducted preliminary tests of ADF, Phillips-Perron and Co-
integration for the variables: using the version 7 of Eviews statistical
software. The results shows that the independent variable explained over
7 1% variation in the dependent variable; while the F- statistic revealed that
the independent variables are significantly important in explaining variation
in economic growth in Nigeria. The study therefore recommends among
others that Monetary Authority should intensify efforts in decreasing the
lending rate on loans to agricultural sector and in addition, Government
should improve efforts in creating enabling investment environment in the
country.

Keywords: Agricultural Financing, Banks' Credits, Government
Expenditure, Foreign Direct Investment

Introduction

The mainstay of the Nigerian economy was known to be a robust and vibrant
agricultural sector in the carly years of the country's independence. This
sector has demonstrated both backward and forward linkages relationship
with several sectors in Nigeria. However, since the discovery of crude oil in
commercial quantities in Nigeria in the late 1950's to 60's, the agricultural
sector has suffered drastic decline in its annual productivity due to the
diversification of resources [0 establish a dual economy with the mining
sector. Despite this, records have revealed that over 60 per cent of the
population in Nigeria are engagedin agricultural activities (CBN,2010).
Various government have attempted to revamp the agricultural sector from
its declining status, several policies and programmes Were designed by
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different governments 10 boost agricultural productivity and to rekindle
interests of all Nigerians in that sector. Meanwhile this study tends to
critically investigate the impact of various financing strategies ol agriculture
on economic growthin Nigeria from 1980 to 2011.

This study is necessitated based on record that only 23 per cent of the adult
population in Nigeria has access 10 formal financial institutions, 24 per cent
to formal financial services, while 53 per centarc financially excluded (Efin,
2008). Also the outrageous interest payable to commerc jal banks for granting
loans to customers as well as the demand for high collateral securities by
banks before credit can be made available to farmers has contributed to the
decline in agricultural funding in Nigeria (Obilor, 2013). The quest 10 boost
the contribution of agricultural sector 10 Gross Domestic Product (GDP) 1o
retain its old glory is necessary through proper fi unding as against the present
mono-economic pattern in favour of the petroleum being practiced in the
contemporary Nigeria. Nigeria has for a long time put in place strategies
aimed at achieving sustainable economic growth through the agricultural
sector (Manyong et al., 2005). Before the advent of petroleum expectation
the agricultural sector provided livelihood for about 70 per cent of the
working population (Okunmadewa, 1997) and contributed 70 per cent of the
GDP, which later reduced to less than 42 per cent in the period 1999-2000
(CBN, 2003),as cited in Adetiloye (201 2).

The salient question is to know which of these financing initiatives of
agriculture has mostly impacted on Nigerian economic growth, Has these
means been able to demonstratc the expected relations with growth in
Nigeria?

This paper is divided into four sections. Following the introduction part,
section two dwells on agricultural financing in Nigeria, Section three
contains the review of empirical and theoretical framework of the study
while section four discusses the methodology, result analyses, conclusion
and the recommendations.

AGRICULTURAL FINANCING INITIATIVES IN NIGERIA

I Credit Allocation and Concessionary Interest Rate
This policy was introduced in 1970 with the main objective of making
adequate credit available to the farmers al the right time and al
affordable costs by purveyance of credit to the agricultural scctor as
concessionary interest rate. Based on the fact that banks
discriminated against agriculture in granting  credit facilitics,
financial institutions werc compelled to support agricultural
activities through credit quotas at concessionary interest rate. With
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the introduction of the Structural Adjustment Programme (SAP) in
1986, financial market reform was given prominence, interest rates
were deregulated and the sectoral credit allocation policy was phased
out. Though the government continued to finance agricultural
development, but disengaged from funding direct production which
has been left completely for the private sector. Finance institutions
such as the Peoples' Bank of Nigeria and Community banks were
established with the objective of making credit available to the rural
sector.

Specialized Financial Institutions

In addition, special lending and support institutions namely; the
Nigerian Agricultural Cooperative Bank (NACB) and the Nigerian
Agricultural Insurance Company (NAIC) were established in 1973
and 1987 respectively, to increase supply and access to credit through
concessionary lending conditions. In the same vein, a rural banking
Programme which required banks to establish specified number of
rural branches was introduced in 1977. The banks were required to
lend at least 45 per cent of the funds mobilized in those areas to rural
dwellers for investment in various agricultural and economic
activities.

