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ABSTRACT 
This study examined the performance of small-holder crop and livestock farmers’ 
credit beneficiaries in Abia State, Nigeria. Data were obtained from crop and livestock 
farmers who benefited from credit facilities from across the three (3) agricultural 
zones of the state using a multi-stage sampling technique. A total of 240 crop and 
livestock farmers were administered with a well structured questionnaire but the 
response from 180 farmers: 90 crop and 90 livestock farmers were found useful for the 
study and used for data analyses. Data were analysed using descriptive statistics such 
as percentages, means, econometric tools andnet income return model. The results 
showed that majority (58.0% and 77.0%) of crop and livestock farmer respectively 
were males. The result further revealed an age mean value of 42% for crop and 45% 
for livestock farmers. Hence it can be surmised that credit is disbursed to farmers who 
are both willing and able to work. The value of theχ2 calculated was 1.9 as against the 
tabulated value of 222.06, showing that there is no significant discrepancy in the age 
of crop and livestock farmer. The result showed that the crop farmers have a mean 
farm size of 2.7 hectares while the livestock farmers have a mean size of flock of 
2.3hectares.Thisexplain why most small scale farmers tends to patronize microfinance 
banks who disburse a small amount of funds. The result also revealed that 100% of the 
credit beneficiaries sourced their credit majorly from micro credit banks. The study 
further showed thatthe cost of borrowing and poor timeliness of operation affect the 
level of earnings. It was also observed that the earning of crop and livestock credit 
beneficiaries wasN75,100 and N256,940 respectively, showing that banks prefer to 
borrow more credit to livestock farmers than  crop farmers probably due to quick 
returns from livestock farming than  crop farming in the area. The result showed that 
the livestock farmers borrowed more credit than the crop farmers. While the crop 
farmers borrowed a mean amount of N108,000, the livestock farmers borrowed a 
mean amount of N151,000.It is recommended thatmore funds should be made 
available to crop and livestock farmers through provision of adequate credit at a 
minimum cost to increase the output of these enterprises. The government and lending 
institutions should help in training farmers hence this will bring about efficient and 
effective utilization of funds and resources  
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CHAPTER ONE 

INTRODUCTION 

1.1 Background Information 
 
Agriculture is known for its employment creation and food production. More than  70 percent of the 

Nigerian population are engaged in this sector for livelihood. Agricultural growth is the only panacea 

for hunger, food insecurity and development (Henri-Ukoha et al.,2011). It is one of the major 

contributors to Nigeria’s Gross Domestic Product (GDP) with small-scale rural farmers and credit 

facility playing dominant role (Rahji et al., 2009). However, due to the importance of agriculture to 

the nation, Oguoma, (2003), reported that a multiplicity of policy instrument were introduced at 

various periods with a view to determining an effective and efficient set that would chart a 

sustainable course for agricultural growth and development. Odoemenem and Obinne (2010), noted 

that productivity and growth of small holder rural farmers are somewhat hindered by limited access 

to credit facilities. Agricultural credit is loan and advance granted to prospective borrowers such as 

small holders farmers to finance and service on-farm and off-farm, fisheries, forestry and wild life 

management activities (Atieno, 2001). Such loans and advances according to Ozowa (1995), must 

have a promise to pay-back in a specified later date. Despite the essentiality of credit in promoting 

small holder agricultural enterprise in Nigeria, it is however, lacking in the scheme of things due to 

some factors (Onwuka, 2006).  

 

The factors that limit small holder farmers’ access to credit in Nigeria include floods and drought 

which reduce productivity, hence repayment of borrowed funds, poor socio-economic disposition of 

the farmer or the borrowers themselves and factors associated with the lenders or credit institutions. 

According to Okojie et al., (2010), farmers’ lack of bank account, collateral, and information 

regarding the procurement of credits from formal institutions limit access to credits. Others are loan 

defaults and complex loan mechanism of commercial Banks, which are hardly understood by the 

small scale farmers in Nigeria (Agnet, 2004). Rahji et al., (2009) attributed the hindrances to credit 



2 
 

accessibility to imperfect and cost of information in the financial markets, high transaction cost of 

agricultural loans, credit rationing policy and banks’ perception of agricultural credit as a highly 

risky venture.Others are high interest rate and short term nature of these loans that hardly suits 

annual cropping system in Nigeria (Philip et al., 2009). Adegbite (2009), citing Ezike (1984), Nweke 

and Onyia (2001), and Kodieche (2002), stated that financial lending institutions in Nigeria often shy 

away from giving loans to farmers due to high default and delinquent rates among farmers. Irregular 

repayment behaviours are common in agriculture due to risks associated with agriculture such as 

poor output, poor market price, harsh weather conditions, e.t.c.  Irregular loan repayment behaviour 

by farmers or default in most cases, is often attributed to the failure of most farmers to meet up with 

the loan at the payback period.  

 

Capital acquisition for farming activities is more deplorable as food production continues to be at 

subsistence level. Farmers can hardly procure farm inputs such as land, fertilizers and farm 

machines, even when they have them, expansion of the farm is almost impossible. However, in 

recent time, farmers’ participation in micro-credit programme has reduced financial constraints 

associated with food production. Again, credit institutions have grown substantially in making credit 

more available in form of small loans without collaterals. They include Nigerian Agricultural Credit 

and Rural Development Bank (NACRDB) and the Agricultural Credit Guarantee Scheme (ACGS) 

(www.abiastate.gov.ng 2014), who enable credit availability to farmers, provide some essential 

advice on the farming business and encourage farmers to expand their enterprise for national growth.  

 

Micro credit lending institutions are business organizations that provide financial services targeted to 

the poor at grassroot(First Bank Annual Report, 2010). Micro credit institutions perform different 

functions and they share common characteristic of providing financial services to small, medium and 

large scale businesses; individuals and firms that may find it difficult to access credit from formal 

banking institutions. Micro-credit institution is a general term to describe financial services to low-
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income individuals or to those who do not have access to typical banking services. These institutions 

are capable of disbursing loans that range fromN1 to N500,000 for small scale, N500,000 to 

N1,000,000 for medium scale,  N1,000,000 and above for large scale  farm enterprises in Nigeria, ( 

Central Bank of Nigeria , 2007).    

 

The Federal and State governments of Nigeria have recognized that to achieve the goals of food 

security, poverty reduction and sustainable economic growth and development, the financial 

empowerment of farmers in the rural areas (being the repository of the predominantly poor in society 

and small holder agricultural activities) is a necessity (Zeller and Sharma,1998). Sustainable 

financial services through microfinance institutions is a sine qua non to this development. Adegbite 

(2002), noted that a commercially viable financial structure has been made through an appropriate 

policy and regulatory framework of Central Bank of Nigeria (CBN) to reform and consolidate both 

commercial and micro finance institutions and position them for increased capital base of the 

farmers. Government raised this strong structure to create a shock absorber to any credit demands as 

well as create a high capital base for small scale farmers in Nigeria. 

 

Although Adegbite et al., (2007) noted that advancement of credit to farmers is capable of breaking 

the vicious circle of poverty, increasing farmers participation in micro credit scheme in Nigeria and 

Abia State in particular does not seem to have recognized this development nor taken advantage of 

these institutions to increase investment in agriculture and ensure food security. This is seen from the  

poverty level and food insecurity status of farming households in Nigeria, which is still relatively 

very high with 60.0 percent of rural farmers living under severe poverty (Okunmadewa et al., 2005; 

National Bureau of Statistic, 2009). The average national poverty incidence indicates that this 

situation has not improved since last two decades in majority of sub-Saharan African countries, 

Nigeria inclusive (World Bank, 2008; Apata et al., 2009). This study centered the performances of 

small-holder crop and livestock farmers in Abia State. The study established the performances of 
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credit beneficiaries and isolated factors that explained loan inadequacy among micro-credit 

institutions. The study created a good opportunity for credit expansion by different farmers and 

analyzed theirperformance for future credit disbursement to potential/ credit worthy farmers in Abia 

State 

1.2 .  Statement of Problem 

Agricultural credit is an essential input for agricultural production, which expands farmers capital 

base and facilitates farm inputs acquisition (Olaoye, 2010). Despite the growing micro credit 

institutions and strong capital consolidation structure initiated by the Central Bank of Nigeria 

(Anyanwu, 2004), access to credit by the small holder farmers still appear inadequate, especially in 

Abia state. The inability to raise enough capital through credit facilities by most rural, small holder 

farmers is due to the poor socio-economic condition of farmers coupled with some characteristic 

features of agricultural credit in Nigeria (Oyeyinka and Bolarinwa, 2009). Lack of both information 

on credit delivery and availability of collateral or securities by farmers, high transaction cost and 

prolonged loan procurement procedures were identified as impediments to availability and 

accessibility to formal credit by rural small holder farmers as capital to acquire more farm input for 

expanded production is unattainable by farmers in Abia State (Agnet, 2004; Adejobi and Atobatele, 

2008 and Okojie et al., 2010).  

 

Lack of  access to Finance or capital represents the second greatest problem of small holder farming 

activity in Nigeria after poor management ability (World Bank, 2008). Farmers are discriminated at 

times during disbursement due to previous record of loan delinquency and default. The issue of loan 

delinquency or low repayment capacity of farmers has a strong implication on loan inadequacy of 

farmers in Abia State. Farmers in the state hardly get adequate loan to meet up with the increasing 

demand for farm input, thus low productivity is having a significant implication on their poverty 

status (ASG, 2011). Afolabi (2008), noted that small farm size holding and low profitability of farm 
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enterprise have always caused delinquent loans while high interest rate, age of farmers and poor loan 

supervision are major causes of loan default. Low farm returns reduce credit performances as it 

draws back farmers willingness to pay back on time. In a similar manner, high interest rate that 

characterizes the credit institutions has posed a serious threat to its accessibility, capital expansion 

and repayment for small holder farmers (Okojie et al., 2010 and Anyanwu, 2004). It will thus be 

important to ascertain how these factors affect the crop and livestock farmers in Abia State.  

 

The amount of credit disbursed to micro credit beneficiaries should also account for a sizeable 

increase in agricultural productivity. An expanded agricultural credit programme is expected to have 

a multiplier effect on both the capital base and performance of small holder farmers over a period of 

time, yet high rate of defaults due to poor management procedures, loan diversion, and unwillingness 

on the part of some beneficiaries to repay loans (Oladeebo and Oladeebo, 2008) still characterize the 

agricultural credit facilities in Nigeria and Abia State in particular.  

 

The sustainability of agricultural credit facility is often faced with the challenge of low repayment 

capacity. This is because of the short repayment periods assigned to loans meant for short duration 

farm enterprises such as annual crops (Philip et. al 2009). Diversion of agricultural credits meant for 

investment in agricultural businesses to other areas by farmers who failed to take the advantage of 

such opportunities for agricultural growth is also a factor affecting access to farm credit.  It is 

important that the disbursed credit should be able to significantly affect the productivity of the 

farmer, otherwise such credit holds little economic value to the farmer. It will thus be beneficial to 

ascertain if the credit disbursed to the farmers in the state by the micro-credit institutions can 

significantly and positively affect their farming enterprises.  

 

Abia State, having about seventeen (17) registered micro finance institutions (CBN, 2007), is 

expected  to provide capital in form of soft loans or credits to small holder farmers. The emergence 

of micro finance institutions and expanded micro credit portfolio have not closed the credit supply-
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demand gap in agriculture, including Abia state (ASG, 2011). The scarcity of deposits among the 

small holder farmers and paucity of small, medium and long term loans that can sustain the annual 

and perennial farming systems in Nigeria (Philip et. al. 2009) suggest that the role of micro credit in 

food security is not being achieved in Abia State. Moreover, it is imperative to ascertain if borrowed 

loans are repaid and if the amount disbursed can account for improvement in the small – holder farm 

enterprise.  

 

1.3 Objectives of the Study 

The broad objective of this study is to assess the performance of small holder crop and livestock 

farmers credit beneficiaries in Abia state. The specific objectives of the study are to: 

1. identify the socio economic characteristic of small holder crop and livestock micro credit 

beneficiaries  in Abia State. 

 

2. determine the sources of credit available to small-scale crop and livestock farmers in the 

study area 

 
3. estimate the amount of credit borrowed by the small holder crop and livestock micro credit 

beneficiaries in the area.  

 

4. estimate the adequacy of the borrowed funds.  

 
5. estimate the earnings of the crop and livestock credit beneficiaries in the study area.  

 
6. estimate the influence of credit borrowing on the earnings of  beneficiaries in the study area. 

 
7. Compare the earning functions of the crop and livestock credit beneficiaries in the study area 

for structural stability. 

1.4 Hypotheses of the Study 

The following null hypotheses were tested in this study; 
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H01:   The earnings of crop and livestock credit beneficiaries are not significantly related to sex, 

age, marital status, household size, educational level, farming experience, farm size, 

adequacy of  credit disbursement and social capital  

H02: There is no significant difference in the net farm income of crop and livestock farmers in the 

study area 

1.5 Justification of Study 
 
A commercially viable financial structure in Nigeria with appropriate policy and regulatory 

framework by CBN to reform and consolidate both commercial and micro finance institutions to a 

strong financial base for improved farm input acquisition for traditional or informal sector 

development is imperative. A sustainable capital formation device anchored on timely and adequate 

viable financial structure is needed. It will facilitate the break of the vicious cycle of poverty, 

increase food security, and general security of lives, attain food self-sufficiency and  economic 

development. Micro credit programmes serve as a motivational programme to small holder farmers 

who lack the adequate collateral. Assessing the influence of micro credit on small holder farm 

operation will not only evaluate the performances of the beneficiaries but establish the factors that 

can increase their level of performance in the area. This will be relevant to policy makers when 

recommending the areas of improvement to small holder farmers in the area. Addressing the various 

factors that inhibit credit disbursement to small holder farmers will enhance efficiency in credit 

supply and demand in the financial market. It will make agricultural credit available and accessible at 

the right time in Abia State.  

 

Though some factors on poor credit delivery in Nigeria have been identified by some authors (Agnet, 

2004; Adejobi and Atobatele, 2008 and Okojie et. al. 2010), none of them has empirical evidence 

about credit delivery in Abia State. However, past studies in this area always centered on factors that 

affect loan defaults and repayment or repayment performance of beneficiaries (Anyanwu, 2004; 



8 
 

Agnet, 2004; Adejobi and Atobatele. 2008; Adegbite, 2009; Okojie et. al. 2010). The supply-demand 

gap of micro credit in Abia State has lead to inefficiency in Abia State and increasing poverty among 

the small holder farmers in the state. Information from this study will provide basis for closing this 

gap by establishing these hindrances in the flow of financial services in the state and recommending 

the factors that can increase its uses in the study area.  
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CHAPTER TWO 

2.0      LITERATURE REVIEW 
 
2.1                    Conceptual Framework 

2.1.1:  Micro Credit: Meaning and Importance  
 
Micro-credit in general refers to loans made to low income individuals to sustain self-employment or 

to start up very small businesses. Ojo (1981) stated that agricultural credit include all loans and 

advances granted to borrowers to finance and service production activities relating to agriculture, 

fisheries and forestries etc. Micro-credit is one of the major tools used to extend credit to farming 

households with a view to alleviating poverty of many entrepreneurs in low-income countries. In an 

era of global economic liberalization, micro-credit is widely viewed as an intervention that address 

important deficiencies of financial markets in terms of serving specific needs of the poor, by 

providing them with credit without collateral Stiglitz and Wesis (1981).  

