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Abstract 
The paper evaluates empirically the impact of bank credit on the 
development of the agricultural sector of the Nigerian economy for a 
period of 25 years, that is, 1981 to 2005. In carrying out this study, the 
output of agricultural sector constituted the dependent variable, while 
bank credit to the agricultural sector, broad money supply, deposits 
rate, lending rate and inflation rate constituted the independent 
variable. The empirical evidence provided by the study showed that 
banks are reluctant or unwilling to give loans to the agricultural sector 
because of the lack of collateral securities by farmers to secure the 
loans. To close the gap created by banks in granting loans to the 
agricultural sectors, the Federal Government of Nigerian introduced 
several schemes and financing agreement for the agricultural sector. 
Unfortunately, as a result of the high level of illiteracy among farmers, 
the sector has not grown as expected. Recommendations were made in 
the study and the most outstanding one is that the policy makers should 
further enhance the power of Agriculture Credit Guarantee Scheme 
Fund (ACGSF) so that it can have wider capacity for reducing banks 
exposure in agricultural loans. 

Introduction 

These days, development economists are less concerned about the desirability of placing a heavy 

emphasis on rapid industrialization. They have rather come to realize that far from playing a passive, 

supportive role in the process of economic development in particular and the rural economy in general, 

the agricultural sector must play an indispensable role in the overall strategy of economic progress, 

especially for the low-income developing countries. In Nigeria, an agriculture and employment-based 

strategy of economic development has been adopted and .this requires, at minimum, three basic 

complementary elements: (1) accelerated output growth through technological, institutional and price 

intensive changes designed to raise the productivity of small farmers; (2) rising domestic demand for 

agricultural output from an employment-orientated urban development strategy; and (3) diversified, 

nonagricultural, labour-intensified rural development activities that directly and indirectly support and are 

supported by the farming community. To a large extent, therefore, agricultural and natural development 

has come to be seen by many as the sine qua non of national development (Todaro and Smith, 2003). 

Without such integrated rural development, industrial growth either would be stunted or, if it succeeded, 

could create such several internal imbalances in the economy that the problem of widespread poverty, 

inequality, and unemployment would become even more pronounced (lyoha, 2005). 

Bank credit is in most cases based on the “commercial loan theory”, which posits that banks 

should lend only on short-term, self-liquidity basis. This is because banks liabilities (depositors funds) are 

payable on demand, and they cannot meet such obligations if their assets are tied up for long periods of 

time. This is where agricultural loans in Nigeria have aroused the interest of policy makers and 

researchers. This study therefore, serves as a modest contribution to the expanding literature on the 

impact of bank credit to the agricultural development in Nigeria and the coverage period of the work is 

25 years that is, 1981 -2005. 

Objectives of the Study 

In view of the problems encountered in agriculture, the objectives of this study are as follows; 

• To examine the contribution of banks towards agricultural financing in Nigeria 
• To evaluate the constraints that inhibits the effective financing of agriculture by the banks. 

• To assess the performance of the banks in relation to their lending policies towards the small- 
scale farmers who are the perceived drivers of the agricultural sector. 

• To accesses the performance of agricultural sector 
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The roles of Agriculture to the Economic development of any nation cannot be over 

emphasized, No country can achieve long-term development without a well developed agricultural sector. 

Agriculture and industry are strategically complementary. It is this sector that provides the bulk of the 

nation’s food requirements and raw materials for industrial use. From the classical tradition, Richardo 

(1777-1823) noted, “diminishing returns to agriculture would set a limit to the growth of other sectors of 

the economy” 

Consequently, agriculture plays a crucial role in the economic development of any nation. All 

other sectors of any economy depend directly or indirectly on agriculture. This is generally applicable to 

both developing and developed countries of the world. 

The consensus in the literature is that increased agricultural productivity is vital prerequisite for 

rapid economic growth and development. Shinga (1990) observed that the contribution of agriculture to 

economic development lies in first providing increased food surplus to the rapidly expanding population, 

increasing the demand for industrial products and thus, necessitating the expansion of the industrial sector 

constituting the major source of employment, earning foreign exchange through commodity exports and 

provision of market for the production of the industrial sector. In his own contribution Hwe (1993) argued 

that “agriculture generates capitals for industrial production especially light agricultural products sectors”. 

It provides food and raw material for industrial processing, it provides adequate food supplies which are 

crucial factor in maintaining price stability; it provides items for exports to earn foreign exchange; it 

supplies the non agricultural sectors with capital and accumulation of entrepreneurship and the market 

capability in the agricultural sector eases the process of industrialization. 