Agricultural Credit Guarantee Scheme Fund (ACGSF)

In order to assist banks to aggressively support agriculture, the
Agricultural Credit Guarantee Scheme Fund (ACGSF) was
introduced in 1978 to guarantee banks' exposurc and minimize
lending risk. The scheme is managed by the Central Bank of Nigeria
(CBN) which provides a guarantce cover to banks who give loans to
the agricultural sector of the economy and has an authorized share
capital of N3 billion contributed by government (60%) and the CBN
(40%). The process of accessing the scheme is that potential
beneficiaries are requested to provide collateral for loan amount
above N20, 000, while loans below the amount can be guaranteed
without collateral. The collateral should be in a tangible form or in
form of 25% cash security of the intended loan amount in the form of
savings. Once the bank has been provided with all the relevant
information and collateral, where applicable, the farmers can benefit
from the credit. From inception in 1978 to 2006, the total amount of
N14,912.66 million were guaranteed t0 497, 692 beneficiaries across
the country. The sum of N12, 534.62, N294.95 million were
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guaranteed to food crops, livestock, cash crops, fisheries, mixed
farming and other sub-sectors respectively.

Trust-Fund Model (TFM)

The Trust Fund Model (TFM) was introduced as a credit guarantee
product designed to facilitate and expand the channels of credit
purveyance 1o farmers under the Agricultural Credit Guarantee
Scheme (ACGS). The TFM was introduced in 1997 to reinforce the
confidence of banks in granting facilities to farmers. Under the TFM
State/Local Governments, oil companies and non-governmental
organizations (NGOs) are encouraged to support the provision of
credit resources by placing funds with banks as part-security 1o
augment farmers' cash savings and securitics. When the state
governments and organizations concede a tri-partite arrangement
comprising CBN, state government and the lending bank is put in
place in favour of the farmers. This, the practicing groups of farmers
are encouraged to continue and improve upon their regular savings
with the banks. The benefits of the programmes include among
others; Providing the opportunity for the farmers to increase farm
productivity, thereby enhancing poverty alleviation and enhancing
the farmers' access to loan through group lending which may not be
feasible as an individual etc.

The Interest Drawback Programme (1IDP)

The Interest Drawback Programme (IDP) was introduced in 2003 to
assist borrowers under the ACGSF reduce their effective borrowing
rates without introducing dual interest rate regime or contracting the
existing deregulation policy of the government. Under the IDP,
farmers will borrow from lending banks at market-determined rate
but the Programme will provide interest rebate of a determined
percentage on the loan. Currently, the interest rebate is 40 per cent of
the interest component of all loans fully repaid.* The Federal
government and the management of the CBN estimated the fund
required to effectively support the IDP to be about N2 billion which
has been approved, is been funded by the two parties on ratio 60:40.
Since inception 2003 to end December 2006, a total 0f 30,016 claims
valued at N94.8 million had been settled. On yearly basis, the number
of beneficiaries has been on a steady increase. Starting with 774
claims valued at N4.6 million in 2004, the number of settled 1DP
claims increased to 14.020 (1171.4%) valued at N41.9 million
(810.9%) in 2005 and further to 15.222 (8.6%) valued at N48.4
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million (15.5%) in 2006. The introduction of the IDP has, to a large
extent achieved its purpose as the loan repayment under the ACGS
has improved over the years and this has promoted more agricultural

Theoretical Framework and Literature Review

The Keynesian theory developed in the 1930's is adopted as a basis of the
study. John Maynard Keynes, in an attempt to understand and solve the
problem of the great depression advocates the importance of increased
government expenditure and lower taxes to stimulate demand and pull the
cconomy out of depression. Subsequently, Keynesian Economics was used
to refer to the concept that optimal economic performance could be achieved
and economic slumps prevented by influencing aggregate demand through
activist stabilization and economic intervention policies by the government.
The Keynesian economics is considered as a demand side theory that focuses
on changes in the economy over the short run.

Furthermore, McKinnon (1973) was of the view that developing economies
should embrace a moderately expansionary monetary policy which is
conducive to encouraging economic growth. While Neo-Keynesians were
particular about sustainability of economic growth and development which
15 conceived in terms of its tendency toward self-relevance and this can be
achieved when food security is influenced directly by government actions.
These government actions are then observed to be all forms of programmes
and policies to boost economic growth through agriculture in areas of proper
funding and credit availability by financial institutions for agriculture based
on government directives.