 

The provision of micro-credit services improves the latent capacity of the poor for entrepreneurship 

and enables them to be more self-reliant, increase in employment opportunities, enhance household 

income and create wealth. Brenner (1971) referred to credits as the life blood of modern society, 

which plays an important role in the development of agricultural production, the demand for which 

grows as development progresses. Mosher (1965) described credit as an important accelerator of 

agricultural production. He emphasized that for agricultural production to increase, farmers must 

spend additional sum of money on improved inputs such as fertilizers, improved seeds and 

implements and such expenditures must be financed out of the savings of the farmers or by 

borrowing. In other words, to increase agricultural production above the traditional method of 

farming necessities the adoption of improved technology, which calls for heavy financial investment 

that may not be possible without credit. 
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2.1.2:     Micro Finance: Meaning and importance 

Microfinance refers to loans, savings, insurance, transfer services, micro-credit loans and other 

financial products targeted at low-income clients.  

Microfinance helps poor and low income clients deal with their basic needs. For example, with 

access to micro insurance, poor people can cope with sudden expenses associated with serious illness 

or loss of assets. 

 

In other words microfinance institution (MFI) is an organization that provides financial services 

targeted to the poor. While every MFI is different, all share the common characteristic of providing 

financial services to a clientele poorer and more vulnerable than traditional bank clients. 

Microfinance is a general term to describe financial services to low-income individuals or to those 

who do not have access to typical banking services. Microfinance is also the idea that low-income 

individuals are capable of lifting themselves out of poverty if given access to financial services. 

While some studies indicate that microfinance can play a role in the battle against poverty, it is also 

recognized that is not always the appropriate method, and that it should never be seen as the only 

tool for ending poverty.  

2.1.3:  Agricultural Credit: Meaning and Sources  

Adegeye and Dittioh (1982) defined credit as a means of obtaining control over the use of money, 

goods and services in the present in exchange for a promise to repay it at a future date. Adeyemi 

(1987) noted that there are many sources of financing agriculture, and Olatunbode (1990) classified 

them into two main sources; informal or non-institutional sources and formal or institutional sources. 

Informal sources include credit from friends, relatives, moneylenders, traders, gifts and inheritance. 

Loans from such sources are usually made directly to the borrower by the lender and prevalent in 

areas where individuals are quite familiar with and share confidence in one another. The relative ease 

of obtaining the loans devoid of administrative delays, non-insistence by the lender on security or 
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collateral from the borrower and flexibility built into repayment programmes has made the informal 

or non-institutional sources extremely popular among the peasant farmers who form the majority of 

their clientele, Ike (1986).  

 

Miller (1977) noted that although the informal sources remain most popular sources of credit among 

the small holder farmers but source has not supplied the amount of credit needed nor has it provided 

credit on the terms required by farmers to modernize their farming methods. He went on to show that 

moneylenders charge about 90% or above interest rates. This is likely to be a common cause of the 

chronic indebtedness of the small holders’ farm operators. Igben (1981) in collaboration declared 

that the informal lender milked the poor small-scale farmers through such high interest rates thereby 

worsening the state of their poor financial states.  

 

FAO (1985), on recognizing the exploitative nature of the informal lender stated that majority of the 

countries must aim to replace the private high interest bearing farm credits source with a workable 

institutionalized system charging low interest rates and providing at least enough effective 

competition to private lenders to force their interest rates downwards. Formal sources include 

commercial banks, Merchant banks, Agricultural co-operative and Rural Development banks, 

Community banks. The needs of medium and large – scale farmers are mostly met by these sources 

(Ihimodu, 1986). However, this work geared towards ascertaining the influence of these agencies 

mentioned above on small holders farm operation. 
 

2.1.4:  Micro Credit as a Poverty Intervention Programme 
 
Credit as a moving factor can be considered from its ability to energize or motivate other factors of 

production. For example, it can make the latent potential on under- used capacities functional. In 

such situations credit acts as a catalyst that activates the engine of growth, enables it to mobilize its 

inherent potentials and to advance in the planned or expected direction. It follows therefore that the 
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greater the influx of capital, the more the propensity of the economy to move in its given path (Frye, 

2000, Crouchy et. al. 2000; and Duffie and Singleton, 2003). 

 

Conversely, if the economy receives less than its due share of credit input, its potential would 

become dormant. There are many instances where the influx of credit can be seen to be positively 

related to the role of economic development. Consider the case of the peasant farmer who uses 

simple implements such as hoes, matches and diggers. He employs family labour because he cannot 

pay for the hire one, relies on farmyard manure because he lacks money to buy fertilizer of the 

quality and quantity that his crops would require. He limits himself to cultivating food crops when he 

could have added vegetable gardening, fish and poultry farming, and above all sells his products in 

the local markets patronized by poor clients instead of transporting them to distant and richer 

markets with a greater possibility for profit. Credit in the poor farmers hand will enable him reap the 

economies of scale, discover new and cheaper products, create demand where none exist and provide 

utilities to satisfy a widening market. 

 

Furthermore, it will generate in him the optimism and determination to venture into new field. Credit 

therefore constitutes the power or key to unlock latent talents, abilities, vision and opportunities 

which in turn act as the mover of economic development. Since the larger the amount of credit, the 

greater the momentum of its impact, hence the call for urban and rural banks, that will enable people 

to pool their meager resources together for enhanced efficiency (Agu,1998). The ability to make a 

worthwhile contribution of this sort depends on two things, first on thrift or the individual’s ability to 

save, and second on the availability of other supporting credit sources such as cooperative 

institutions, commercial banks, private leaders and the government.  These can augment individual 

savings thus creating new avenues of investment Orebiyi and Ojiaku (1992). Credit also contributes 

to economic development by enhancing production and productivity and thus higher income and a 

better quality life for the people (Ijere, 1995).  
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Ihimodu (1986) noted that if credits are made available the retarded agricultural sector will start 

moving. He stated that credit can stimulate the growth of agriculture by its contribution to the 

modernization of this sector through provision of improved seed, agro chemicals and fertilizer. He 

further stated that the cultivated land areas will expand while marketing of produce can be facilitated.  

Adegeye and Dittoh (1982) observed that credit could reduce inefficiency in resource utilization in 

agricultural production process. Credit could be used for maintenance, repairs, running and hiring 

cost of machinery and equipment, payments of wages, taxes, rent, land charges, investment on land, 

its improvement etc, (FAO, 1985). 
 

2.1.5.  Determinants of Micro Credit Facilities 
 
According to Okojie et. al. (2010), the lack of bank accounts, collateral, and information regarding 

the procedure for accessing credits from banks limit rural women’s access to credit from formal 

institutions. Adejobi and Atobatele (2008), suggested that loan default could limit access to credit, 

while Agnet (2004) opined that the complex mechanism of commercial banking is least understood 

by the small-scale farmers, and thus, limits the access to credit. Rahji and Fakayode (2009), blamed 

the limitation on imperfect and costly information problems encountered in the financial markets; 

credit rationing policy; and banks’ perception of agricultural credit as a highly risky venture; while 

Philip et. al. (2009) stated that high interest rate and the short-term nature of loans with fixed 

repayment periods do not suit annual cropping, and thus constitute a hindrance to credit access. 

Ifeanyi et. al. (2012) mentioned the location of banks in urban centers as a limiting factor, among 

others earlier mentioned. Adegbite (2009), citing Ezike (1984), Nweke and Onyia (2001), and 

Kodieche (2002) stated that financial lending Institutions in Nigeria often shy away from giving 

loans to farmers because of the high cost of administering such loans and the perceived high default 

rates among farmers. An interview with the Agricultural Credit Guarantee Scheme (ACGS) Fund 
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desk of the Small and Meduim Enterprise (SME) Unit of Central Bank of Nigeria (CBN) suggested 

that small-scale farmers’ low access to credit institutions is due to the requirement for collateral and 

the perceived high risk and uncertainty of agricultural production. An interview with a cooperative 

official corroborated the notion that unstable markets tied to uncertain harvests increased lenders’ 

perceptions of risk in lending to small-scale farmers. Other interviews suggested that credit is 

misallocated to non-intended beneficiaries in government-backed credit programs. 

 

2.1.6:          Concept of Performance and Indices of Performance 
  
Oxford advance learner’s dictionary defines performance as how well or badly a person or 

organization does something. In otherwords, performance can be define as an act that involves lot of 

effort or trouble, sometimes when it is not necessary. Thus, performance is not defined by the action 

itself but by judgmental and evaluation process. Only actions which can be scaled, i.e., measured, are 

considered to constitute performance (Campbell, 1999). 

Despite the great relevance of individual performance and the widespread use of job performance as 

an outcome measure in empirical research, relatively little effort has been spent on clarifying the 

performance concept.  

Authors agree that when conceptualizing performance one has to differentiate between an action 

(i.e., behavior) aspect and an outcome aspect of performance (Campbell, 1999). 

In many developing country like Nigeria, the index of agricultural performance shows that livestock 

output recorded a growth rate of 2.2% between 1990 and 2001 relative to 19.05% envisaged in the 

policy document for the same period (Evbuommwan et. al. 2004). In the year 2000 for instance, a 

negative output gap of -121,000 tonnes was recorded for pork production (Evbuommwan et. al. 

2004). Furthermore, (Akpan, 2009) has reported that agricultural performance index can be 

measured in loan repayment, delinquency and default hence these are some of the major problems of 

agricultural performance. He stated that, since it is rationally assumed that repayment has to come 
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from good performance in farm production and income, it therefore becomes quite expedient to first 

investigate the economics of actual production for which the advances made were not duly returned. 

 

2.1.7:          Measurement of Influence of Micro-Credit  

According to Akpan (2009) micro-credit institutions is an attractive development strategy established 

to help the poor population attend a high level of agricultural sustainability and development.  Reddy 

et. al. (2008) pointed out that micro finance should be seen as the provision of small scale financial 

service to business and household traditionally kept outside the financial system.  

Literatures have been indicated that micro finance is potential tool to contribute considerably to the 

economic development of the country which Nigeria is inclusive.  Reddy et. al. (2008) noted that 

loans given to Medium and Small scale enterprises (MSEs) have offered so many benefits such as 

creation of employment, expanding business, improving standard of living, capacities in investing as 

well as saving to the people in the country hence development of the nation. According to Olomola 

(2008) the availability of  credit to the rural farmer has contributed to their production scale from just 

peasant farmers to substantive farmers thereby improving their repayment capacity. He further stated 

that provision of credit has encouraged the procurement and use of modern technology. 

 

Credit act as a moving factor. This can be considered from its ability to energize or motivate other 

factors of production. For example, it can make the latent potential on under used capacities 

functional. In such situations credit acts as a catalyst that activates the engine of growth, enables it to 

mobilize its inherent potentials and to advance in the planned or expected direction. It follows 

therefore that the greater the influx of capital, the more the propensity of the economy to move in its 

given path (Frye 2000, Crouchy et al 2000; and Duffie and Singleton,2003). 
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2.1.8:       The Problems of Micro- Credits 
 
Abdulkabir (1986) observed that most of the people that benefit from micro-credits are civil servants, 

businessmen and contractors who practice farming as a hobby. They devote little or no time to 

agriculture. 

Many of the customers that approach the banks for micro-credits are not sincere. Their motive is to 

get the facilities and later divert their usage to other business ventures. These categories of  

customers believes that the facilities are their own share of the national cake (Oyelami,1986). 

Inadequate provision or wrong and misleading information by customers in their feasibility reports 

discourage the banks from extending such facilities (Oyelami,1986). It is obligatory that all formal 

lending have to be covered by some form of collateral. The usual securities acceptable to banks are 

landed properties with statutory titles. In the rural area where the majority of farmers are found, 

records of title and tenancy rights of most farmers are not well established. Lack of acceptable 

collateral securities by small rural farmers according to Adeyemi (1987) makes extension of 

substantial loans to them difficult if not impossible. Though guarantors may be brought to overcome 

their problem, Ike (1986) argues that guarantors may disappear in case of non-payment. 

 

Oyelami (1986) stated that lack of technical knowledge hinder the objective achievement of micro-

credits. He also observed that the non-provision of insurance policy to cover uncontrollable natural 

problems such as diseases, fire outbreaks and frequent weather hazards also limit credit flow to 

farmers. 

 

Financial institution incur high administrative and operational costs in the attempt to meet the credit 

needs of small farmers that make up a greater percentage of the population (Ladman and Adams, 

1978. Adekanye, 1982). Okorie (1986) identified the relative low interest rate in agriculture sector 
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imposed by the central monetary authorities as one of the problems of micro-credits as it limits the 

availability of credits.  

 

Micro-credits from the non-institutional sources are known to be very expensive as money lenders 

charge about 90% or above as interest. (Miller,1977), while the institutional credits have been 

observed to have bureaucratic form of administration, which accounts for the delay in credit approval 

and disbursement. This delay encourages credit diversion by farmers. 

Studies by (Akinleye et. al. 2012) and Adeyemo (1984) have confirmed that the smaller holder    

farmers incure high borrowing costs on transportation, interest charges, form fees, insurance, stamps, 

payment for visits of extension agents feeding and bribery. This is because the activities of bank are 

concentrated in few urban centers. The rural borrowers frequently travel considerable distance to get 

and to repay the loan. 

2.1.9:    Micro-credit Disbursement and their Determinants   
 
Several factors affect the disbursement of loans to farmers. They include;  
 
2.1.9.1:  Loan repayment and collaterization. 

Loan repayment is central to loan management especially in agriculture where a high rate of loan 

delinquency has been recorded. It is a prudent policy for lending agencies to require that all loan 

request should include a realistic stated repayment plan. Another way of stating this is to say that 

sound institutional loan should be collectable from a planned self liquidation of the borrowers assets 

or from the anticipated income or profit of the borrower rather than from the facial liquidation of any 

collateral that may be pledged (Agu,1998). Since loan delinquency often arises because of poor loan 

management, an inclusion of realistic stated repayment plans in all loan requests by farmer acts as an 

incentive to enable the farmer meet the repayment schedule. 
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Farmers on their part become delinquent for one or two basic reasons: they are unable to repay or 

they are unwilling to repay. The inability to repay may result from inadequate income and 

unexpected events such as bad weather, pest, and sudden price decline or by structural deficiencies 

such as inadequate markets etc. The main reason given for unwillingness to repay are that loans  to 

agriculture are viewed as grant or political patronage particularly when the loan is from state owned 

financial institution or simply that borrowers plan from the beginning not to repay (Agu 1998). 

A suggested way to deal with loan default among farmers is to analyze the incentives that farmers 

have to repay on time or to become delinquent (Adams et. al. 1986). Farmers will find it attractive to 

repay and maintain a good credit rating if there is the possibility  of receiving a larger loan in the 

future on which a positive rate of return can be expected. Against this must be weighed the explicit 

financial charges on possible new loans transaction cost involved in repaying, negotiating and 

receiving a new loan. The possibility of losing the collateral pledged and at the same time being 

denied any future new loans constitutes a serious sanction that will deter a borrower from being 

delinquent. The idea that once a farmer declares that he is unable to repay a loan, there is nothing 

that can be done encourages farm loan delinquency and kills any incentive to manage farm loans. 

(Mbata, 1993 and Zeller and Sharma,1998). 

 

The proper function of collaterals is to minimize the risk of lost to the lender, if for unforeseeable 

reasons, the expected income of the borrower fails to materialize in sufficient quantity for the 

repayment of loans. In most cases, the capacity to pay i.e. the expected increase in income, if 

properly measured, is a better security then a tangible security. Thus when estimated increase in 

income is used as a major criterion for loan security, tangible security should be generally 

disregarded or at most required to prevent the acquisition of additional debts.  

