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Abstract 

The research examines credit facilities and agricultural output and productivity in Nigeria from 1970-

2010. Over the years, there have been problems of agricultural development in Nigeria. One way in which 

these problems in the agricultural sector can be resolved is through the provision of credit facilities by 

financial institutions operating in the country. The credit facilities provided by these financial institutions 

to the agricultural sector have been inadequate and these have affected the level of output provided by the 

agricultural sector. Data were collected from the Central Bank of Nigeria’s Statistical Bulletin and were 

analyzed using the Ordinary Least Square Method of Multiple Regression. Our results showed that there 

is a significant relationship between Deposit Money Banks loans and advances and agricultural output. 

Thus, among other recommendations, it was recommended that the government of Nigeria formulate 

policies that will encourage these Deposit Money Banks in the country to provide loans to the farmers at 

affordable interest rates. This will go a long way to boost the level of agricultural output in the country.    

Keywords: Credit Facilities, Agricultural Development, Agricultural Output, Financial Institutions, 

Deposit Money Banks, Loans and Advances, Interest Rates. 

INTRODUCTION 

The Nigerian economy has passed through diverse structural changes in the past three decades. The 

country has moved from predominantly agricultural economy in the 1960s to an economy mainly reliant 

on petroleum from 1970s to date and the agricultural sector was least cared for, the phenomenal growth in 

oil revenue in the mid 1970s was not properly channeled for suitable economic growth. The result was 

that the economy became largely import – oriented (Amadi et al, 2003). 

Any honest survey of current agricultural situation in the country will immediately reveal not only a 

progressive decline of the contribution of agriculture to the Gross Domestic Product (GDP) both in 

relative and absolute terms, but also a wide gap in the country’s ability to maintain its food independence. 

An evaluation of the performance of the agricultural sector from the second decade of our independence 

shows a declining productivity in virtually all the sub-sectors in terms of activity. The situation is 

compounded by the residual effects of the civil war, severe droughts in some parts of the country, 

problem of pests, inappropriate fiscal and monetary policies and official neglect. For many years, the urge 

to foster agricultural growth and development, among other things, has often compelled government to 

intervene in the economy. Among the key areas of intervention include; credit and marketing services, 

extension in input supply etc. It is a general belief that the provision of cheap credit is a precondition for 

technological change. As such, the government has often fostered the growth of institutional financial 

markets mainly to provide credit facilities to farmers on reasonable terms. The concerns of government 
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have found expression in a number of policies which have been initiated. While some sought to create 

condition that will encourage and compel formal institutions to lend to the rural-based farmers, others 

have attempted to create new institutions specially designed to cater for the peculiar needs of this 

category of farm investors.  

Despite these efforts, it is not yet certain whether these credit policies have achieved their objectives. 

However, this paper seeks to determine if these credit policies are effective tools in influencing the 

amount of credit facilities to the agricultural sector. What factors influences financial institutions in 

giving credit facilities to farmers etc. 

2.0 REVIEW OF RELATED LITERATURE  

The provision of agricultural credit has an important influence on the level of agricultural productivity 

and output, particularly, in the Less Developed Countries (LDCs) of the world. If farmers are to 

modernize their production system and technologies, agricultural credit becomes indispensible. The role 

of agriculture and the need for credit facilities in the agricultural sector have attracted considerable 

comments by distinguished scholars, professionals, broadly almost in controversy. Although, the role of 

credit as a necessary condition for agricultural development is well recognized by most scholars, yet the 

importance attached to it varies; while some academic writers believe that the much needed revolution in 

agricultural productivity can be brought about by the provision of adequate, readily available 

institutionalized sources of credit to farmers, others do not assign credit as such a leading role in 

agricultural development. 

Secey et al (1990), Schacfer-Kehact (1998), Graham and Bournee (1980) maintained that given the 

situation of the economy, credit policy would not perform the wonders ascribed to it and would have little 

or no effect, they maintain that there are several other factors which have meaningful effect on 

agricultural output apart from agricultural credit.  

The contribution of formal lending organizations of credit availability to farmers (Small farmer) is 

negligible. Yet these farmers cannot do without credit. To fill the lacuna, many of these farmers patronize 

informal credit association. Ajetomobi and Olagunju (2000); report that 54% of farmers obtain credit 

facilities from relatives, cooperatives, etc, against the 3% who obtain from Deposit Money Banks in 

South-Western Nigeria. Smith (1987) agrees that Nigerian agriculture is still very dependent on the 

human muscle as its primary motive power and the result is generally low productivity per man hour on 

the farm. Credit facilities of these farmers can make immediate impact on the supply situation to reduce 

dependence on external sector for food and raw material.  