Empirical Review

The need for agricultural financing to boost economic growth in Nigeria has
generated several investigations on the impact of such policy on agricultural
productivity which translates to overall growth in Nigeria. Hence outcomes
of'some of these studies are succinetly discussed and analyze below.
According to Adetiloye (2012) in an examination of agricultural financing in
Nigeria through the assessment of Agricultural Credit Guarantee Scheme
Fund (ACGSF) for food security in Nigeria from 1978 to 2006, revealed that
despite the importance of credit to Agricultural sector, the sector has not been
growing relatively to the entire economy.

Egbetunde (2012) investigated the relationship between commercial banks'
credit indicators and rural economic growth in Nigeria the ordinary least
square with the co-integration test. The study shows that rural economic
growth co-integrated with banks' credit indicators in Nigeria. It revealed a
positive relationship between rural economic growth and commercial bank
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rural loans on economic on one side as well as rural economic growth and
commercial bank loans to agriculture on the other end.

Thimodu (2002) equally examined farmers' access to credit facilities for
Agriculture inputs, He opined that giving inputs or loans to farmers will
achieve increase in productivity and the welfare of the poor and maintained
that the need for agricultural inputs supply agencies to incorporate a credit
scheme for farmers for input procurement is very much advocated.

In another instance, Thimody (2003) worked on funding of Agricultural
extension in a deregulated cconomy through the Agricultural Development

helping them. It also revealed that with the termination of loans from the
World Bank ADPs in most states, there has been drastic declining of
Agricultural extension services. He concluded that general tax, commodity
based tax of local governments, bank loans, external sources, private sector
endowment funds and budgetary allocations to ADPs are the sources of
funding.

liaya and Abdulraheem (2010) empiricall y analyze the relationship between
commercial bank credit 1o agricultural sector and poverty reduction in
Nigeria from 1980 1o 1996. The Ordinary lcast Square technique was used
and it revealed that commercial bank credit to agricultural sector has a
positive effect on poverty reduction in Nigeria. Isijola (2000) also identificd
a significant relationship between credit supply and agricultural output in
Nigeria. The work revealed that Commercial bank loans and advances,
Agricultural Credit Guarantee Scheme are the determinants agricultural
creditsupply in Nigeria,

Furthermore, Nnenna (2001) tested the relationship between bank lending
behaviour and output growth with implication on monetary policy in
Nigeria. The result shows a significant relationship between bank lending
behaviour and output growth, The study concluded that in the medium-term,
the decline in output has a significant influence on bank credits to the private
sector,

Obilor (2013) investigated the impact of commercial bank credit 1o
agriculture on Agricultural development in Nigeria from 1983 1o 2007. The
estimation revealed that Agricultural Credit Guarantee Scheme (ACGS)
loans and governmentallocations to agriculture has a significant and positive
effect on agricultural productivity while agricultural produce's price and
commercial bank credits produced a significant negative effect on

4,

ey



I

bu

20
con.
Nige
only:
In adc

-

e

Taricultnlioal Financing itiarives And Economic Growth In Nigeria (1980-2011)
Mohammed, 1D and Dada, RM

wicultural productivity. Ogbanje ef al (2010) in their work on the effect of
dgcetary allocation on Agricultural production in Nigeria from 1977 to
17 based on time series data upon which regression analysis was applied
firmed that Budgetary Allocation on Agricultural Sector (BAAS) in
i has significant effect on Index of Agricultural Production (IAP) with
ibout 33.9 percent of IAP is explained by BAAS.
lition, Ojo (2002) discussed the ineffective role of the community
axs in financing agriculture, having being transformed in 2007 to
microlinance banks which Olaitan (2006) believes would enhance
agricultural lending. This might not be so in the long-term given the attitude
of'this group of institutions over the vears.

Ugwu (2010) investigated the impact of commercial bank credit on
Agricultural output in Nigeria using the OLS technique using time series data
from 1982 10 2007. The study revealed that Agricultural output, commercial
bank credit to agricultural sector and real interest rate contributed to
cconomic growth in Nigeria. And that agricultural sector is grossly
underfunded.

This study attempts to modify the model of Obilor (2013) who investigated
the mpact of commercial bank credit to agricultural sector on agricultural
development in Nigeria from 1983 to 2007. However, Agricultural produce
price in the model shall be replaced by value of foreign direct investment on
Agriculture, And the impact of credits to agricultural development in Nigeria
will be seen on the aggregate economic growth proxied by the Gross
Domestic Product (GDP) of the country from 1980 to 2011.