The essential thing is a relationship between the lender and the borrower and the borrowers’ access 

to other means of collecting debts. For instance, loan quality can be protected and repayment 

schedule maintained when the processing and marketing institutions to which the borrower deliver 
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their products are organized and willing to cooperate with lenders. With standing orders and 

instructions from the delivery proceeds due farmers and sent directly to the lenders, thus reducing 

administrative and bad debts costs. 

 

2.1.9.2:  Loan repayment and interest rate  

Lenders of funds in the formal financial sector use the deposits of their clients whilst lenders 

operating in the informal sector use mainly their own funds to advance money to borrowers. In either 

case, the transactions are expected to lend to recouping the financial capital. If this does not happen, 

borrowers benefit at the expense of lenders. Assuming this continues , bankrupt will be the ultimate 

result and this will reduce financial intermediation.  

According to (Stiglitz et. al.1981), high interest rates will lead to adverse selection of loan seekers 

that affect loan repayment.Theresa  et. al. (2014) also made it clear that repayment rate will not be 

100% at a positive interest rate. Assuming the project return is very low, borrowing at zero rate will 

still not make the borrowers capable of repaying the loan. Thus a positive interest rate increases cost 

of production, reduces returns from a productive activity and promotes loans default among 

borrowers.  

 

2.1.9.3:  Loan delinquency or default  

High rate delinquency is widely reported in literature especially among smallholder farmers in 

developing economics. (Godwin et. al. 1973) reported a default rate of 37 percent of the amount due 

among Ghanaian rice farmers. In Nigeria, several researchers (Miller, 1977; and Obi, 1980) reported 

default rates ranging from 9.7 percent to 67.1 percent among smallholder farmers. Okorie (1984) and 

Arene (1985) reported on some of the factors that affect loan default. These include nature and 

timeliness of loan disbursements, effectiveness of supervision by credit officers, profitability of 

enterprises on which loan funds were invested, level of education, adoption of technology and time 

spent on farming business. 
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This short term and long-term problems associated with loan delinquency and poor recovery are 

manifold (Sadeque,1986). First, delinquency imposes serious resource constraints on all the lending 

agencies. As volumes of disbursement grow to keep pace with farm credit requirements, more and 

more capital will be lock up in overdue loans.  

If the recovery role does not improve, the lending agencies whether state or privately owned will find 

it hard to finance agriculture under the constant resource scarcity of the developing countries where 

various sectors of the economy compete with one another for capital funds. Secondly, poor recovery 

and delinquency will force banks to resort to costly and time-consuming litigation practices. Legal 

actions and court proceedings for realizing farm loans which are usually small in size, are not cost 

effective and certainly wear down the banks.  

Finally poor recovery by lending agencies has a democratizing impact upon both agency officials 

and their clientele. Eventually, this paves ways for corruption in loan sanctioning procedures and the 

defiance on behalf of the creditors to payback the loans. 

 

The problem of default rate has been further aggravated by the slanted publicity given by the Central 

Bank of Nigeria (CBN) to the introduction of Agricultural Credit Guarantee Scheme (ACGS), which 

made many bank loan recipients feel that loans were their own share of the “national cake”. They 

were of the impression that 75 percents of their loan came from the government purse or would be 

repaid by the government (Okorie, 1984). 
 

2.2:           Theoretical Literature  

2.2.1:       Models of Micro Credit Disbursed 
 
As one of the agencies that administer micro-credit finance, the First Bank Nig Plc has established 

various credit scheme ranging from small, medium and large scale agricultural businesses. These 

include,  
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2.2.1.1:  The First Bank Farm Settlement Scheme 
 
This is a programme designed to create a community where Nigerian youths interested in Agriculture 

live and work together on individual farm projects in all the states of the Federation (First Bank 

annual report, 2010). It is a classical model of the desired Public-Private sector partnership involving 

the Bank, a States Government and the CBN. Under the arrangement, the State Government provides 

the infrastructures, while the bank provides working capital and the young framers contribute their 

skills and manpower. The objective includes: Complementing government efforts to create 

employment, engender national food security, inculcate and stimulate pride in the agricultural 

profession among young Nigerian, create a new generation of economic actors and employers of 

labour and contribute to rural development. 

2.2.1.2:  Guaranteed Fund Credit (GFC) 
 
Guaranteed Fund Credit (GFC) enables you to access credit facility of up to N1million as a farmer 

even when you can provide 25% security cover for borrowing. Farmers with collateral can access as 

much as N10million under this scheme. The Guaranteed Fund Credit provides credit for various 

agricultural enterprise under a guarantee fund model. It drives its essence from the Agricultural 

credit Guarantee scheme of the central Bank of Nigeria. It enables farmers to enjoy a refund of up to 

40% of interest Draw Back Programme sponsored by the Federal Government and Central Bank of 

Nigeria (CBN, Report. 2005). 

2.2.1.3:   Multi – channels Agricultural Credits to Schools (Multi- CACS) 
 
Multi-channels agricultural finance scheme helps ease the cash flow problems of salary earners 

involved in farming. It is the perfect way to keep your farm in business while you get on with the 

business of your regular job. 

According to (Okunmadewa et. al, 2005). This scheme provides working capital support for the 

small scale farming activities of salary earners. Such farming activities are pursued along side with 
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regular paid employment as a means of augmenting household income. Credit facilities granted 

under this programme can be repaid from the monthly salary, the farm operation, and any other 

income generating activity of the farmer. 

2.2.1.4:     First Bank Agricultural Credit to Schools (FACTS) 
 

This scheme provides working capital loans to secondary schools and tertiary institutions with 

agricultural and agro-allied projects. It facilitates the commercialization of school farm projects/ 

business in secondary and tertiary institutions that have agricultural science program, demonstration 

farms, bakeries or related projects. Although serving primarily to impart knowledge to students, such 

school projects provide an avenue for the schools to diversify their sources of revenue in the face of 

insufficient funding. It also stimulates interest in agribusiness and the agricultural profession among 

youths (First Bank annual report, 2010).  

2.2.1.5:  National Agro Dealer Scheme (NADS)-plus 
 
This product is designed to provide credit facilities to agro-dealers, merchants and suppliers of 

agricultural inputs who will participate in the Federal Government Agro input purchasing Power 

Support program. The support program is coming in the wake of the government’s deregulation of 

and withdrawal from direct procurement and distribution of agricultural inputs. In order to enhance 

access and ensure affordability, government is completing the National Agro Dealer Scheme with the 

purchasing Power Support (subsidy) to facilitate the off-take of inputs by farmers. This scheme 

provides an avenue to assist in effective administration of agricultural inputs subsidy. 

2.2.1.6:  Group Lending Model 
 
Since the 1970s, group-lending programs have been promoted in many developing countries. A 

common characteristic of group lending is that the group obtains the loan under joint liability, so 

each member is made responsible for repayment of loans of his or her peers. Joint liability, but 

possibly more so, the threat of loosing access to future credit, incites members to perform various 
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functions, including screening of loan applicants, monitoring the individual borrower’s efforts, 

fortunes and shocks, and enforcing repayment of their peers’ loan. (Zeller and Sharma 1998). The 

existing theoretical models of peer monitoring deduce that repayment performance in group lending 

programs is positively related to the homogeneity of members with respect to the riskiness of their 

projects (Stiglitz et. al,1981). In group-lending programs, the functions of screening, monitoring and 

the enforcement of repayment are to a large extent, transferred from bank to group members. The 

financial intermediary reduces recurrent lending transaction costs by replacing a multiple of small 

loans to individuals with a larger group loan (Adams, 1988 as cited in Zeller and Sharma 1996). This 

reduction in transaction costs enables financial intermediaries to bank with poor, who demand small 

loans and who would not receive any credit under an individual loan contract because of excessive 

unit transaction costs of tiny loans. (Zeller and Sharma1998) argues that probably the most important 

rationale for group lending is the information and monitoring advantages that group-based financial 

institutions at the community level have, compared to individual contracts between a bank and 

borrower. Group members get important information like reputation, indebtedness and asset 

ownership of the loan applicants at a lower cost. They can also easily monitor individual efforts 

made towards ensuring repayment. In addition, groups may also have a comparative advantage in 

enforcement of loan repayment. Group members can potentially employ social sanctions or even 

seize physical collateral from the defaulter (Theresa et. al. 2014). Moreover, group members appear 

to be in a better position to assess the reason for default and to offer insurance services to members 

who are experiencing shock that are beyond their control (Zeller and Sharma 1998).    

 

Despite all the above-mentioned benefits, group lending is not without its problems. There are 

several factors that may undermine the repayment performance in group lending. (Zeller and Sharma 

1998) stated that since the risk of loan default by an individual is shared by his or her peers, a 

member may choose a riskier project compared to that in the case of individual contract, and may 

count on other members to repay his or her loan (i.e. adverse selection of risky projects). He further 
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notes that repayment incentives for a good borrower will vanish under joint liability, when he or she 

expects that significant number of peers will default. Individuals select those whom they thrust to 

form a group with, that is they want those who can make regular repayments, have a good concern 

about the possible loss they face in case of non-repayment, ultimately leading to the exclusion of the 

poorest of the poor. Adegbite (2002) assessed the factors that lead to the failure of group based 

lending system in urban areas and went on to the extent that he recommended an individual credit 

system for a better loan repayment. According to him presence of high geographical mobility, low 

attachment to specific neighbourhoods and peer groups consisting of competitors are the factors that 

frustrate the solidarity of groups in urban areas, and hence group lending is more applicable to the 

rural environment than to urban society. 

2.3: Empirical Literature 

2.3.1. Socio–Economic Characteristics of Small-Holder Farmers and on Loan Size 

Oboh, et. al. (2009) in his study on socio-economic determinants of farmers’ loan size in Benue 

State, Nigeria using descriptive statistics, indicated that the majority of the small scale farmers in 

Benue state were males (77.7%) with an average age of 45.1 years. Farmers spent an average of 8.3 

years in formal school, while they had a mean household size of 8.0 persons. In general, their farm 

sizes averaged 2.2 hectares with a mean annual income of N24, 380. Farmers also had an average 

farming experience of 22.2 years. The three major arable crops grown include cassava, yam and rice.  

 

 Afolabi (2010) outlined that 60.23% of the sampled small scale farmers in Oyo state of the 

respondents were older than 50 years in age while 19.74% of them fell between 41 and 50 years age 

bracket. About 14.18% of these farmers were between 31 and 50 years old while 5.85% were 30 

years old or less. Further analysis indicates that majority of these respondents belong to the aged 

group which can have a negative effect on their productivity and hence their loan repayment capacity 

ceteris paribus. In a similar development, Adebayo et. al. (2008) revealed that 57.6% of the 
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respondents in Oyo state fell within the age brackets of 20-49 years, an indication of majority being 

in the middle age group. Only 10.8% of the respondents were above 57 years of age and above. More 

than seventy-six percent (76.7%) of the respondents were married. The study also indicated that 

62.4% of the respondent(s) were male as against 5.8% female respondents.  

 

This agrees with the finding of Afolabi (2010) that small scale farming are being carried out mostly 

by males, while females involve in light farm operation such as processing, harvesting and 

marketing. The study also revealed that the respondents had large family size with majority falling 

within the range of 6-10 persons per family. Fifty-nine percent (59%) of the respondents had one 

form of education or the other as against 41% that had no formal education. 

The use of ordinary least square regression analysis gave a similar result. Henri-Ukoha et. al. (2011) 

identified the factors that determine loan disbursement or loan size by financial institutions to 

farmers. Four functional forms were fitted to loan disbursed and subjected to ordinary least square 

multiple regression analysis. From the result of the analysis, the coefficient of age, level of 

education, farming experience and farm size are positive and significant at 1% level, implying that 

any increase in any of the isolated explanatory variables would result to an increase in farmers loan 

acquisition which will invariably lead to increase in the farmers’ output. This contradicts the findings 

of Mbah (2009) who found age of farmers insignificant and negative to loan size. The negative 

coefficient of marital status at 5% level shows that, loan acquisition declines with marital status. 

Thus, the lending institutions believe that as one is married, he or she will be exposed to the danger 

of loan diversion due to family problems. Of all the explanatory variables fitted in their survey. 

 

The study further revealed that Sex and household size though had positive, but had no significant 

effects on the loan acquisition of the farmers. Also, household size was insignificant as the number 

of persons in a given farming household does not have any effect on the amount of loan acquired. In 

a similar study, Oboh et. al. (2009) revealed that the coefficient of age, gender, education, income, 
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distance, farm size, household size and previous loan status were positive and significant, indicating 

a direct relationship between them and the size of loan received. Only farming experience had a 

negative coefficient indicating an inverse relationship between it and size of loan received. This 

result corresponds with the findings of Afolabi (2010).  

It can be inferred from the foregoing analysis that the sampled farmers generally fall within the 

active farming age with long years of farming experience. However, given their low level of 

education, small farm size, low annual income and large household size, availability of credit may 

help to improve their farm output and productivity. Again, the amount of loan acquired was gender 

insensitive. 

2.3.2   Micro–Credit Disbursements to crop and livestock Farmers 

Oboh et. al. (2009) revealed that while majority of the respondents (66.3%) applied for above 

N100,000.00, only 9% were given loans above the N100, 000.00. Almost half (49%) of the 

respondents received below N41,000. However, enquiries from the management of Agricultural 

credit Guarantee Scheme (ACGS) showed that due to gross shortage of loanable funds, available 

funds were rationed among the numerous successful applicants, hence the low size of individual 

loans. Consequently, low loan size that is inadequate for meaningful farm investment is likely to be 

diverted by farmers to solve petty family (nonfarm) needs, hence negating the primary purpose of the 

loan. 

It was also observed that failure to adequately meet the credit needs of low-income groups such as 

rural farmers can affect their family income negatively thereby worsening their poverty condition. 

With regard to the size of loan which the respondents were willing to borrow, Adebayo et. al. (2008) 

found that 45-8% of the respondents were willing to borrow between N51,000 to N100,000. This is 

an indication that the respondents realized the importance of credit in increasing productivity. About 

24.2% of the respondents intended to borrow between N10,000 to N50,000 while those with loan 

size of N101, 000 to N150,000 and above N150,000 constitute 18.3% and 11.7% respectively. 
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2.3.3: Adequacy of credit supply on Agricultural and fishery enterprises 

 Micro credit is adequate if there is no significant gap in supply of the credit. i.e. if the amount 

requested is not significantly different from the amount disbursed. According to Agent (2004), In 

spite of the banking sector’s large amount of funds that are available for lending, access to formal 

credit by smallholders in the agriculture sector remains limited. Philipino farmers and agriculture 

workers require capital to increase their productivity and improve their facilities, but they have no 

source for it. Commercial banks in the area have failed to extend credit to Philippine farmers and 

fishermen, contributing to a huge financial gap in the agriculture sector and leaving farmers in the 

grip of non-institutional credit facilities whose transaction charges are very exorbitant with high 

interests that plunge them into debt. The effect is low credit supply that  hardly meet farmers credit 

demand. 

 

Akinleye et. al. (2012) outlined that from 1986 to 2007, there was a sizeable decrease in the level of 

loan disbursement. This was called a credit tightening, given the downward atypical pattern of loans 

during those years, based on macroeconomic fundamentals that were far less dynamic. In fact, the 

loan portfolio reduced from approximately 50% to 22% as at 1991. This could be attributed to 

financial reformation stemming from SAP. The second period involves the financial crisis that was 

brought about by the issue of bank distress in the early 1995 and late 1997, which was marked by an 

abrupt drop in the loan portfolio to below the level registered at the start of 1991. During that lapse, 

the value of the portfolio accumulated over a period of more than four years was reduced by half. 