Shinga and Hwe (1994) views agric with Mello’s (1986) earlier view who in is his contribution, 

analyzed the importance of agriculture in economic development as to provide food and fiber for a 

growing population including with rising purchasing power to provide" capital including foreign exchange 

for the output of consumer goods and agricultural inputs for the growing industrial sector. No country has 

moved from stagnation into take-off stage of economic development without first achieving substantial 

gain in agricultural productivity. 

Etcher (1984) observed that in rather fundamental sense, agricultural progress is normally a pre-

requisite for industrial development. He also contented that it is clear that under all circumstances, 

increasing agricultural productivity makes important contribution to general economic development and 

that is one of the conditions which must be met before a take-off into a self sustained economic growth 

becomes possible. 

This view was shared by Schultz (1986) who reported that there are many countries that would 

have been advised to devote to agriculture a part of the money and energy they have devoted to industry. 

In his own study, Glores (1991) maintained that is not likely that developing countries will be able to 

provide employment for their growing population and promote industrialization without having radical 

changes in their agricultural policies and implementation. He argued that a society can develop 

harmoniously only if it can secure its food. 

In Nigeria, agriculture has traditionally been described as the mainstay of the economy. 

Supporting the above views Olihava (1988) asserted that the turning points in economic growth should 

coincide with the turning points in agriculture. Upton (1989), in his study on Indian agriculture, reported 

that Indian experience since independence proves that she cannot develop a sound industrial economy 

without first devoting a far large share of her resources, (private and public, human and material) to 

increasing food output per acre. He also went on to assert that no nation not even Russia, China or Japan 

has sustained an acceleration of industrial progress without prior radical changes in farm techniques or 

tenure or both. Almost literally, this is because you cannot make bricks without straw, industrial output 

requires rural surpluses or raw materials, food, workers and above all savings. From the discussions 

above, it can be seen that economic development of the developing countries depends heavily upon 

improving the performance of the agricultural sector just as historical 
   

rewards of advanced countries such as United Kingdom, United States of America have shown that they 
achieved the developed status by first ensuring an increased agricultural productivity through 
modernization of agriculture. 

Relationship between Bank Credits and Agricultural Development 

Agricultural credit as defined by Global Environmental Commission (1984) involves the 

purchasing of goods, money or services which is presented to farmers based upon the promise to pay back 

at a specified date in future. Osuntogun (1985) also defined agricultural credits as the sum total of the 



arrangements through which cash and kind inputs are made available to a farmer/producer who repays 

such inputs stated in the repayment schedule with interest. 

In his study Elegalam (1980) defined concept of agricultural development as “sustained growth 

in input, increased productivity per worker and per hectare and constantly changing technology” Berger 

(1988) viewed Agricultural development as the compensation of input and outputs that generally incradle 

shoots in the under developing structure at production level from agricultural development. In Nigeria, 

like any other third world country where most of the farmers are peasant farmers who because of low 

savings, are unable to accumulate capital. In his own contribution, Adeyemi (2002) emphasized the need 

for credit for peasant farmers as follows: credit facilities granted to small holders are very poor and 

limited as a result of their inability to offer acceptable security. Consequently, the peasant producer are 

caught in vicious circle of low income, low savings which lead to low level of capital investment and 

hence, low level of agricultural productivity which in turn, leads to low level of income. This vicious 

circle has become a hindrance from which many farmers cannot escape without some outside financial 

assistance. He went further to say that the idea behind government sponsored agricultural credit 

programme is to make it possible for farmers to use improved farm inputs, which is hoped, would enable 

them increase their productivity and hence their level of income. 

Singh and Ramana (1991) in their study of the role of credit and technology in increasing income 

and development on small and large farmers in Western region of Hyderabad district, Andhra pedesh in 

Indian stated that the adoption of imported technology coupled with adequate credit facilities dynamics, 

the entire garmet of income potentials, offer the single best measure to solve under employment of family 

labour on small farm and for labour in general in agricultural sector. 

Beckman and Foster (1984) claimed that credit yields is a potent force in modern business 

activities including agricultural and that it penetrates even through the fiber of our economic structure and 

affects everybody regardless of race, creed or station of life. 

lmpin (1994) argued that orderly marketing of farm produce requires credit. He contented that 

glut and consequent low product prices due to seasonal nature of agriculture often characterized the 

period of harvest of farm products. 

However, Food and Agricultural Organization (FAO) (2000) argued that agricultural credit may 

not be the panacea to increased and improved agricultural productivity even when effort is made to use 

the loan for acquisition of new inputs unless effort is made to provide necessary infrastructure. The 

benefits of credit to farmer will be maximized if there are adequate transportation and communication 

systems available especially in the rural areas together with adequate storage facilities, insects and plant 

disease control measures, availability of improved input, efficient marketing system for farm products, 

and research for development of good quality and high yielding varieties of seed and livestock, suitable 

land tenure arrangements and efficient extension services. It concluded its argument by saying that 

inadequate intention in the past to these other factors for agricultural improvements has led to the little 

impact that government credit made in agriculture in Nigeria. This view was also supported by Ojo 

(1993). 