Gbenga (2006) argues that there is no consensus that increases in agricultural productivity is a vital pre-

requisite for the rapid economic growth and development. Junaka (2005) argues that loans should be 

given to “real farmers” to enable them break the viscous cycle of low productivity. Nwankwo (2000), 

further states that in Less Developing Countries (LDCs) where agriculture is predominant, with credit 

facilities the people can easily adjust to changing economic conditions and meet seasonal and fluctuating 

income and expenditure. Since cash inflow and outflow typically occur at different times, he re-

emphasized continuous disbursement of loans to farmers to enable them continue in agricultural 

production. He observes that most of the agricultural credit obtained from the informal sources also point 

to the fact that the volume of credit actually obtained is low. And such credit, if could not properly be 

accounted for, it becomes difficult to know the volume of the credit. He concluded by stating that 

agricultural credit might not have much on productivity by small scale farmers except the medium and 

large.  

Roy and Blaise (2001) stressed that studies in Nigeria and most developing countries do not indicate that 

it is not only the potential demand for credit that is high, but also the effective demand especially from 

informal sources such as village money lenders or traders for use in agricultural production. Igben (2002), 
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however, emphasized the need to match credit with technological knowledge and skills, credit to small 

farmers in the absence of knowledge can even be harmful since the farmer did not remember the maturity 

period of the loan. Hence, the government has a role to play in the disbursement of agricultural credit and 

supervision of its use.  

In appreciating the role of informal association in the mobilization of rural savings and economic 

development in Nigeria, Jerome (1991) posits that these roles are not officially appreciated because of the 

rudimentary nature of their operations and the lack of legislature guiding and standardizing their 

operations. The gap unfilled by informal associations is taken over by money lenders. The money lenders 

charge high interest rate but are willing to lend money at great risk. Akinleye S.O et al (2009) observed 

that there is need for government in developing countries to resolve the problems of agricultural decline 

in rural areas. Provision of small holder credit remains a major vehicle in arresting this decline. 

It has also been argued that credit alone cannot guarantee the success of innovation, other factors like – 

structural and infrastructural problems must be tackled before any significant progress can be achieved. 

Several recommendations have been made in spite of the increasing credit availability to farmers. These 

include disbursement of loans, in kind; the adoption of informal agencies loan recovery strategies and the 

involvement of credit agencies in marketing of farm produce (Olomola, 1989, Okorie and Iheanacho, 

1992). It is also advocated that formal institutions target their borrowers properly as this would ensure 

that credit gets to the neediest borrowers (International Livestock Research Institute (ILI):1998). Jabber et 

al (2002) also recommended inventory finance for community level, input suppliers and service 

providers. 

2.1 THEORETICAL FRAMEWORK  

To comment on our stands effectively, let us examine firstly the fund flow model into economic theories 

and therefore examine how the public could influence these models.   

2.1.1 DEMAND FOLLOWING FINANCIAL MODEL  
The demand following finance model is a financial theory which adheres strictly to the fact that demand 

creates its own supply. In other words, it is a type of financial development that is viewed as reacting 

passively to the growth of the economy. Its other distinguishing feature is that, the contribution of the 

financial sector to economic development is not very significant as such, though its absence might be of 

crucial importance to the growth process.  

Criticism 

The main problem with demand creating its own supply theory is that it assumes an indefinite ability of 

the financial institutions to create a satisfactory demand. Thus, the passive role attributed to finance in 

this approach is criticized by other camp, which attributes an active role for finance and economic 

development. This approach is the supply leading finance theory. 

2.1.2 SUPPLY LEADING FINANCIAL MODEL  

In the case of supply – leading financial model, a positive role is assigned to the financial sector such that 

financial institutions have to be created before the demand for their facilities really become evident. 

Financial systems falling under this category are seen as playing a more dynamic and active role in the 

industrialization and overall development of the economy. This type of financial structure and 

development can therefore be seen as having features almost apposite to those of the passive demand – 

following finance. The passive growth – inducing aspect, are attributed to its allocative efficiency and to 

its encouragement of enterprise. Here, the financial institutions mobilize resources in the non-growth or 

less preferred sectors to step up investment in the growth or preferred sectors of the economy. Such 

resources transfer can, however, be justified to the extent that there exists a class of entrepreneurs capable 
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of utilizing the resources in a more efficient and desirable manner than would have been the case in the 

other sectors that are denied the use of the transferred resources. 

2.1.3 STRUCTURALIST HYPOTHESIS   

This hypothesis is also known as the Ger Schenkon hypothesis and in derived from historical 

interpretations of the role of Banks in capital formation process of early European industrialization. 

Schumpeter was the first modern economist to relate the banking system explicitly to development in a 

functional sense. In stressing the need for banks independence, he considered the supply of an enterprise 

as being a function which conflated with the very nature of commercial banking in a capitalist system. In 

accordance with his hypothesis, the role of banking in industrial capital formation is determined by the 

relative backwardness of an economy and its structural peculiarities.  