The third period was characterized by a gradual recovery in loan growth that persisted till 2003 when 

a major financial reform in the form of bank recapitalization policy was put in place. In spite of this, 

the ratio of bank credit to private and public enterprises relative to GDP decreased continuously after 
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2003. From a high point of business, loans worth 23% of GDP in 2003, decreased to 8% of GDP by 

the end of 2007. 
 

2.3.4:  Farm earnings of crop and livestock loan beneficiaries and their determinants 
 
Quantitatively demonstrating the impact of microcredit on small-scale farmers is often very difficult 

because it is difficult to capture and analyze all of its benefits. However, Okojie et. al. (2010), found 

that microcredit has had positive impacts on the businesses and family life of rural dwellers that have 

had access to Non Governmental Micro Finance Institutions (NGOMFIs). Feijo (2001) also found 

that there was a positive impact on the lives of farmers who benefited from the credit facilities of the 

Program to Support Family Farming (PRONAF) in Brazil, based on the measurement of productivity 

growth of their main crops. Oyeyinka and Bolarinwa (2009), studying the impact on beneficiaries 

and non-beneficiaries of the Nigerian Agricultural Co-operatives and Rural Development Banks 

(NACRDB) smallholder loan scheme in Oyo State, found that yield, income, and access to improved 

farm inputs of beneficiaries were higher compared to that of non-beneficiaries. Other impacts 

included improvements in facilitating economic transactions, managing day-to-day resources, 

accessing services that improve quality of life, protecting against economic vulnerability, making 

productivity-enhancing investments, and leveraging assets. 

Sheik (1986) also reported that there are generally few published studies carried out to analyze the 

influence of micro-credits on farm level though a lot exists in the form of unpublished report and 

graduate students thesis. However, from the existing few, it can be seen that different techniques are 

used to analyze the influence of micro-credit programmes. They range from purely descriptive 

studies to some that are econometric techniques as production function, mathematical programming 

techniques, input demand function and efficiency functions, single period and multiple period linear 

programming models.  
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Schuttz (1974) used the input demand function to make a comprehensive analysis of the influence of 

credit and uncertainty on resource allocation. He found out that access to credit, non-farm assets and 

average crops were significant variables explaining the demand for modern rice varieties. 

 

Singh and Mohan (1977) employed the production function method to study the impact of the 

institutional loans on the farm productivity. They made the total annual net income from all the 

enterprise the dependent variables while the loan components were used as explanatory variables. 

The regression coefficients of the variables were used to measure the impact of the loan on the farm 

productivity. 

 

 David and Meyer (1980) used an economic approach known as efficiency gap function to relate 

credit to the farmers’ ability to use optimum levels of inputs, it was found that the measures of 

financial constraints namely total area, gross family income and credit were significant variables 

explaining the remarkable high percentage of variables in efficiency recorded among Philippine rice 

farmers. 

 

2.3.5: Performance of crop and livestock Micro-Credit beneficiaries and their Determinants 

2.3.5.1 The Factors affecting Loan Repayment in Nigeria 
 
Afolabi (2010) used the ordinary least square regression analysis to isolate the factors that influence 

loan repayment among crop and livestock farmers in Oyo State. The result showed that farming 

experience, amount of loan granted, gross farm income, farm size, family size, non-farm expenses, 

interest rate and non-farm income are the significant factors that account for the repayment of 

borrowed funds in the study area. Combining this finding with that of the descriptive statistics as 

shown by Afolabi (2010).  Majority (92.35%) of the respondents were males who can handle the 

drudgery associated with farm work and about 89.16% of them were married. Thus making the 
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availability of family labour positively related with loan repayment as they were able to increase the 

level of crop production and higher income. 
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2.3.5.2: Loan Delinquency, Default and its Determinants 

In Nigerian, lending institutions are concerned about risk associated with loan delinquency and 

defaults. In many cases, above 50% of loan delinquency and default have been recorded by lending 

institutions as such Nigerian banks are traditionally reluctant in financing agricultural firms because 

of credit risks, defaults and high costs of loan administration (Sanderatne, 1986). 

Delinquencies indicate delay in payment, default denotes non-payment, and the former, if 

unchecked, leads to the latter (Padmanabhan, 1998). 

 In spite of the importance of loan in agricultural production, its acquisition and repayment are 

fraught with a number of problems especially in the small holder farming (Awoke 2004). Hunter 

(1996) said that the spate of loan delinquency and defaults in commercial banks lending to 

agriculture is pervasive and present in both developed and developing credit markets. Balogun and 

Alimi (1988) identified the major causes of loan default as loan shortages, delay in time of loan 

delivery, poor supervision, non profitability of farm enterprises, high interest rate, unstable prices of 

agricultural commodities and undue government intervention with the operations of government 

sponsored programmes. According to Von Pischke (1980), some of the impacts generally associated 

with default include the inability to recycle funds to other borrowers, deteriment of other financial 

intermediaries from serving the needs of farmers and the creation of distrust. 

 

A study carried out by Afolabi (2010) revealed that 60.23% of the respondents were older than 50 

years of age. This indicates that majority of these loan beneficiaries belong to the aged group which 

can have a negative effect on their productivity and hence their loan repayment capacity ceteris 

paribus. He further revealed that 3.85% of the respondents attributed crop failure as the reason for 

their inability to repay their loan as at when due resulting to loan delinquency and default while 

46.79% claimed that family commitment was their problem. Untimely disbursement of loan can 

negatively affect loan repayment because agricultural production is time specific. So, instead of 
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utilizing the loan for agricultural purposes, farmers may divert the loan because it did not coincide 

with the time they need it for agricultural production. 
 

2.3.6:  Problems of Micro- Credit Disbursement and Repayment 
 
Adebayo et. al. (2008) revealed that 59% of the respondents attributed the problem associated with 

micro-credit disbursement and repayment to high interest rate followed by mode of repayment which 

41% of the respondents regarded as constraint to sourcing for agricultural credit. 

Afolabi (2010) revealed that 3.85% of the respondents attributed crop failure as the reason for their 

inability to repay their loan as at when due while 46.79% claimed that family commitment was their 

problem. About 17.31% and 32.05% of them said that untimely disbursement of loan and high cost 

of production was their major difficulty in meeting their loan obligations. High level of crop failure 

among the respondents would translate to lower level of income and hence high incidence of loan 

default. Increased expenses to meet family needs would reduce the level of income available to meet 

loan obligation. Untimely disbursement of loan can negatively affect loan repayment because 

agricultural production is time specific. So, instead of utilizing the loan for agricultural purposes, 

farmers may divert the loan because it did not coincide with the time they need it for agricultural 

production. High cost of production can make agricultural ventures less profitable and hence 

negatively affect the borrowers loan repayment capacity 
 

Afolabi (2010) identified the major causes of loan default as loan shortages, delay in time of loan 

delivery, poor supervision, non profitability of farm enterprises and undue government intervention 

with the operations of government sponsored programmes. It was revealed that some of the impacts 

generally associated with default include the inability to recycle funds to other borrowers, detriment 

of other financial intermediaries from serving the needs of farmers and the creation of distrust. 
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2.3.7:              Analytical Framework 

2.3.7.1  Net Farm Income Model 
 
The net farm income refers to the return (both monetary and non-monetary) to farm operators for 

their labor, management and capital, after all production expenses have been paid (that is, gross farm 

income minus production expenses). It includes net income from farm production as well as net 

income attributed to the rental value of farm dwellings, the value of commodities consumed on the 

farm, depreciation, and inventory changes (Rezitis, et. al,2003). The net farm income accounts are 

designed to provide an annual measure of income returned to the operators of agricultural businesses 

from the production of agricultural commodities. An important component of these accounts is the 

farm cash receipts series which represents the cash income received from the sale of agricultural 

commodities as well as direct program payments made to support or subsidize the agriculture sector.    

These accounts only relate to the farm business and hence exclude any income that farm operators or 

their families may receive from other sources (wages and salaries, investment income, etc.). They 

pertain only to the production and marketing of agricultural commodities. Revenue or expenses 

related to the sale or purchase of farm capital (real estate, machinery and equipment) are not 

included. The accounts include the sale of any production from farm woodlots, but exclude any 

income earned from activities such as fish farming or the non-agricultural use of the farm. 

Realized net income of farm businesses is derived by subtracting depreciation and adding income-in-

kind to net cash income. It represents the financial flows, both cash and non-cash, attributable to the 

farm businesses, similar to an income statement. It represents the net income from transactions in a 

given year in that it includes the sale of commodities regardless of the year they were produced. It 

helps to measure how effective an enterprise is. The higher the net return, the more effective the farm 

enterprise will be in converting revenue into actual profit (Onyebinama, 2000).   
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This model will be used in the study to measure the ability of the farm to survive as a viable income–

earning business. It can be mathematically expressed as  

NFI = Total Revenue – Total Cost  

   n       
= ∑ [TVPj – (TVCj + TFCj)]   ------------------------------------------------------ 2.1 
   J=1 
Where  

∑  =  Sum of  

TVP  =  Total Value Product  

TVC  =  Total Variable Cost 

TFC  =  Total Fixed Cost  

The TVP is the total value of output produced at each level of variable input use. It is derived by 

multiplying the Total Physical Product (TPP) with the price of the output. The TPP is the total 

quantity of output derived from each level of input use. 

It is mathematically given by  

TVP  = Total quantity of goods sold x Unit price  

The Total Cost shows the total amount required in the production of a given set of output. The total 

cost is derived by adding the Total Variable Cost (TVC) to the Total Fixed Cost (TFC). The TVC is 

the cost that changes with change in production. Hence with increased output, the cost increases and 

vice versa. Examples of Variable costs include cost of labour, inputs such as seedlings, fertilizer, 

pesticides, etc.  

 

The Fixed cost refers to the cost that does not change with change in output in the short run. Hence, 

no matter the volume of output, the cost in the short run remains the same. Its examples include the 

cost of machinery and land.  

The Net Farm Income is important in determining the profitability of a business over a given period 

of time. This is especially the case when the funds are borrowed and need to be repaid.  



35 
 

 

2.3.7.2:   Ordinary Least Square Regression: 

Ordinary least-squares (OLS) regression is a generalized linear modelling technique that may be 

used to model a single response variable which has been recorded on at least an interval scale. The 

technique may be applied to single or multiple explanatory variables and also categorical explanatory 

variables that have been appropriately coded (Ryan, 1997). 

The OLS regression model can be extended to include multiple explanatory variables by simply 

adding additional variables to the equation. The form of the model is the same as with a single 

response variable (Y), but this time Y is predicted by multiple explanatory variables (X1 to X3). 

Y = α + β1X1 + β2X2 + β3X3    ------------------------------------ 2.2 

Fox (2002) explained that the interpretation of the parameters (α and β) from the above model is 

basically the same as for the simple regression model above, but the relationship cannot now be 

graphed on a single scatter plot. α indicates the value of Y when all vales of the explanatory variables 

are zero. Each β parameter indicates the average change in Y that is associated with a unit change in 

X, whilst controlling for the other explanatory variables in the model.  

Regression analysis is concerned with the study of the dependence of one variable (dependent 

variable), on one or more other variables (explanatory variable) with a view to establishing and /or 

predicting the (population) mean or average value of the farmers in terms of the known or fixed 

value of the latter. In statistics, Ordinary Least Square (OLS) regression analysis is the commonest 

approach to modelling the relationship between a dependent variable “y” and one or more 

explanatory variables denoted as ‘x’. It is used in prediction as well as establishing the relationships 

between the dependent and the independent variables. The OLS regression analysis was used in the 

study to isolate the effect of some random variability in the dependent-variable crops or livestock 

that cannot be fully explained no matter the number of explanatory variables included in the model. 
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In this study a number deterministic explanatory variables with a statistical variable were include in 

the model to establish a relationship. The models are expressed in various functional forms such as:- 

1. Linear function: Y = a0 + a1X1 + a2X2 + …a6X6 + e   -----------------------2.3 

2. Double Log Function: Log Y =Log a0 + a1 Log X1 + a2 Log X2 + …a6 Log X6 + e 

3. Semi Log Function: Y =Log a0 + a1 Log X1 + a2 Log X2 + …a6 Log X6 + e 

4. Exponential Function: Log Y = a0 + a1X1 + a2X2…+ a6X6+ e 

The deterministic variables accounts for the variation in the random or statistical variable while the 

unexplained variations of the random variables are lumped into the random error (e) variable 

otherwise called the stochastic variable. 

2.3.7.3:  Linear Regression Model 

In statistics, linear regression is an approach for modeling the relationship between a scalar 

dependent variable y and one or more explanatory variables denoted X. The case of one explanatory 

variable is called simple linear regression. For more than one explanatory variable, the process is 

called multiple linear regression. According to Matthew (2002), In linear regression, data are 

modeled using linear predictor functions, and unknown model parameters are estimated from the 

data. Such models are called linear models. Most commonly, linear regression refers to a model in 

which the conditional mean of y given the value of X is an affine function of X. Less commonly, 

linear regression could refer to a model in which the median, or some other quartile of the 

conditional distribution of y given X is expressed as a linear function of X. Like all forms of 

regression analysis, linear regression focuses on the conditional probability distribution of y given 

X, rather than on the joint probability distribution of y and X, which is the domain of multivariate 

analysis. 
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Linear regression was the first type of regression analysis to be studied rigorously, and to be used 

extensively in practical applications.This is because models which depend linearly on their unknown 

parameters are easier to fit than models which are non-linearly related to their parameters and 

because the statistical properties of the resulting estimators are easier to determine. 

Linear regression has many practical uses and assumptions. In the case of each of the seven 

assumptions of the least-squares regression model, methods have been developed to overcome the 

problems presented when these assumptions are not satisfied in specific empirical situations.  

2.3.7.4:   Multiple regression 
 
According to Matthew (2002), multiple regression could be defined as a statistical technique that 

uses several explanatory variables to predict the outcome of a response variable. The goal of multiple 

linear regression (MLR) is to model the relationship between the explanatory and response variables. 

MLR takes a group of random variables and tries to find a mathematical relationship between them. 

The model creates a relationship in the form of a straight line (linear) that best approximates all the 

individual data points. Mathew (2002) used multiple regression to determine the influence of 

teaching methods on student achievement on Virginia’s end of course standards of learning for 

algebra. Ryan (1997) also used the multiple regression.The thesis examines the causality of the 

central tendency of the Internal Bond (IB) of Medium Density Fiberboard (MDF) with predictor 

variables from the MDF manufacturing process.  

2.3.7.5:   Condition for use of Multiple Regression: 
 
Multiple regression is an extension of simple linear regression. It is used when we want to predict the 

value of a variable based on the value of two or more other variables. The variable we want to 

predict is called the dependent variable (or sometimes, the outcome, target or criterion variable). The 

variables we are using to predict the value of the dependent variable are called the independent 

variables (or sometimes, the predictor, explanatory or regressor variables). 
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For example, you could use multiple regression to understand whether exam performance can be 

predicted based on revision time, test anxiety, lecture attendance and gender. Alternately, you could 

use multiple regression to understand whether daily cigarette consumption can be predicted based on 

smoking duration, age when  started smoking, smoker type, income and gender. 

Multiple regression also allows you to determine the overall fit (variance explained) of the model 

and the relative contribution of each of the predictors to the total variance explained. 