Research Methodology 

This research work utilized secondary data, which was sourced exclusively form the Central 

Bank of Nigeria, the Federal Office of Statistics (FOS), and the International Monetary Fund (IMF). 

Agricultural Gross Domestic Project (AGDP) constitutes the dependent variable of our model, while bank 

credit to the agricultural sector (BCA), broad money supply (M2), deposit rate (DR), lending rate (LR), 

and inflation rate (INF) represent the independent or explanatory variable of the model 
Data in table 1 shows the data for the afore-mentioned variables, which covers the period 1981 to 

2005 



 

A G D P  f ( B C A , M 1 , D R  L R  I N F ) 

The OLS empirical results of our model using the ordinary lest squares technique are presented in 

Table 2 as follows: 

 

Analysis of Empirical Results Bank 

Credit to Agriculture 

The value of the coefficient of BCA, -3. 1663, is wrongly signed and this is at variance with aprior 

expectations. What this implies is that bank credit has a negative and significant relationship with 

agricultural sector output during the period covered by this paper. Precisely, the result suggests 
 

that a 3 per cent hill in bank loans led to over 300 units decrease in agricultural output within the period under 

Table 1 Macroeconomic Variables of Study 

YEAR AGDP BCA M2 DR LR INF 

1981 10,088.0 590.6 15.548.1 6.0 10.0 21.4 

1982 11,274.0 786.6 16,894.0 7.5 11.8 7.2 

1983 12,274.0 940.4 19,368.9 7.5 11.5 23.2 

1984 16,920.0 1,052.1 21,600.5 9.5 11.5 40.7 

1985 19,729.0 1,310.2 23,8818.6 9.5 11.8 4.7 

1986 20,442.0 1,830.3 24,592.7 9.5 12.0 5.4 

1987 31,214.0 2,427.1 29,994.7 14.0 19.2 10.2 

1988 48,679.0 3,066.7 42,780.3 14.5 17.6 56.0 

1989 56,577.4 3,470.5 46,22.9 16.4 24.6 50.5 

1990 68,416.7 4,221.4 64,932.7 18.8 27.7 7.5 

1991 80,002.0 5,012.7 86,152.5 14.3 20.8 12.9 

1992 120,720.1 6,978.9 129,085.5 16.7 31.2 44.5 

1993 196,133.8 10753.0 198,479.2 16.7 18.2 57.3 

1994 296,966.8 17,888.8 266,944.9 13.5 21.0 57.0 

1995 527,474.4 25,278.7 318,763.5 12.6 20.8 73.1 

1996 713,786.1 33,264.1 370,333.5 11.7 20.9 29.1 

1997 807,759.8 27,939.3 429,731.3 4.8 23.3 8.5 

1998 892,052.7 27,108.7 525,637.8 5.5 21.3 10.0 

1999 948.183.0 1 18,518.3 699,7333.7 5.3 20.6 6.6 

2000 1,000,069.5 146,504,5 1,036,079.5 5.3 20.6 6.9 

2001 1,337,766.6 200,856.2 1,315,869.2 5.5 26.0 18.9 

2002 1,576,433.2 227,617.6 1,599,494.6 5.2 22.5 12.9 

2003 1,787,315.7 242,185.7 1,985,191.8 3.2 21.6 14.0 

2004 2,155,133.1 261,558.6 2,263,587.9 3.3 20.4 15.0 

2005 4,218,100.0 n.a 2,626,455.1 3.3 17.8 11.6 

SOURCES: CBN Statistical Bulletin, Vol 15, December, 2004 and CBN Annual Report and 

Statement of Account for the year ended 31st December, 2006 
 

Table 2 OLS Regressive Results 

REGRESSIVE COEFFICIENT T-RATIO 

INPUT 36358.9 0.91928 

BCA -3.1663 -2.3719 

M2 1.1722 6.6627 

DR -31983.3 -3.9619 

LR 20299.7 4.1427 
INF 1071.7 0.84092 

R-Squared 0.97968 R-Bar-Squared 0.9704 
Mean of AGDP 530667.0 F-Statistics (5,18) 73.5746 
D.W. Statistic 1.8181 
 



study. This negative result could be linked with the fact that conventional banks in Nigeria are in most cases, 

unwilling to fund the agricultural sector for the perceived risks of crop and price failures, drought, flooding 
and other hazards, which commonly and negatively affect the ability of agricultural borrowers to repay their 
loans and advances in accordance with the governing terms and conditions of such loans. 