2.1.4 FINANCIAL REPRESSION HYPOTHESIS  

The financial repression hypothesis highlights the negative impact of various aspects of the imposition of 

controls on financial structures and development. The theoretical argument thus, centre, mainly on the 

need for a more laissez-faire financial policy, especially, the freeing of domestic financial markets to 

allow interest rates to reflect the true scarcity of capital in developing countries and the liberalization of 

foreign trade. 

Criticism 

The critics of the financial liberalization theory argue that fully liberalized financial sectors may neither 

be possible nor desirable in developing countries. Some argue that liberalization may encourage the type 

of private investment that makes income distribution more unequal. To this end, they contend that 

government allocates resources better than the market mechanism because government is more efficient 

in identifying growth inducing factors, especially, in early stages of economic development. 

In conclusion, with reference to the agricultural sector, the demand following finance model implies that 

there should be growth of agricultural sector before the evolution of financial institutions to provide 

external finance to augment internal finance which may not be sufficient for development process. The 

supply leading finance model implies a complete opposite of the demand following finance model. In this 

case, the financial sector provides the lead before the involvement of agriculture. In other words, the 

theory hypotheses a situation whereby the financial institutions will be in place before any meaningful 

agricultural development can take place. 

The structural hypothesis, while recognizing the creative role of financial institutions to development, 

stresses the variance in the degree of government involvement and the extent of financial institutions as 

being dependent on the country’s development. Lastly, the financial repression hypothesis advocates for 

laissez-faire for the financial sector as the most efficient way for any meaningful development. In all 

these theories, the role of financial development to agricultural growth is largely important and should not 

be underestimated. 

3.0 RESEARCH METHODOLOGY 
This section discusses the method employed in conducting the research. In doing this, we employed 

various statistical tools that will be used to analyze the data and estimate it in order to determine its 

goodness of fit and level of significance. 

3.1 RESEARCH DESIGN 

The choice of research design depends solely on the kind of research carried out. The research design of 

this study is descriptive and analytical because it tries to give an explanatory relationship existing 

between deposit money banks loans and advances and agricultural development in Nigeria. It deals with 
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the acquisition of relevant data and the nature of analysis that is econometrically oriented. The technique 

will assist us advance the set objectives of the study and analyze findings from the study. 

3.2 DATA COLLECTION 

Secondary data were used for this study and will be collected from the available records of the Central 

Bank of Nigeria (CBN) statistical bulletin and publications, seminar papers and journals. Data which 

relates to agricultural output, its contribution to GDP, Deposit Money Banks Loans and Advances, 

(DMBLA) to the agricultural sector and Foreign Private Investment to the agricultural sector (FPI) were 

used from 1970-2010. For this study, we required the following data; 

 Agricultural Output – Its Contribution to GDP (1970-2010). 

 Deposit Money Banks Loans and Advances to the agricultural sector (1970-2010). 

 Foreign Private Investment to the agricultural sector (1970-2010).   

3.3 MODEL SPECIALIZATION   
The model is specified as follows: 

AO = f (DMBLA, FPI) --------- (1) 

Where: 

AO = Agricultural Output – Its Contribution to GDP 

DMBLA = Deposit Money banks Loans and Advances to the agricultural sector in Nigeria. 

FDI =  Foreign Private Investment to the Agricultural Sector in Nigeria.  

The above equation will be tried both in linear and log-linear specification and the one that gives a better 

goodness of fit will be adopted for our analysis.  

Thus, the mathematical form of the model in linear form:  

AO = β0 + β1DMBLA 
 
+ β2 FPI + U  - - - - - (2) 

While the mathematical form of the model in Log Linear form will be:  

Log AO = β0 + β1LogDMBLA + β2 LogFPI ----------- (3) 

However, the apriori expectation is as follows: β1 and β2 > 0.  

3.4 DECISION RULE 

In order to arrive at a reliable conclusion for this paper, the decision rules adopted for testing our 

hypothesis are: If the calculated t-value is greater than the hypothetical t-value at 5% level of significance, 

the null hypothesis is rejected and the alternative hypothesis accepted vice versa. In the case of the 

ANOVA, if the F-calculated is greater than in f-tabulated at 5% level of significance, we reject the null 

hypothesis and accept the alternative hypothesis which states that the overall multiple regression line in 

significant and vice versa if the F-calculated is less than the F-tabulated. 