2.3.7.6:     Multicollinearity in Regression Analysis 

Multicollinearity (also collinearity) is a statistical phenomenon in which two or more predictor 

variables in a multiple regression model are highly correlated, meaning that one can be linearly 

predicted from the others with a non-trivial degree of accuracy, Hutcheson and Moutinho (2008). In 

this situation the coefficient estimates of the multiple regression may change erratically in response 

to small changes in the model or the data. Multicollinearity does not reduce the predictive power or 

reliability of the model as a whole, at least within the sample data themselves; it only affects 

calculations regarding individual predictors. That is, a multiple regression model with correlated 

predictors can indicate how well the entire bundle of predictors predicts the outcome variable, but it 

may not give valid results about any individual predictor, or about which predictors are redundant 

with respect to others. 

A high degree of multicollinearity can also prevent computer software packages from performing the 

matrix inversion required for computing the regression coefficients, or it may make the results of that 

inversion inaccurate. Note that in statements of the assumptions underlying regression analyses such 

as ordinary least squares, the phrase "no multicollinearity" is sometimes used to mean the absence of 

perfect multicollinearity, which is an exact (non-stochastic) linear relation among the regressors. 
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2.3.7.7:  Assumptions of the Linear Regression Model 
 
The results of the linear regression model are conditional upon seven critical assumptions being 

satisfied. According to Ryan (1997), these seven critical assumptions are; 

(1) Each value of Xi and of Y is observed without measurement error. Alternatively, this first 

assumption maybe partially relaxed to state that only Xi must be observed without measurement 

error but, in this case, the interpretation of u must be expanded to include not only the effect of 

unspecified independent variables and of an essentially random element in the relationship but also 

the error incurred in measuring Y.  

(2) The second assumption is that of linearity.The relationships between Y and each of the 

independent variables Xi are linear in the parameters of the specific functional form chosen. Three of 

the four remaining assumptions relate to the attributes of the disturbance-term, u: The first two of 

them relate specifically to the nature of the condition distribution of u (i.e., the set of frequency 

distributions of u, each corresponding to specific values of Xi) and, therefore, by implication, are 

both concerned with the conditional distribution of Y. 

 (3) Each conditional distribution has a mean of zero. 

(4) The variance of the conditional distribution of u is constant for all such distributions; this is the 

homoscedasticity assumption. 

(5) The values of u are serially independent; thus the values of u are independent of each other and 

their covariance is accordingly zero. If the fourth assumption is not satisfied in a specific empirical 

situation, heteroscedasticity is said to be present in the data, while, if the fifth assumption is not 

satisfied, autocorrelation is said to be present. 

 

It should be noted that the requisite properties of the conditional distribution of the disturbances need 

hold-only for certain specific values in the ‘fixed  X’  model, whereas, in the ‘random X’ model, 

these properties must be satisfied for every possible value of Xi. All of these five assumptions are 
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critical for both simple and multiple regression, but the sixth of the fundamental assumptions is 

relevant only to the multiple regression model since it is concerned with the relationships between 

the independent variables. 

(6) The independent variables, Xi, are linearly independent of each other. If this assumption is not 

satisfied in a specific rose, multicollinearity is said to be present. 

These six assumptions, which are all critical for point estimation in regression analysis, must also all 

be satisfied if the model is to be used for the purpose either of interval estimation or of hypothesis 

testing. However, if the regression model is to be employed for such inferential purposes, then these 

six assumptions are not sufficient for the valid application of the model, for one further assumption is 

needed. The precise form of this further assumption differs according to whether the model being 

employed is of the ‘fixed X’ or ‘random X’ type. 

(7) The fixed X model requires that the conditional distribution of the disturbance-term must be 

normal in form, which clearly implies that the dependent variable, Y, has a normal conditional 

distribution. The random X model requires that both the conditional and marginal distributions of 

each variable are normal:  this model thus requires not only conditional normality for Y, but also for 

Xi,  and, in addition, the overall frequency distribution of each variable must be normal. 

2.3.7.8:    Uses of Dummy Variables in Multiple Regression 

Dummy variables are variables which take the value of either 0 or 1 Ryan (1997). Just as a "dummy" 

is a stand-in for a real person, in quantitative analysis, a dummy variable is a numeric stand-in for a 

qualitative fact or a logical proposition. For example, a model to estimate demand for electricity in a 

geographical area might include the average temperature, the average number of daylight hours, the 

total number of structure square feet, numbers of businesses, numbers of residences, and so forth. It 

might be more useful, however, if the model could produce appropriate results for each month or 

each season. Using the number of the month, such as 12 for December, would be silly, because that 

implies that the demand for electricity is going to be very different between December and January, 
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which is month 1. It also implies that winter occurs during the same months everywhere, which 

would preclude the use of the model for the opposite polar hemisphere. Thus, another way to 

represent qualitative concepts such as season, male or female, smoker or non-smoker, etc., is 

required for many models to make sense. 

 

In a regression model, a dummy variable with a value of 0 will cause its coefficient to disappear 

from the equation. Conversely, the value of 1 causes the coefficient to function as a supplemental 

intercept, because of the identity property of multiplication by 1. This type of specification in a linear 

regression model is useful to define subsets of observations that have different intercepts and/or 

slopes without the creation of separate models. In logistic regression models, encoding all of the 

independent variables as dummy variables allows easy interpretation and calculation of the odds 

ratios, and increases the stability and significance of the coefficients.  

 

In addition to the direct benefits to statistical analysis, representing information in the form of 

dummy variables is makes it easier to turn the model into a decision tool. Consider a risk manager 

who needs to assign credit limits to businesses. The age of the business is almost always significant 

in assessing risk. If the risk manager has to assign a different credit limit for each year in business, it 

becomes extremely complicated and difficult to use because some businesses are several hundred 

years old. Bi-variate analysis of the relationship between age of business and default usually yields a 

small number of groups that are far more statistically significant than each year evaluated separately. 

Synonyms for dummy variables are design variables, Boolean indicators, and proxies (Madalla, 

1983).. Related concepts are; 

Binning or ranking, because belonging to a bin or rank could be formulated into a dummy variable. 

Bins or ranks can also function as sets and dummy variables can represent non-probabilistic set 

membership. Set theory is usually explained in texts on computer science or symbolic logic 

(www.moresteam, 2009). 
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Dummy variables based on set membership can help when there are too few observations, and thus, 

degrees of freedom, to have a dummy variable for every category or some categories are too rare to 

be statistically significant. Dummy variables can  represent mixed or combined categories using 

logical operations, such as; a business in the wholesale or retail trades, a business in the retail trades 

and that is less than 3 years old or  a business that has had a prior bankruptcy or payments placed for 

collection, but not both. This model can be express as; 

Y = XiB2 + ZiYi + Ei       ---------------------------------------------------------2.4   

where    

y = B1 – B2 and Zi is a n x k variable matrix 

We can also write Zi  = di Xi , where d is the dummy variable  

di = {1  

        { 0  

The hypothesis Ho: B1 = B2 is obviously equivalent to Ho: Y = 0, which can be tested with the usual 

omitted variables F-test. The dummy variable test and the sum of squares test lead to numerically 

identical F-statistics. The dummy variable test can, however, even be used if we only want to test 

that someof the parameters are the same in two periods. 

2.3.7.9:        Models for StructuralStability Test (The Chow’s Test) 

 
The Chow test is a statistical and econometric test of whether the coefficients in two linear 

regressions on different data sets are equal. The Chow test was invented by economist Gregory 

Chow in 1960 (Hutcheson and Moutinho, 2008). In program evaluation, the Chow test is often used 

to determine whether the independent variables have different impacts on different subgroups of the 

population. 

 

A series of data can often contain a structural break, due to a change in policy or sudden shock to the 

economy. In order to test for a structural break, we often use the Chow test, this is Chow’s first test 
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(the second test relates to predictions). The model in effect uses an F-test to determine whether a 

single regression is more efficient than two separate regressions involving splitting the data into two 

sub-samples (Hutcheson and Sofroniou, 1999). 

The frequently used approach to the comparison of two linear regression models is to use the Chow 

test (Doran, 1989). The test will be used in this study since there will be comparisons of the 

regression models of the crop and livestock farmers. The Chow test is a statistical and econometric 

test of whether the coefficients in two linear regressions on different data sets are unequal 

(Dougherty, 2007). (Doran 1989) Consider the linear model y = XB + E. If there are two subsamples, 

(1) and (2), in which the parameters are not necessarily the same, then we can write 

Y1 = { XiB1 + Ei) ……………… (1)     ------------------------------------------------- 2.5 

 Y2 = {XiB2 + Ei) ………………… (2)   --------------------------------------------------2.6 

and the hypothesis we wish to test is 

Ho: B1 = B2 

The total number of observations is  n = n1+ n2and the number of parameters is k.. 

2.3.7.10:     Sum of Squares Test  
 
If the null hypothesis isn't true then the correct procedure is to estimate two separate regressions. The 

Chow Test was used to compare the two regressions. Chow test was suitable for the second null 

hypothesis that tested for the significant difference between the loan disbursement model of  both  

crop and livestock farmers in the area.  

 

F statistic    =  (Sc – (S1 + S2) /k          ----------------------------- 2.7 

(S1 + S2)/(N1 + N2 – 2k)  

Where  

Sc = Sum of squared residuals from the combined data   
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S1 =  Sum of squared residuals from the first group  

S2 =  Sum of squared residuals from the second group  

N1 =  Number of observations in the first group  

N2 =  Number of observations in the second group  

k  = Total number of parameters  

2.3.7.11:   Model of credit adequacy and credit gap 

Loan is adequately provided when  the gap between its supply by the credit institution and demand 

by the farmer is completely close, Dayo (2008). When the gap between the amount required or 

applied for and the amount eventually disbursed is zero, there is an adequate provision of credits to 

the farmers or the applicant for the loan. If VLR = VLD then the ratio of disbursed cash to the 

required volume is unity. In that case;  

Adq =  

This implies that the volume of loan applied or requested by an ith farmer was completely disbursed 

and the difference becomes zero such that the ratio of such loan to the total disbursed becomes equal 

to 1 and it is termed adequate. In the same way, if the difference between the ratio of the volume of 

loan required by the farmer and the actual volume of loan disbursed is not equal to greater than 1, 

then ratio of loan  requested and that actually disbursed volume greater than zero but less than 

1,hence the loan is inadequate. 

AD = VLR – VLD  then there is inadequate loan disbursement. 

AD =               then the loan is adequate 

The difference between the actual volume of loan requested and the actual volume of loan disbursed 

by the financial institution after the request is zero. Then the loan is said to be adequate. This is 

expressed as: 
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VLR – VLD = 0  

Again, the ratio of the volume of actual loan disbursed to the volume requested in this case is equal 

to 1. This is expressed as: 

 

           ------------------------------------------------------ 2.8 
 
Where; 

VLD = Vol. of loan disbursed 

VLR =Vol. of loan requested 

The issue of inadequacy of credit comes in when the difference between the loan requested and the 

loan disbursed is not equal to zero. 

 
 

In that case the ratio of volume disbursed to volume of loan requested is less than 1 

 
 

The level of inadequacy can be obtained from  

 
Where IAD is the level of inadequacy of loan disbursement to farmers. This is the proportion of 

farmers loan request that will enable him meet the capital need of his farm, expand production and 

increase productivity. 

 

Alternatively, loan adequacy is measured using the Z- test. It is given by the difference between the 

amount of loan disbursed and the amount of loan demanded by the farmer. It is given by  

Z   =            x 1  -    x2                   ---------------------------------------------------------------------------------------------- 2.9 

    S2
1  + S2

2 

                   n1    n2 

Where 
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x1 = mean credit supplied by the micro credit agencies  

x2 = mean credit requested by the farmers  

S2
1    =  sample standard deviation of the credit supplied by the micro credit agencies  

S2
2   =  sample standard deviation of the credit requested by the farmers  

n=   sample size of respondents     

In estimating the credit supply gap of the farmers in Benue State, Oboh and Kushwaha (2009) used 

the above model to determine that the size of loan received by respondents was far lower than the 

amount applied for, largely due to shortage of loanable funds.  

2.4. Choice of Technique for the Current Study 

The models to be used in this research are:  

2.4.1: Net Farm Income Model 

This model will be useful in determining the returns to the farm operators. The model was also 

important in determining the repayment performance of the farmer and his judicious use of borrowed 

fund, as higher net farm income would lead to higher repayment performance and better use of 

resources, all other things being equal. 

2.4.2: Ordinary Least Square Regression Model 
 
Socio-economic characteristics of the farmers significantly affect the access to farm credit, its use 

and the repayment performance of the farmer. Hence this model was chosen as it would shed light on 

the socioeconomic characteristics of the farmers that affects their accessibility to credit, their credit 

use and their repayment performance. 
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2.4.3:  The Chow’s Test Model 
 
This study was aimed at comparing the access, use and repayment of credit of the crop and livestock 

farm operators. The Chow’s test was therefore chosen to compare the regression models of the crop 

and livestock farm operators.  

2.4.4:  Credit Demand Gap Model 
 
Often, the volume of credit requested by the farmers significantly differs from the volume of credit 

they would later receive. Also some farm enterprises may have their credit needs supplied while 

other farm enterprises may not. It is for the above reasons that the Credit Supply Gap Model was 

chosen.  
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CHAPTER THREE 

3.0.                      METHODOLOGY 

3.1 Study Area 
 
The study area was Abia State which is in the Southeast region of Nigeria. The state consists of three 

Agricultural Zones namely Aba, Umuahia and Ohafia with 17 Local Government Areas (LGAs) and 

17 registered micro finance institutions across the State. The State lies within Latitudes 40 40’N and 

60 14’N, and Longitude 70 10’E and 80 35’E (www.abiastate.gov.ng 2014). It has a land area of 

7627.20 square kilometers with a population of 2,833,999. Out of these, 1,108,357 (representing 

48%) are males while 1,189,621 (representing 52.0%) are female (NPC, 2006). The State experience 

two major climatic conditions viz: the rainy and dry seasons.The rainy season begins in April and 

lasts until October while the rainfall regime varies from 1990 to 2200mm while the temperature is 

between 27 and 340C and relative humidity between 75 and 90%. The dry season experiences two 

months of Harmatttan from lateDecember to late February. The hottest months are between January 

and March (www.abiastate.gov.ng 2014). The State is a predominantly Igbo speaking State with 

Igbo people constituting a majority of 97%. 

 

Abia State is located east of Imo State with which it shares common boundary on its western axis. 

On the north and north-east, it is bounded by Ebonyi, Enugu and Anambra states. On the east and 

south-east, it is bounded by Cross River and Akwa Ibom state while it shares its southern boundary 

with River State. The Imo River demarcates the two state at the Ipu southern border along Imo River 

up to the Obigbo and Afam, Okoloma, Obete area.  

 

 The economy is agro-based although the state is one of the nine states in the Niger Delta region 

renowned for crude oil production. Agricultural activities include crop and animal production. In 

Aba and Umuahia zones, cash crops such as palm produce, cocoa, kolanuts, and rubber are produced 
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while food crops such as yam, cassava, rice, plantain, banana, maize, and cocoyam are produced in 

large quantities. The Ohafia zone is a major producer of rice and yam. Fishing is also carried out by 

people who live along the riverine areas of Imo Rivers and the banks of Cross River. Animal like 

goats, sheep, poultry, and pigs are also reared in Abia.    