Broad Money Supply (M2) 

The value of the coefficient of M2,1.1722, is properly signed and aligns itself with apriori 
expectations. What this means is that a high and rising volume of broad money supply portends a booming or 
beneficial trend for the growth of agricultural output in Nigeria. This is because a situation of this nature 
would help to put the banks in a comfortable position to grant credit to the agricultural sector thereby, 
enhancing the food requirements of the population, raw materials for the industry, and feed for the animals. 

When this type of fit is achieved, the overall economic activity or market size will expand tremendously and 
the nation will be the ultimate beneficiary. 

In real sense, and as the result on this variable suggests, a 1 per cent rise in broad money supply led 
to over 100 units increase in agricultural output in Nigeria during the period covered by this work. 

Lending Rate 

The value of the coefficient of lending rate, 20299.7, is wrongly signed and is at variance with aprior 

expectations. The implication of this result is that a high and rising lending rate has positive and significant 

relationship with agricultural output in Nigeria. As the literature posits, a high and positive lending rate 

discourage “better” (low risk) borrowers, who regard the rate as too expensive and encourages “bad” (high 

risk) borrowers, who regard the rate to be cheap (Mullineux and Murinde, 2001) 

However, this contrary empirical evidence may be ascribed to the fact that most farmers in Nigeria 

no longer look up to the bank funding, rather, they raise funds from the rural money lenders and this helps 

them to increase their output level in a bid to meet the deficiencies in aggregate food supply. 

Deposit Rate 

The coefficient of deposit rate - 31983.3, is properly signed and agrees with apriori expectations. 
This result suggests that a ridiculously low deposits rate (such as is obtained in Nigeria) has a negative and 
significant relationship with agricultural output. Low deposit rates discourage the public form placing 
monetary and savings balances with banks, and may well lead to a lower of savings (Fry, 1995). However, 

low deposit rates reduce the volume of funds to be intermediated or lent by banks and other financial 
intermediaries. 

The finding of the empirical result on this variable is that a 1 per cent fall in deposit rate has over 
31,983 units decrease in agricultural output in Nigeria for the period 1981 to 2005. 

Inflation Rate 

The value of the coefficient of inflation rate, 1071.7, exhibited a positive sign and this is at variance 

with aprior expectations. It is expected that a rise in inflation rate should raise cost of agricultural production, 

thus acting as a drag on the output of the agricultural sector. Here, however, the empirical evidence seems to 

suggest that a rising inflation rate serves to raise the output of the agricultural sector. This may be explained 

by the observed situation of mass unemployment in the economy, coupled with inadequacy of essential raw 

materials, which farmers respond to by raising their output levels in a bid to meet aggregate supply, which 

have triggered the inflationary pressures in the first place. 

Summary 

This study examined and assessed empirically the impact of bank credit on the agricultural sector in 

the Nigerian economy. In doing so, data on agricultural output (dependent variable), bank credit to the 

agricultural sector (BCA), broad money supply (M2), deposit rate (DR), lending rate 
(LR), and inflation rate (INF), explanatory variable, were included in the model of this study in order to capture 
the impact of bank credit on agricultural output in Nigeria for a coverage period of ^SI- ZOOS. 

Recommendations 
Based on the findings of this study, the following recommendations or suggestions are made to the 

government, policy makers, Central Bank of Nigeria as well as other commercial banks and the farmers in 
general: 
i. Government should promote public transportation in order to facilities the 



movement of agro inputs to the farms and farm products to the market. 
ii. Funds mobilized from rural areas by banks should be fully utilized for the development of rural 

economy including provision of credits to farmers. 
iii. Policy makers should be encouraged to further enhance the power of Agricultural Credit Guarantee 

Scheme Fund (ACGSF) so that it can have a wider capacity for reducing banks risks in agricultural 
loans. This is important because there is a consensus in literature that vibrant agricultural sector serves 
to accelerate economic growth and development and spread between deposit and lending rates. 
Despite the contribution of the ACGSF, improvement in agricultural credit extension to farmers 

should be made to reflect the economic situation in order to enable farmers procure improved equipment for 
work, improve input materials and to employ skill personnel that will introduce modem farm management 
techniques which will in turn, increase rural income and general productivity. Extension of credit alone does not 
increase productivity; it should be complimented by adequate supervision and monitoring by the lending banks. 

Conclusion 

Following the results of our empirical investigation, couple with the evidenced obtained from our 

literature survey, it is the conclusion of this paper that agriculture constitutes the bedrock for accelerated and 

sustainable economic growth and development of any nation. In this sense, all the stakeholders (including the 

three-tiers of government in Nigeria, banks and farmers) should design favorable and acceptable terms and 

conditions for agricultural lending. Doing so will enable the much expected industrialization to take place in 

Nigeria, thereby serving to put the country in its rightful position in the community of developed countries. 
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