Methodology

Agricultural financing strategies in Nigeria is investigated through the
ordinary least square method to estimate the impact of financing measures in
agriculture on economic growth in Nigeria. The variables in consideration
arc the Real Gross Domestic Product (GDP), a proxy for economic growth as
the dependent variable. While sources of financing agriculture such as
Commercial Bank Credit s on Agriculture (CBCA), Agriculture Credit
Guarantee Scheme (ACGS), Government Expenditure on Agriculture
(GEA). and the Foreign Direct Investment on Agriculture (FDIA) are the
independent variables. The time series data utilized run from 198010 2011.
The time series properties of the data to be used for the analysis of this study
will be tested using the unit root and cointegration tests. The Augmented
Dickey-Fuller (ADF) and Phillips-Perron (PP) tests at constant and trend
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were explored for the stationary tests. The model of the study is a
modification of Obilor (2013) on the impact of commercial bank credits (o

agriculture on agriculture development in Nigeria. Obilor (2013) employed

agricultural productivity as the dependent variable as against the commercial

bank credits to agriculture, agriculture credit guarantee scheme funds, and
agriculture produce price as the independent variables.

This study model is specified as:

RGDP=4a+CBCAa, +ACGSFa, + GEAA, + FDIAA, + U,

Where

RGDP = Real Gross Domestic Product
CBCA=Commercial Banks Credit to Agriculture
ACGS = Agricultural Credit Guarantee Scheme Fund
GEA=Government Expenditure on Agriculture
FDIA = Foreign Direct Investment on Agriculture
On apriori ground, itis expected that a,, a..4,.4, > 0.

Presentation and Discussion of results

Unit Root test

Table 1 presented below contains the Augmented Dickey-Fuller and Phillips-
Perron unitroot tests. From the results under the Augmented Dickey test, it is
revealed that GDP is stationary, while 4 were non-stationary at level. But. all
the variables were stationary at first difference with the exception of CBA.
And going by the Phillips-Perron test, two variables were stationary at level
and all were equally stationary at the first difference(s).

Table 1: Augmented Dickey-Fuller and Phillips-Perron Unit Root Test

Results
Varinbles @ Level(s) e
ADFIL ren Apene [
GDP T1.6R0234 23272K1 T AATITIR
CHCA 2256900 OOHIRSS T IJAN6A2
ACGSF 5900390 SSUKTI0 IR
GEA 72963222 FLOO4 KK ‘O3 aa0s
FDIA [T H921K22 LT
 First l)_l_fl_'gr_x_’gt_cr_i-\—;
ADFI rer ADEIL
«obr 7K. 36430 O 21698 o IR JJIQf?‘ (5
CBCA 17845742 ROKT9TIY PLON2632T7
ACGSY 0.5970113 M 22667 I =i H A'l TRIS01
GEA 6. 456861%* P16, 54370 My AXSSXO*
FDIA 5. 7533K0 5 7SIINO* | S GORRRGS

Source: Researchers' computation using Evicws (7.0)
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NOTES: ADFI AND PPI = Unit Root Test with Constant, and ADFII and
PPII = Unit Root Tests with Constant and Trend. And, *, ** and *** indicate
statistically significance at 1 per cent, 5 per cent and 10 per cent level
respectively.

Co-integration Test Results

The results in table 2 below revealed that there are four (4) co-integrating
relationships as evidenced by the trace statistic of 113,5717, 65.11956,
37..60245 and 16.79135 which are greater than the critical value at level 0, 1,
2. 3 and 4 respectively at 5% level. This thus necessitates the rejection of the
null hypothesis that agricultural financing strategies have no significant
effect on economic growthin Nigeria.

Table 2: Unrestricted Co-integration Test Result

Maximum Rank | Trace Statistic Critical Value | Maximum Critical Value
Number Of Co- Of Trace Eigen Statistic | Of Eigen
Integration Statistic Statistic
Equation 5% 5%

0 113.57117 68.52 48.45219 3346

| 65.11956 4721 2751711 21.07

2 37.60245 29.68 2081111 2097

3 16.79135 1541 15.96866 1407

4 0.822687 3.76 0.822687 3.6

Source: Researchers' computation using E-views (7.0)