3.2 Sample Selection 

Multi stage sampling technique was used for this study. This study was carried out from March – 

August 2013. In the first stage, the three agricultural zones were purposively selected to facilitate an 

even distribution of the sample for the study across the state. This is because of its large scale 

production of food and cash crops.The zones selected were Ohafia, Umuahia and Aba zones. In the 

second stage, there was a purposive selection of one local government area from each of the selected 

zones, hence giving a total of three local government areas for the study. The local government areas 

selected were Aba North, Ohafia, and Umuahia South Local Government areas. These areas were 

selected due to the high concentration of micro finance institutions. In the third stage, out of 17 

registered micro finance institutions within the selected local government areas, 60% of all the micro 

finance banks in each local government area were randomly selected. Since the registered 

microfinance banks in each zone differ, proportionate sampling was used to select 60% of 

microfinance banks in each zone. This gave 4 micro finance banks in Umuahia south, 3 from Ohafia 

and 5 from Aba North hence, a total of 12 micro finance banks used for the study (See Appendix 1). 

This selection was guided through the list of micro finance institutions registered in each of the 

selected local government areas.  From these selected financial institutions, a list of small holder 

crop and livestock farmers who are micro credit beneficiaries were compiled and 120 questionnaires 

were distributed to the crop and livestock beneficiaries respectively. From these questionnaires, only 

93 and 95 of them were retrieved from crop and livestock farmers respectively. However, 90 

questionnaires from crop and 90 from livestock farmers were found useful and were subjected to 

data analysis. This gave a total of 180 complete questionnaires used for the study.  
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3.3 Sources  of Data Collection 
 
Data for this study were collected from both primary and secondary information sources. The 

primary source was the structured questionnaire. The secondary source of data collection included 

the information obtained from relevant textbooks, journals, and past projects on micro credit and 

small holder agricultural activities. Other secondary sources of data collection were from the 

newspapers and magazines publications as well as some relevant newsletters, articles and bulletins 

obtained from Ministry of Agriculture and Natural Resources, Agricultural Development Programme 

and Micro Finance Institution in the area 

 
The information collected from the farmers included their socio-economic features, micro credit data 

from the farmers, their output and input quantities and prices, pay back periods, collaterals, 

membership registration and social capital etc. The input and output variables of the farmers were 

measured based on the monetary value of their farm produce. The volumes of loan required and 

borrowed were also measured in their monetary value. Again the payback period was obtained from 

the number of months the loan has lasted before it was paid back in full or partially repaid while the 

volume of interest estimated using the simple interest method.  The age, farming experience and 

level of formal education attended by the farmers were obtained in years.  

3.4  Method of Data Analysis 

The objectives of the study were achieved using both descriptive statistics such as percentages, 

means relative frequency distribution and econometric tools. Objectives i, ii, and iii were achieved 

using descriptive statistics.The credit demand gap model was usedin the analysis of objective iv. The 

Net Farm Income Model was used for objective v. Objectives vi and vii were achieved using the 

least square multiple regression technique 
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3.4.1  Model Specification 

3.4.1.1     Objectives 1, 2, and 3 

Objectives one, two and three were analyzed using descriptive statistics such as percentages and 

averages..  

3.4.1.2 Estimation of the adequacy of credit received by the crop and livestock farmers 

in the study area 

To achieve objective four, the credit demand gap model was used.  This is expressed as; 

 

 

 

Where; 

LAD = Loan Adequacy 

VLD = Volume of loan received 

VLR = Volume of loan required 

The rate of adequacy is expressed as   

 

Adequacy rate (AR) =          -------------------------------------3.2 
 

The decision rule here is based on the class limit, i.e, 0.0-0.657 is low adequacy, 0.658-0.915 

moderately adequate while 0.916 –1.00 adequate (Oboh and Kushwaha 2009). 

3.4.1.3  Estimation of the relative earnings of crop andlivestock farmers in the area and  
their influencing factors 

 

Objective five was achieved using, the Net Farm Income Model. 
 

NFI = Total Revenue – Total Cost          
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Total revenue is estimated as total value of the farmers product (TVP) while the total cost is the sum 

of total variable cost (TVC) and the total fixed cost (TFC). This is expressed as 

 

            n 
NFI  = ∑ [TVPj – (TVCj + TFCj)]     ------------------------------------------3.3 
  J=1 
 
The total value product is given as the product of the unit output price and the total output of an ith 

farmer and this is expressed as PjQj. The cost of an input Xk is given as the product of the unit cost of 

an kth input and the quantity of the kth input used by an ith farmer (Rezitis, et. al,2003).      

 n        n m               z 
NI = ∑ PjQj - ∑(∑ PKXK   + ∑PLFL) 
 J=1        j=1 k-1           L=1        ---------------------------------------------3.4 
 
Where 

j  = the jth farmer 

n  = number of farmers 

PJ = Price of the jth farmer’s output. (N) 

Qj = output of the jth farmer (kg) 

Pk = Price of the kth variable input (N) 

Xk = Variable inputs  

m = Number of variable inputs 

PL = Price of the Lth fixed inputs (N) 

Z          = Number of fixed imput 

FL  = Fixed inputs 

NFI = Net farm income  

TVP = Total value product (N)  
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TVC = Total variable cost (N) 

TFC = Total fixed cost (N) 

3.4.1.4.  Influence of Earnings of crop and poultry farmers 
 
Objectives six and seven were achieved using the least square multiple regression technique. The 

objectives sought to determine how the borrowed credit affected the farm enterprise, and the 

significant socioeconomic characteristics that affect the earning performance of the farmer. The 

regression models were implicitly stated as; 

Yi  = f(X1i, X2i, X3i, …Xni)     

 i = 1 for crop and i = 2 for livestock 

Y1 = f (X1i -----------Xni) for crop farmers     

Y2 = f (X1i -----------Xni) for livestock farmers     

Where  

Y = NFI (Net farm income of ith farmer) (N)  

X1 = Sex of the farmer (dummy Male ‘1’ otherwise 0) 

X 2 = Age in Years  

X 3 = Marital Status (dummy; Married 1 otherwise 0) 

X 4 = Household size (norminal value) 

X 5 = Educational level of farmer in years of formal education  

X 6 = Farming Experience (Years)  

X7 =Interest Rate in percentage 

X8=Loan borrowed 

X 9= Social capital (norminal value) 
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X10= Farming as a major ocupation 

X11= Extension Contact (number of extension visits) 

e = Error term 

where n is the number of explanatory variablesthat ranges from 1 - 11 

The interest rate used for the study was determined from the interest rate charged from the micro-

credit institutions where the beneficiaries sourced for funds.   

3.4.2   Test of Hypotheses 

3.4.2.1.  Hypothesis 1 

Hypothesis 3 was tested  by analyzing the relationship between the dependent and independent 

variables estimated in the regression analysis 

It is given in equation as: 

F statistic    =  SSrc – (SSr1 + SSr2) /k   

(SSr1 + SSr2)/N1 + N2 – 2k  

Where  

SSrc = Sum of squared residuals from the combined data   

SSr1 =  Sum of squared residuals from the first group  

SSr2 =  Sum of squared residuals from the second group  

N1    =           Number of observations in the first group  

N2              =            Number of observations in the second group  

        k            =           Total number of parameters 
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The decision rule here is that if F-cal is greater than F-tab at critical levels. The null hypothesis (H0) 

is rejected and the alternative hypothesis (H1) is accepted in this study, otherwise we accept the null 

hypothesis. 

3.4.1.3  Determination of Hypothesis Two: Statistical Difference in Net Farm Income of 
the Crop and Livestock Farmers.  

 
Hypothesis Twowas analyzed using the Z-test. The net farm income of the crop farmers was 

compared with that of the livestock farmers for statistical difference.  

Thus, the Z – test is given by  

Z   =      x 1 -  x2   

 S21+ S22  

 n1   n2 

Where 

x1 = mean net farm income of the crop farmers 

x2 = mean net farm income of the livestock farmers 

S2
1    =  sample standard deviation of the net farm income of the crop farmers 

S2
2   =  sample standard deviation of thenet farm income of the livestock farmers 

n1     =  sample size of respondents from crop farmers 

n2   =  sample size of respondents from livestock farmers 
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CHAPTER FOUR 

4.0. RESULTS AND DISCUSSION 

4.1. Socio-economic Characteristics of the Respondents 

Age of the Respondents 
 

The table presents the result of age distribution of both crop farmers and livestock farmers in the 

area. The age distribution plays a major role in accessing credit from the credit institutions as well as 

fulfilling the demands the farm enterprise poses. 

Table 4.1: Distribution of Respondents by Age  

Source: Fied Survey 2013 
 

The result in table 4.1 shows that majority (66%) of the crop beneficiaries fall within the age bracket 

of  31 – 50 years while majority (70%) of the livestock beneficiaries were within the same age 

bracket of  31 – 50 years. The crop and livestock farmers showed a mean age of 42 and 45% 

respectively. The result shows that as farmers’ age increases the ability to take loans reduces as 

younger farmers patronize credit institutions while older farmers shy away probably due to the risk 

associated to such credit facility. This finding conforms with Ehirim and Oguoma  (2013) that credit 

facility is surrounded by some level of risk just as the ability to take such risk poses a serious 

challenge to aged farmers. Again, age is also believed to influence the level of physical work needed 

for farming activities (Philip et. al. 2009). It could be deduced from this result that the credit 

beneficiaries are energetic and active. This implies that majority of the respondents are still in their 

active labour age. Thus they can cope with the drudgery nature of poultry and crop production, and 

can easily adopt innovations that would enhance production (Okorie, 1986). Hence it can be 

Age (Years) Crop Beneficiaries  Livestock Beneficiaries 
Freq              %                             Freq                % 
 21 – 30                                            11                12                                 8                     9 
 31 – 40                                            32                36                                25                   28 
 41 – 50                                            27                30                                38                   42 
 51 – 60                                            18                20                                12                   13 
> 60                                                 2                  2                                  7                     8 
    TOTAL                                         90             100                                90                  100 
    Mean                                                 42                                                       45 
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surmised that credit is disbursed to farmers who are both willing and able to work. The χ2 was used 

to test the discrepancy between the ages of crop and livestock beneficiaries. It showed that there is no 

significant discrepancy in the age of crop and livestock farmers. The value of the χ2 calculated was 

1.9 as against the tabulated value of 222.06.  

 

4.1.2. Educational Level of the Respondents 

Table 4.2  below presents the percentage distribution of the respondents by their level of education. 

Education is an important factor in the recognition and utilization of investment opportunities 

(Okorie, 1986), which access to farm credit is a major part of.  

Table 4.2: Distribution of Respondents by Educational Level  

     Source: Field Survey, 2013 
 
From Table 4.2, it is revealed that the smallest proportion of the sampled credit beneficiaries (12% 

crop farmers, 7% livestock farmers) claimed that they had no formal education while 51% and 31% 

of the crop and livestock farmers respectively said that they had obtained primary school education. 

About 29% and 41% of the crop and livestock credit beneficiaries respectively had secondary 

education. Eight percent and twenty one percent of the crop and livestock farmers respectively 

claimed they underwent post secondary school education. The result showed a mean value of 6 and 

8% to crop and livestock farmers respectively.. This shows that most of the credit beneficiaries 

underwent some forms of formal education. This would help them to broaden their source for credit, 

adopt new technologies, improve output and ensure prompt repayment of the loan (Oboh et. al. 

2009). Educational level is very important as it increases the farmers’ ability to obtain, analyze and 

interpret information and use their resources efficiently (Onyebinama, 2000). Again the χ2 was used 

Educational Level (Years)  Crop Farmers Livestock Farmers 
Freq        %                            Freq             % 
0                                                          11               12                       6                 7 
1 – 6                                                    46               51                      28               31 
7 – 12                                                  26               29                      37                41 
> 12 years                                            7                 8                        19                21 
Total                                                    90              100                      90              100 
Mean                                                           6                                               8 
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to test the discrepancy between the educational level of crop and livestock beneficiaries. The value of 

the χ2 calculated was 7.42 as against the tabulated value of 222.06. This showed that there is no 

significant discrepancy in the age of crop and livestock farmers. 

 

4.1.3.  Sex of the Respondents 

Table 4.3 below shows the distribution of the respondents according to their gender. The gender of 

respondents sheds light on their ability to easily adopt innovation and carry out the required farm 

activities that would enhance production. 

 
Table 4.3: Distribution of Respondents by Sex 

Source: Field survey, 2013 
 
Table 4.3 above reveals that 58% of the crop beneficiaries were male while 77% of the livestock 

farmers were male. Farming is labour intensive, hence it requires much strength and drudgery. This 

explains why there are more males than females involved in crop and livestock production.  Eighty 

percent of the livestock farmers were male showing that livestock farmers in the study area were 

dominated by men. This is consistent with the findings of (Olagunju, 2010), that more males are 

involved in small scale farming than women, considering the drudgery nature involved in it.  

4.1.4. Farm Size of the Respondents 
 
Table 4.4 depicts the distribution of the respondents according to their farm size. Farm size has a 

direct relationship with output. The higher the output, the higher the repayment performance of the 

farmer, all other things being equal. Farm size as measured in hectares for crop farming and farm 

size (hectares) equivalent based on the number of birds kept by the farmers 

 

 

Sex Crop Farmers  Livestock Farmers 
                                                               Freq           %                         Freq            % 
Male                                                       52              58                         69                77 
Female                                                   38              42                          21                23 
Total                                                      90            100                          90               100 
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Table 4.4: Distribution of Respondents by Farm Size 

Source: Field Survey, 2013 
 

Table 4.4 above indicates that the crop farmers have a mean farm size of 2.7 hectares while the 

livestock farmers have a mean size of flock of 2.3 hectares. The value of the χ2 calculated was of 

0.99 as against the tabulated value of 222.06, means that there is no significant difference in the farm 

size of the crop and livestock credit beneficiaries.This mean farm size is in harmony with other 

studies on small scale agricultural production. For example, in his study on small scale farmers in 

Oyo State, Afolabi (2010) noted that about 80% of the crop farmers had a farm size of between 1.0 

hectare to 4.9 hectares while Oboh, et. al. (2009) reported that the mean farm size of small scale crop 

farmers in Benue State averaged 2.2 hectares.  This is consistent with Olagunju (2010) that livestock 

farming land space ranges between 200 feet long and 40 feet wide for 5,000 birds, with an average of 

one-half square feet space per bird. The small scale level of production would explain why they 

patronize microfinance banks who disburse a small amount of funds. Furthermore, increase in farm 

size is an incentive to seek for credit in order to sustain productivity and expand production capacity 

of the farm. (Akpan, 2010). 

4.1.5. Farming Experience of the Respondents 
 
The table below shows the percentage distribution of the respondents according to their farming 

experience. Experience in the farm enterprise helps the farmer to maximally allocate the borrowed 

funds to yield the best results. 

 

Farm size(Ha)  Crop Farmers Livestock Farmers 
                                                                Freq           %                     Freq                 % 
0.1 –   1.50                                              18             20                     28                  31 
1.51 – 3.0                                                29              32                    40                   44 
3.1 –   4.50                                              32              36                    19                   22 
4.51  and above                                       11              12                     3                     3 
     Total                                                   90             100                   90                   100 
        Mean                                                    2.71    2.26 
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Table 4.5: Distribution of Respondents by Farming Experience 

Source: Field Survey, 2013 
 
The table indicates that about 64% of the crop farmersand 46% of the livestock farmers have at least 

13 years of farming experience in their respective farming enterprises, while about 36% of the crop 

farmers and 54% of the livestock farmers have about 12 years or less farming experience. Farmers 

experience showed a mean of 15 and 12% of crop and livestock farmers respectively.There is no 

significant difference in the years of experience of both beneficiaries as the value of the χ2 calculated 

was 3.51 as against the tabulated value of 222.06. Majority of crop farmers have acquired longer 

years of farming experience than their livestock counterparts. The farming experience of a farmer 

can be a useful guide in the use of inputs and in taking farm management decision and measure some 

level of skills in agricultural business (Onyebinama, 2000). Farming experience if properly guided 

can be put to use as a criterion for loan acquisition since it can help decision making and 

management of the farm.  

4.2.  Sources of Credit 

 Table 4.6 presents the percentage distribution of the respondents according to their sources of credit. 

Though the concentration of this study is on the access of credit from microfinance institutions, it is 

also apparent that the there could be a demand gap, late disbursement or other factors that can 

prompt a farmer to seek for additional sources of microcredit.  

 

 

Experience  (Yrs)  Crop Farmers Livestock Farmers 
                                                                        Freq               %              Freq              % 
1 – 6                                                                  14            13.89            28                31.11 
7 – 12                                                                20            22.22            20                22.22 
13 – 18                                                              27            31.94            19                21.11 
19 – 24                                                             18             20.83            20                 22.22 
> 24                                                                  11            11.11               3                3.33 
Total                                                                 90           100.00            90               100.00 
Mean                                                                           15                                   12   
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Table 4.6: Distribution of Respondents according to their sources of credit 

Source: Field Survey, 2013   *  Multiple responses were recorded 
 
Table 4.6 detailed all the sources of credit for the farmers during the farming year. It was evident that 

most of the farmers sourced their credit from more than one source. The table indicated that all the 

respondents sourced their credit from microfinance banks. However, 83% of the crop farmers and 

89% of the livestock farmers also sourced their credit from informal source ( i.e Esusu). A few others 

sourced their credit from co-operatives and moneylenders to supplement the credit from 

microfinance banks. Most of the farmers will use the obtained credit for the expansion of their crop 

and livestock enterprises. The rate of interest may determine the extents and duration of borrowing 

(Theresa et al., 2014). These findings revealed that majority of the respondents’ pay interest rate 

between 18 and 21% in the study area. The study further reveals that 90% of the loan beneficiaries 

complained against high interest rate which affects their level of repayment. The lower the interest 

rates the more the number of crop and livestock farmers that will obtain credits with ability to pay-

back after one planting or rearing period.  

Sources of Credit Crop Farmers Livestock Farmers 
                             Freq               %                  Freq             % 
Abriba Mfb 8                   8.898                   8.89                      

Arochukwu MFB88.89                    8                   8.89                      

Chibueze Mfb Aba                                        7                    7.78 7                  7.78 

City-Gate mfb 8                    8.89      8                  8.89                      

Convenant Mfb Old Umuahia 7                    7.787                  7.78 

Ebemoha Mfb Ebem-Ohafia                          8                    8.898  8.89                      

Ihechiowa Mfb Ihechiowa 77.787                  7.78 

Investment Mfb Nsulu 8                   8.89      88.89                      

Obioma Mfb 8                   8.89    88.89                      

Ohafia Mfb Ohafia 7                   7.7877.78 

Umuchukwu Mfb 77.7877.78 

Uzuakoli Mfb                                                  7                    7.78           77.78 

Co-operatives                                 10              11         12               13 
Esusu                                75              83            80               89 



62 
 

4.3. Amount of Credit Borrowed 
 
Table 4.7 is the result of the distribution of farmers based on the amount of credit borrowed by the 

microfinance institutions to the crop and livestock farmers in the area. This will help them carry out 

cultivation/rearing, and marketing functions required in the farm business.  

Table 4.7: Credit Borrowed by Respondents  

    Source: Field Survey, 2013 
 
The result indicates that the livestock farmers borrowed more credit than the crop farmers. While the 

crop farmers borrowed a mean amount of N108,000, the livestock farmers borrowed a mean amount 

of N151,000. Majority (44.4%) of the crop farmers borrowed between N1.00 and N100,000.00 while 

only (27.8%) of poultry farmers borrowed the same range of credit. Again, while majority (26.7%) 

of  poultry farmers borrowed above N200,000.00 as credit, only 14.5% of crop farmersborrowed the 

same amount of credit. It could be deduced from this result that poultry farmers are borrow more 

credit than the crop farmers in the area. This finding corroborates with Olagunju (2010) that poultry 

farmers receive higher credit because of the quick returns and turn-over from their enterprise. 

 

4.4: Estimated Loan Adequacy of Crop and Livestock Farmers in Abia State 

Table 4.8  presents the level of adequacy of loan disbursed to farmers and the amount required by  

the farmers in the area. When borrowed funds are adequate, they can be maximally injected into the  

farm business. Otherwise, it may lead to diversion of borrowed funds to other ends. This reduces  

farm output and could lead to poor repayment performance of the farmer.  

Credit Borrowed (N) Crop Farmers Livestock Farmers 
                                                                      Freq             %                         Freq                % 
<50, 000                                                        18             20.0                          6                   6.7 
51, 000 – 100,000                                          22            24.4                         19                21.1 
101, 000 – 150, 000                                       20            22.2                         21                23.3 
151, 000 –200,000                                         17            18.9                         20                22.2 
201, 000 – 250,000                                        10            11.2 14                15.6 
>250,000                                                          3             3.3                          10                11.1 
TOTAL                                                           90         100.00                        90               100.00 
Mean:                                                         N108,000   N151,000 
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Table 4.8. Adequacy of Loan For Livestock and  Crop production in Abia State 

 
Category of 

Adequacy 

Livestock Farmers  Crop Farmers 
Class limit Frequency % Class limit Frequency % 

Low Adequate 
 

Moderately Adequate 
 

Adequate 

0.00 - 0.659 
 

0.660– 0.915 
 

0.916 – 1.00 

11 
 

35 
 

44 

12.2 
 

38.9 
 

48.9 

0.00 - 0.659 
 

0.660 –0.915 
 

0.916- 1.00 

16 
 

55 
 

19 

17.8 
 

61.1 
 

21.1 
 

Total 
 

Mean 
 

Std Deviation 

 
             90 

 
                0.786 

 
                0.127 

 
              90 

 
                 0.80 

 
                    0.123 

Source: Field Survey 2013. 
 

Loan adequacy is simply the level of discrepancies between the actual amount of loan required for 

capital and the amount actually disbursed to the farmers eventually. When the discrepancy 

approaches zero, then the loan is highly adequate, otherwise it is inadequate.  The result in Table 4.8 

shows the distribution of the respondents based on the adequacy of loan required for both livestock 

production and crop farming in Abia State. 

 

It could be seen from the table that farmers indicated inadequacy of farm credit. The mean value for 

adequacy of loan for livestock farmers is 78.6 ± 12.7% of their total loan requirement. The result 

shows that 12.2% of the livestock farmers were inadequately disbursed with less than 65.7% of the 

total required loan as capital to establish the enterprise. In the same way, more than 17.8% of crop 

farmers were also inadequately disbursed with less than 65.9% of the total capital required from the 

micro finance banks in the area. This level of inadequacy of loan disbursement has explained why 

most of the small scale farmers could not expand their enterprises or acquire the required farm inputs 

for improved farming. This is consistent with the finding of Dayo et. al. (2008), who stated that 

farmers who planned for expansion or at least acquisition of modern farm inputs to increase 
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production through micro credit but who do not receive the adequate credit are restricted to smaller 

farms with low productivity.  

 

The result further revealed that majority 48.9% of livestock farmers were adequately disbursed with 

loans of over 91.6% of their total loan requirements, implying that credit facilities required by this 

large majority is provided for their enterprise. Only 21.1% of crop farmers were adequately 

disbursed with more than 91.6% of the total loan requirement. However, 61.1% of the crop farmers 

were moderately disbursed with less than 91.5% of the total loan requirement in the area. The mean 

level of adequacy of loan among crop farmers is 80 ± 0.123. This level of disbursement among the 

two categories of farmers implied that micro finance institutions in the state have the capacity to  

adequately supply enough credit to crop farmers than livestock farmers. This finding is consistent 

with(Adegbite, 2009)  that livestock farming are associated with a large risk especially with disease 

outbreak in an intensive unit, hence it is difficult to allow a large amount of credit to livestock 

farmers. 

 

4.5: Earnings of the Credit Beneficiaries 

4.5.1:  Earnings of the crop Credit beneficiaries 

The Net Farm Income model gives the net returns of borrowed funds. The purpose of the farm 

business is to make profit. Hence, it is essential to determine if the borrowed funds were put to good 

use, as this will make the farm business profitable. Table 4.9 presents the average earning 

performance of the crop farmers’ micro-credit beneficiaries  
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Table 4.9. Average Earnings of Crop micro-credit Beneficieries Per Hectare 

Source: Field Survey 2013  

The result shows a mean net income of N75,100.00 per hectare for crop farming. The variable cost 

item is dominated by cost of weeding and planting material with each at N30,000.00 per hectare. 

This is followed by land preparation, which is at N28,000.00 per hectare. The reasons for the high 

cost of land preparation, planting and weeding are not far-fetched. First, the cost of labour is high. 

Second, small scale farming involves the use of crude implements. Their use elongates the period 

required to complete these pre-planting, planting and post-planting operations. Consequently, the 

money paid on these services increase. The relatively high variable cost requires that capital should 

be made available for crop production. However, the mean cost of borrowing is N30,000.00 per 

hectare at the interest rate of 23% and this dominated the total fix cost items of crop production in 

Activity          Quantity/hectare(N)             Value (N)    Total (N) 
 Returns 
Cassava                             20 tonnes @ N10,000 per tonne          200,000 
Maize                            800kg seed @ N100 per kg                      80,000 
Gross Returns                                                                                 280,000 
 
Cost Items ` 
 
Variable Cost 
Labour for  
Land clearing            15man-days @ N1000/man-day                  15,000 
Land preparation      28 man-days @ N1000/man-day                    28,000 
Planting                     7man-days @ N700/man-day                         4,900 
Harvesting               12man-days @ N1,000/man-day                     12,000 
Weeding (2x)            30man-days @ N1,000/man-day                   30,000 
Fertilizer app.           5man-days @ N800/man-day                           4,000 
Planting material                                                                              30,000               
Maize seeds                          10kg @ N500/kg                                  5,000                  
Fertilizer                               8 bags of NPK @ N2,500/bag            20,000 
Transport                                                                                            7,000 
Total Variable Cost                                                                        155,900 
 
Fixed Cost 
Rent on land                                                                                     12,000 
Interest on Loan                         23%                                                30,000 
Depreciation of capital assets                                                             7,000 
                    Total Fixed Cost                                                                                    49,000 
                    Total cost                                                                                               204,900 
                    Net Returns                                                                                           75,100 
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the area. There is high cost of capital despite the use of micro finance institution that should provide 

micro credit for crop production. This finding is consistent with Dayo et. al. (2008) observation that 

problems with high interest rate and unfriendly loan structure such as collaterals and with fixed 

repayment period appeared to frequently screen out most potential rural small scale farmers. Micro-

credit thus becomes costly and unsuitable for crop production. The study suggests that the micro 

finance institutions should reduce the cost of borrowing to favour crop production. The table further 

revealed that farmers spend more money on land preparation, weeding and cost of buying plant 

materials.  

 

4.5.2:     Earnings of the livestock Credit beneficiaries. 

A profitable livestock enterprise will translate into a favourable earning performance. This will show 

that borrowed funds were put to good use, and it promotes good repayment performance. Table 4.10 

presents the net income of livestock farming of loan beneficiaries from micro credit institutions in 

the area 
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Table 4.10    Estimated Average Earnings of Broiler production micro credit Beneficieries Per 
production cycle. 

Source: Field survey, 2013 
 
The result shows that cost of feeds and feeding dominated the cost items with N106,400 per farmer. 

In the same way, the mean cost of borrowing is N34,730 per farmer. There is also a high level of 

credit transaction cost among loan beneficiaries in the area. It could be deduced from the result that 

the livestock farmers have a mean net income of N256,940 per farmer in the area. This is greater 

than the returns per hectare per farmer in crop production, hence the reason for more loan 

disbursement to livestock farming than crop farming in the area. There is more to total cost of 

production for livestock than for crop production in the area. The crop production has  N204,900.00 

per hectare per farmer while the total cost of livestock production is N361,480.00 per farmer. There 

is a contradiction in proportionate credit given to livestock farmers and crop farmers. Since there is 

higher capital demand for crop farming than livestock farming, the borrowing ability of both 

Item                                   Quantity/Farmer    Unit Cost (N)  Total (N/Farmer/Ha) 
 

Revenue    
Broilers                                      220 birds                     2,800                               616,000 
Waste bags                                22 bags                        110                                      2,420 
 
Total revenue                                                                                                         618,420 
 
Variable Cost 
Labour                                      71 mandays               1000/manday                          70,200 
 Feed                                          38 bags                        N2,800/bag                        106,400 
Medication                                                                                                                    6,200 
Utilities                                                                                                                        26,000 
Transportation                                                                                                             28,350 
Day-old chicks                         250                                  120/chick                           30,000 
 
TotalVariable Cost                                                                                                267,150                                                                                     
 

Fixed Costs 
Rent on land                              0.5 hectares                       1,500/month                   18,000 
Depreciation of fixed items                                                                                        16,600 
Interest on loan                                  23%                                                                  34,730 
Others                                                                                                                          25,000                          
 Total Fixed Cost                                                                                                       94,330 
             Total cost                                                                                                     361,480   
          Net Income                                                                                                     256,940 
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enterprises should reflect such. But as can be seen in the tables above, microcredit institutions prefer 

to disburse more credit to livestock farmers than to crop farmers probably due to quick returns from 

livestock farming than crop farming in the area 

 
4.6 The influence of Earnings Performance of Crop and Livestock credit Beneficiaries in 

the area. 

It is important to isolate the socio-economic characteristics that influence the earning performance of 

the farmers. This will be useful in putting forth policies that can promote the welfare of the farmers 

and their enterprises. The pooled result in Table 4.11 presents the set of factors affecting the earning 

performances of both crop and livestock micro credit beneficiaries in the area. 

Table 4.11 Factors Affecting Earning Performance of crop and livestock farmers 
 

Variables 
Crop Farming Livestock Farming Pooled 

Co-efficient t-value Co-efficient t-value Co-efficient t-value 
Sex -39555.82 -1.53 9757.453 2.39 -12485.38 -0.72 
Age 59.29703** 2.05 1893.138*** 2.69 1019.691** 2.33 

Marital status 20130.72 0.36 17904.36 0.38 22928.67 0.64 
Household size -4736.899*** -2.96 -3636.015*** -2.75 -4335.691** -2.29 

Formal education attainment 622.7647** 2.22 1109.998** 2.42 1294.726*** 2.69 
Farming experience 596.2443** 2.29 -2003.563** 2.16 752.3489*** 2.61 

Interest rate 14998.59** 1.46 304.1335** 2.24 213.9585** 1.17 
Loan borrowed 0.2862** 2.26 0.5004*** 2.75 0.4351*** 3.45 
Social capital -1413.663 -0.32 6251.156** 1.12 1969.441 0.58 

Farming occupation 19304.71 0.41 3190.924 0.09 10708.61 0.40 
Extension contact -4364.274** -2.10 -8288.746** -2.02 -4421.444*** -2.70 

Constant -198627.3 -0.87 -18104.33 -0.23 24492.72** 2.40 
  

Functional Parameters 
 

R2 0.5431 0.6262 0.5551 
F-Statistic 8.3206*** 11.8788*** 19.056*** 

Observation 90 90 180 
 
 

Significant @ 0.01 critical level 
Significant @ 0.05 critical level 

*** 
** 

Source: Field Survey, 2013. 
 