Regression Analysis Results

The result of the estimation of the model of this study is summarized in table
3 below. It shows that only two variables conform to the apriori expectation,
while the other two do not “tow” the line of the apriori expectation. That is,
there is a positive relationship between the Gross Domestic Product (GDP),
Commercial Banks Credit to Agriculture (CBCA) and Government
Expenditure on Agriculture (GEA). But, Agriculture Credit Guarantee
‘§cheme Fund (ACGSF) and Foreign Direct Investment on Agriculture
(FDIA) were negatively related to Real GDP. More specifically, a unit
increase in CBCA is capable of increasing GDP by 3.673 units
approximately when other variables are held constant; and in the same vain, a
unit increase in GEA will lead to a resultant increase in GDP by 2.438 units
approximately. However, a unit increase in ACGSF and FDIA will lead to a
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decrease in GDP by 0.015 and 18.487 units respectively. And going by the
constant figure of the model, it indicates that when all the independent
variables are held constant, a positive variation in GDP can still be achieved
upto thetune of | 84162.4 units.

Table 3: Regression Analysis Results

Variable Coclficen |81, Emror__ [ t-Sutistic | Prob. ]
C 1841624 | 44663.66 4316 00003 |
CBCA 3673035 | 0.872849 4208098 | 00003 |
ACGSF 0014393 | 0.014512 005516 03236 |
GEA 24327126 | 2003522 1214225 0.2352
FDIA 1848700 | 61.04150 0302860 | 0.7643

R*=0.712312; Adj R’ = 0.669692; F-statistic = 16.71295; Prob (F-statistic)
= 0.000001; DW statistic = 2.05738

Source: Researchers' computation using Eviews 7.0

The specified model has high coefficient of determination. This can be seen
from R-squared of 71 per cent of total variation in Real GDP. and the
remaining 29 per cent variation in the Real GDP are not accounted for in the
model. The adjusted R-squared also shows that asymptotically the variables
can explain approximately 67 per cent of the total variation. The implication
of this is that the model is adequately fitted. And as for the test of significant
for each of the variables using the P-value test; it is revealed that only CBCA
was statistically significant while the ACGS, GEA and FDIA were not
statistically significant. This test was equally compared to the standard error
test based on the rule of thumb and the result was the same with that of the p-
value at 5 per cent level of significance.

As regard the E-statistic from the table it shows that F-statistic is 16.713 and
prob (F-statistic) is 0.000001, which indicates that the model under this study
is statically significant from zero, in other words, the explanatory variables
jointly considered, are significantly jmportant in explaining the variation in
the dependent variable. While the Durbin-Watson statistic of 2.057 shows
that there is an absence of positive serial auto-correlation among the
successive value of the variables.

Policy Implication and Conclusion

This study attempted to explain the influence of agricultural financing on
economic growth. Itis obvious from the study that both CBCA and GEA had

o



Agriculdral Financing Initiatives And Economic Growth In Nigeria ( 1980-2011)
Mohammed, 1D and Dada, R-M

positive relationship with economic growth, and this is in conformity with
the apriori expectation. This implies that economic growth responds
favourably to any policy measures taken on the part of the government and
the commercial banks to increase their expenditures and finances to
agricultural sector respectively. However, the negative signs of ACGSF and
FDIA indicate an inverse relationship with economic growth, and it is quite
contrary to the apriori expectation. The implication of this is that any policy
measure to increase the ACGSF and FDIA will have a resultant decrease on
the aggregate economy. This evidence cannot be disconnected from the
unprofessional practices in the management of the scheme. _Equally,
evidence has also shown that in the past, such funds are diverted to
unproductive ventures by larger percentage of the beneficiaries. The FDIA's
negative relationship may be due to the poor investment environment in the
country particularly; insecurity, epileptic power supply, government
bureaueracies, which constitute discouraging factors to foreign investors.
Funding agricultute in Nigeria for developmental purposes has taken several
initiatives with vibrant measures to revamp such sector to its old glory.
However, these measures have in few cases achicved their targets but in
several cases they proved to be effort in futility. Based on this study, the
following are suggested:
a) The monetary authority should intensify efforts in decreasing the
interest rate on loans to agriculture in order to rekindle farmers'
interest in securing loans from banks.

b) Agricultural extension officers should be assigned to supervise and
monitor agricultural loans beneficiaries in order to ensure appropriate
use of funds which translate in productivity.

¢) In order to sustain the positive impact of government expenditure in
agriculture on the aggregate economy, proper financial
accountability should be strictly adhere to.

d) The agricultural credit guarantee scheme fund should be made to
target rural farmers with appropriate surveillance measures against
diversifying such funds for unproductive activities in the urban areas.

e) The government must improve efforts in ensuring steady power

supply, improving security of life and property and creating enabling
environment to attract foreign investors to Nigeria.
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