 
The pooled result in Table 4.11 showed an F-statistic of 19.056 which is greater than the tabulated 

value of 4.56 at p ≤ 0.01 critical level. The model therefore, has a good fit hence, the included 
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explanatory variables actually accounted for the variation in earning performance of both categories 

of farmers in the area. It has a co-efficient of multiple determination of 0.5551. This suggests that 

more than 55.51% variations in total earnings of beneficiaries of micro credit in the area can be 

accounted for by the included explanatory variables. 

It can be seen from the result that farmers age, formal education attainment, farming experience, 

interest rate, amount of loan borrowed were all significant at p ≤ 0.05 critical level and positively 

related with the farmers earning performance in the area. In the same way, the household size and 

number of extension contact though significant at p ≤ 0.05 critical level still have negative 

relationship with earning performance of the farmers in the area. Other variables like sex and social 

capital are not significant even at 10.0% but negative. Marital status and farming as a major 

occupation are also not significant even at 10.0% but positive. This means that male counterparts 

who benefited from micro credit do not perform better in terms of their earning than the female. The 

result also showed that, members of social organizations that benefited from the social capital do not 

show any increase in their earning performances. Marital status though not significant, showed a 

positive effect on the earning performance of the farmers just as the use of farming as major 

occupation can have an increasing effect on earning performance of the farmers in the area.   
 

The quantity of credit borrowedand interest rate both increase earning performance of the 

beneficiaries. With a 1.0% increase in credit borrowed, the farmer’s earning will increase by an 

additional   0.435 %. Loan acquisition is a relief to farmers because it increases their capital base, 

serves as engine for agricultural growth and mobilizes farming inputs, (Frye, 2000; Crouchy et. al. 

2000 and Duffie et. al, 2003). This finding also supports World Bank (2008) that increase in credit 

facility will improve farmers well being as it is an engine of growth to farm enterprise. The result 

also shows that the earning performance increases with the level of interest by N213.96. This 

suggests that farmers can generate more earning even at an increased interest rate. This is good for 

the institution but may reduce farmers’ general performance in the long run. Oladeebo et.al, (2008) 
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noted that at high interest rate, farmers are quickly discouraged from loan acquisition, hence may not 

find application of loan interesting. This will lead to low capital acquisition and further reduction in 

returns.  

 

From the result, increase in famers’ age by 1.0% will increase earning  performance of the farmers’ 

beneficiaries in the area by N1019.69 while formal education and farming experience will have an 

increase of  N1294.72 and N752.35 respectively, on the earnings of credit beneficiaries. This is 

achieved through increasing farmers’ skills and knowledge on improved agricultural production. 

Educating the farmers on improved farming practices is very important as this will provide 

opportunity for innovative ideas and the use of techniques that will reduce cost of production but 

encourage increased output in the area. 

 

4.7: Comparison of the Earning functions of crop and livestock micro-credit beneficiaries for 

structural stability. Using the chow’s Test.  

 
Table 4.11 also has the detailed result of earning functions of crop and livestock farming in the area. 

The earning function of the crop farming has a good fit given that the F-statistic is 8.3206 and is 

greater than the tabulated value of 4.56 at p ≤ 0.05 critical level with a co-efficient of multiple 

determination of 0.5431. This implies that though the included variables actually explained the 

variations in earning performance of crop farmers, about 54.31% variations in their earnings can be 

accounted for by the included explanatory variables. 

 

It can be seen from the earning function of crop farmers that variables like age, formal education 

attainment, interest rate and loan borrowed are all positive and significantly different from zero at p ≤ 

0.05 critical level while household size, extension contacts, though significantly different from zero 

at p ≤ 0.05 critical level, have a negative effect on the earning performance of the crop farmers 

micro-credit beneficiaries in the area. A unit increase in age, formal education attainment, farming 

experience, interst rate and loan disbursement will increase the earning performance of crop farmers 
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beneficiaries by N59.30, N622.76, N596.24, N14889.56 and N0.286 respectively. In a similar 

manner, the numbers of household size and extension contact have reduced the earning performance 

by N4736.90 and N4364.27 respectively. Other variables sex, marital status,  farming as a major 

occupation and social capital though not significant even at p ≤ 0.10 critical level do not have any 

positive effect on earning performance of the farmers in the area. 

The estimated equations for crop farm model is shown as;  
 
Y1=–198627.3 -39555.82X1 + 59.29703X2

**+20130.72X3 – 4736.899X4
***+622.7647X5** 

[0.87][1.53]      [2.05]  [0.36]  [2.96][2.22] 
+596.2443X6** +14998.59X7** + 0.2862X8** - 1413.663X9 + 19304.71X10–4364.274X11** 
[2.29][1.46][2.26]  [0.32]  [0.41][2.10] 

 

The earning function of the livestock farming performed a little better than that of the crop function. 

The goodness of fit based on the F-statistics model is 11.879 while the co-efficient of multiple 

determination 0.6262. This implies that about 62.62% variations in the earning performance of the 

livestock farmers can be accounted for by some of the included explanatory variables.  

 

The significant explanatory variable for earning function of livestock farming include age, household 

size, formal education attainment, farming experience, interest rate, quantity of loan disbursed, social 

capital and extension contact. One reason for this is that higher household size may imply the 

diversion of farm funds for household use. Also poor quality of extension services in the rural areas 

account for its inverse relationship with earning performance of the farmers. The result shows that 

the earning function of crop farming in the area has a consistent result with livestock farming except 

for household size and extension contact that contrasted with years of farming experience. Though 

these variables are significantly different from zero at p ≤ 0.05 critical level, they have negative 

effect on earning performance of livestock farmers in the area. Farming experience has a positive 

effect on earning capacity of crop farmers but with a negative effect on that of livestock farmers in 

the area. This is quite surprising as farming experience leads to a more optimal use of resources, and 

this positively affects earning performance, Henri-Ukoha et. al,(2011). One possible explanation thus 
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could be the overconfidence by livestock farmers, and thus failed to optimally allocate their 

borrowed funds into the livestock enterprise.  

 

As age, educational attainment of the livestock farmers, interest rate, loan borrowed and social 

capital increases by 1.0 units, earning performance will increased by N1893.14, N1109.99, N304.13, 

N0.5004 and N6251.15 respectively.Just as in earning function for crop farming, interest rate has a 

direct effect on earning of livestock farmers. This is good for the institution but may reduce farmers' 

general performance in the long run. Loan borrowed increases the earning performance of livestock 

farmers and encourages the expansion of livestock production in the area.Social capital which was 

not significant but positive with earning function of crop farming is highly significant at  p ≤ 0.05 

critical level for earning performance function of livestock farming. 

The estimated equations for livestock farm model is given as 
 
Y2 = -18104.33+9757.453X1 + 1893.138X2***+ 17904.36X3–3636.015X4*** + 1109.998X5** -  
 [0.23]       [2.39]       [2.69]                      [0.38]               [2.75]                    [2.42] 
         2003.563X6** +304.1335X7

**+0.5004X8*** +6251.156X9**+ 3190.924 X10 -8288.764 X11 
 [2.16]        [2.24]     [2.75]                 [1.12]                [0.09]                [2.02] 
 
 

 
 

Test of Hypothesis 1: Test for Difference in the Independent Variables Affecting the Earning 
Performance of Crop and Livestock Farmers 

 

 

The study analyzed the performance of small-holder crop and livestock farmers credit beneficiaries 

in Abia State. One major parameter is the earning performance of the farmers. If there is a significant 

difference in the socioeconomic characteristics affecting the earning performance of one enterprise, it 

can mean that while the earning performance of the farmers in one enterprise have a direct 

relationship with some socioeconomic characteristics, the trend may not hold for the other enterprise. 

This will be very useful for policy formulation and decision making.  
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Table 4.12:  Chow Test Showing Result for Difference in the Functions of Earning 
Performance of Crop and Livestock Farmers.  

 

 Variable  Crop (SS1) Livestock (SS1) Pooled (SSc)  

Sum of Square Residual (SSr) 5.0524e+11 4.8823e+11 1.0025e+12  

Observation (N) 90 90 180 
Number of Parameters (k) 12 12 12 

F-calculated 1.558 
F-Tabulated 4.56 

Decision F-cal is less than F-tab at P ≤ 0.01 critical level. Then the null hypothesis 
(H0) is accepted and the alternative hypothesis (H1) is rejected in this 
study. 

Source: Field Survey 2013. 
 
 

 
As shown in Table 4.12, at 1% level of significance, F-calculated is 1.558 while F-tabulated stands at 

4.56. Thus, the decision rule is to accept the null hypothesis that there is no significant difference in 

the earning performance functionsof crop farmers and livestock farmers.Thus both enterprises are 

affected in the same way by the independent variables of sex, age, marital status, household size, 

educational level, farming experience, interest rate, loan borrowed, social capital, major occupation 

and extension contact   

 
Test of Hypothesis 2: Test for Difference in the Net Farm Income of Crop and Livestock 

Farmers 
 

HO:  There is no significant difference in the net farm income of the crop and livestock farmers 

HA:  There is a significant difference in the earnings of the crop and livestock farmers 

Ztab:  Z(0.05, 89) = 1.96 

Zcalculated: = 276.754301 
 
Since Z-calculated is greater than Z-tabulated, we reject the null hypothesis and accept the 

hypothesis that there is a significant difference in the net farm income of crop and livestock farmers 

in the study area. One major factor contributing to this is evidenced in Tables 4.9 and 4.10.  While 

the crop farmers spent an average of 93,900 on labour, the poultry farmers spent an average of 
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70,200 on the same item. However, the gross farm income of the poultry farmer is N618,420 as 

against  N280,000 of the crop farmer. This can be attributed to increase in the prices of chicken 

during the holiday periods (Christmas, Easter, New Year), when their demand increases, as against 

the poor price of the staple cassava and maize.   
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CHAPTER FIVE 

5.0.        SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1.    Summary 

 This study assessed the performance of crop and livestock farmers credit beneficiaries  in Abia state. 

Specifically, its aims were to identify the socio economic characteristic of small holder crop and 

livestock farmers in Abia State, estimate the amount of micro credit borrowed, estimate the adequacy 

of micro – credit borrowed, estimate the earnings performances of the different crop and livestock 

farmers in the area, and to identify the problems of micro credit borrowing and utilization in the 

study area. 

From the responses of the 180 farmers:  90 crop and 90 livestock farmersin the study area, the result 

shows that most of the active farmers were within the age bracket of 31 to50 years. They are 

energetic, active, and can adopt innovations that can improve production. It was also revealed that  

crop and livestock credit beneficiaries has a mean value 6 and 8% respectively. This shows that most 

of the crop and livestock credit beneficiaries underwent some forms of formal education. The 

beneficiaries were mainly male, with small farm sizes, and long years of experience in the crop and 

livestock business. The major sources of credit were from co – operatives and microfinance 

institutions with an interest rate ranging between 18 and 21%. The farmers had a high credit demand 

gap.  Crop farmers borrowed a mean amount of N108,000, while livestock farmers borrowed a mean 

amount of N151,000. Majority (44.4%) of the crop farmers got between N1.00 and N100,000.00 

while only (27.8%) of livestock farmers got the same range of credit.   The mean annual income of 

the crop farmers was N22,100 while that of the livestock farmers was N49,977. It was also observed 

that crop and livestock farmers have a net income of N22,100 and N49,977 respectively per hectare. 
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There is a high cost of capital despite the use of micro finance institution that makes micro credit 

readily available for both crop and livestock farmers.  

The most serious problems of credit acquisition and utilization were the high interest rate and poor 

timeliness of operation as complained by the farmers. Others include the mode of repayment, lack of 

collateral security and lack of information.  

5.2.  Conclusion 

From the foregoing, it is evident that age, educational level, household size and experience level are 

the major socio – economic factors accounting for credit acquisition and earning performance of the 

small scale crop and livestock farm operators in Abia State. Age influences the ability to take risk 

and credit facilities is surrounded by some level of risk. Ability to take loan is influenced by the age 

of the farmer. Younger farmers patronize credit institutions while older farmers tries to shown risk 

associated credit facilities (Ehirim and Oguoma, 2013). It is evident that the amount of micro-credit 

the small scale farmers received may not positively alter their scale of production. This level of 

inadequacy of borrowed funds has explained why most of the small scale farmers could not expand 

their enterprises or acquire the required farm inputs for improved farming. The study revealed that 

the male counterpart received more credit than the female.Poultry farming is a far more profitable 

enterprise than crop farming in the study area. Since both enterprises made profits, it is safe to 

conclude that crop and/or livestock farming is a viable enterprise in the study area.  

5.3. Recommendations 
 
Based on the findings of this study, the following recommendations were proffered.    

i. As a policy option, government should map out more policies and programmes that will help 

to increase credit allocated to crop farmers.  

ii. More funds should be made available to crop and livestock farmers through provision of 

adequate credit at a minimum cost to increase the output of these enterprises.  
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iii.  Thorough supervision of such credit is imperative to ensure that its impact on food 

production and farmers returns is achieved. 

iv. There should not be gender discrimination while allocating credit to farmers hence themale 

counterparts who benefited from micro credit do not perform better in terms of their 

earning than the female. 

v. The government and lending institutions should help in training farmers hence this will bring 

about efficient and effective utilization of funds and resources 

vi. Family planning programme should be intensified in the rural area where most of these small 

scale farmers reside. This will help to reduce household size of farmers which will 

probably contribute to increase in household saving and reduction in the high incidence of 

loan default.  
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APPENDIX 1 

 
LIST OF MICROFINANCE INSTITUTIONS  

 
1  ABIA STATEUNIVERSITY MFB LTD.ABIA STATE 

UNIVERSITY CBUTURU, ISUIKWUATO LGA 

2  ABRIBA MFB ABRIBA CB ERINMA HALL SECRETARIAT, ABRIBA,  

3  AROCHUKWU MFB AROCHUKWU CB AMAIKPE SQUARE, AFOR 

AROCHUKWU MARKET, AROCHUKWU 

4  CHIBUEZE MFB CHIBUEZE CB 82, EHI ROAD, ABA,  

5  CITY-GATE MFB OBIA CB 135, ABA-OWERRI ROAD,ABA,  

6  CONVENANT MFB OLD UMUAHIA CB ABA ROAD, OPP. AFOR UBEJI 

MARKET, ABA 

7  EBEMOHA MFB EBEM-OHAFIA CB 247, EMI NJOKU ROAD, EBEM 

OHA, OHAFIA 

8  EGOSAL MFB OKEMINI CB NO 125, MARKET ROAD, ABA, 

 9  EXPRESS MFB EKEOHA CB 120, CLIFORD STREET, ABA, 

10  IHECHIOWA MFB IHECHIOWA CB CIVIC CENTRE, UMUYE, 

IHECHIOMA, AROCHUKWU LGA,  

11  INVESTMENT MFB NSULU CB 26, FACTORY ROAD, ABA 

12  NKPA MFB NKPA CB AMAOHORO NKPA, BENDE LGA 

13  OBIOMA MFB OBIOMA CB 148, JUBILEE ROAD, ABA, 

14  OHAFIA MFB OHAFIA CB 87, AROCHUKWU ROAD, AMAEKPU, 

OHAFIA  

15  OHAMBELE MFB OHAMBELE CB UKWA EAST LGA, ABA 

16  UMUCHUKWU MFB UMUCHUKWU CB 6 BENDE ROAD, UMUAHIA,  

17  UZUAKOLI MFB UZUAKOLI CB 37, MARKET ROAD, UZUAKOLI,  
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