4.0 PRESENTATION OF DATA AND ANALYSIS OF RESULT 

From appendix 1, we discovered that in the 70s, an increase in Deposit Money Bank Loans and Advances 

to the agricultural sector increased agricultural output and productivity in Nigeria, except in 1975-1976 

and 1977-1978, when an increase in Deposit Money Bank Loans and Advances to the agricultural sector 

led to a fall in agricultural output and productivity. For example, from 1975-76, Deposit Money Banks 

Loans and Advances to the agricultural sector increased from 37.4Million Naira to 79.6Million Naira, 

while agricultural output and productivity fell from 7639.4Million to 6838.4Million. Also, from 1977-

1978, Deposit Money Banks Loans and Advances to the agricultural sector increased from 139.1Million 

Naira to 229.0Million Naira, while agricultural output and productivity fell from 7401.6Million Naira to 

6713Million Naira. However, in the 80s, apart from the early 80s, i.e. 1980-1981, an increase in Deposit 

Money Banks Loans and Advances to the agricultural sector have led to an increase in agricultural output 

and productivity. 



British Journal of Humanities and Social Sciences 29 

November 2012, Vol. 7 (2) 

 

 

© 2012 British Journals ISSN 2048-1268 

 

 

The analysis performed on the table above, was done using Ordinary Least Square method of multiple 

regression technique, using E-views 7.1 package. The Log Linear result gave us a better goodness of fit 

and thus, was adopted for our analysis.  

Log Linear Ordinary Least Square Multiple Regression Result    
Log AO = 5.544+0.729 Log DMBLA + 0.026L (FPI) 

SE  (0.543)  (0.161)  (0.277) 

t-stat           (10.200)  (5.181)  (4.094) 

R
2
 = 0.902, Adjusted R

2
 = 0.896, F-stat = 165.284 

Source: E-view Analysis 7.1 

4.1 INTERPRETATION OF THE RESULT 

From the result, we observed that the regressors (DMBLA and FPI) conforms to apriori expectation, this 

is due to the fact that they appeared with the correct sign, which is positive. This indicates that an increase 

in Deposit Money Banks Loans and Advances and Foreign Private Investment to the agricultural sector 

will lead to an increase in agricultural output and productivity for the period under review. Also the 

relationship between the dependent variable (agricultural output and productivity) and independent 

variables (Deposit Money Banks Loans and Advances, Foreign Private Investment) for the period under 

review is statistically significant. This is so because their t-calculated values are greater than the t-

tabulated value at 5% level of significance. The t-cal of DMBLA (5.181) > t-tab (2.042) and t-cal of FPI 

(4.094) > t-tab (2.042). Hence, from 1970-2010, there existed a significant relationship between 

agricultural output and productivity and Deposit Money Banks Loans and Advances, and Foreign Private 

Investment.  

The result also shows that the R
2
 is 0.902, which implies that 90% of total variation in agricultural output 

and productivity is attributed to Deposit Money Banks Loans and Advances and Foreign Private 

Investment to the agricultural sector, while the other 10% is attributed to the error term i.e. by some other 

explanatory variables not included in the model. The F-stat is 165.284, and this shows that the overall 

regression model is significant. We came to this conclusion because the F-calculated (165.287) > the F-

tabulated (3.32).  

4.2 DISCUSSION OF FINDINGS 

Deposit Money banks loans and advances confirms with our apriority expectation by bearing a positive 

sign and it is significant at 5% level. This relationship between Deposit Money Banks Loans and 

Advances to the agricultural sector and agricultural output and productivity is also in line with the views 

of Rowenrmen and Guash (1999) and Iheanacho (1992), according to these authors, an increase in 

Deposit Money Banks Loans and Advances to the agricultural sector goes a long way to aid agricultural 

development in any nation and helps raise the standard of living.  As a result of this, deposit money banks 

should continue to give out loans and advances to the agricultural sector, especially the farmers in the 

rural areas of the country, this will help increase the standard of living of the rural dwellers. Government 

should ensure that most deposit money banks embark on credit policies that will be to the advantage of 

farmers in the country.  

Foreign Private Investment (FPI) also conforms to our apriori expectation by bearing a positive sign and 

it is also significant at 5% level of significance. Increase in FPI enhances agricultural output and 

productivity in the country. This shows that if the business environment of the country is conducive, 

foreign investors will come in with their capital and invest in the country. Thus, if invested in the 

agricultural sector, it will boost agricultural output and productivity in the country.  
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5.0 CONCLUSION AND RECOMMENDATIONS 

The paper focuses on Deposit Money Banks Loans and Advances to the agricultural sector and 

agricultural output and productivity in Nigeria from 1970-2010. Analysis on the Nigerian economy 

indicates that agricultural growth is the most important contributor to the growth of the real sector of the 

economy. The declining production capacity of the agricultural sector explains to a large extent the 

performance of the Nigerian economy. We examined agricultural output and productivity in Nigeria, 

Deposit Money Banks Loans and Advances and Foreign Private investment to the agricultural sector. 

From our results, we discovered that Deposit Money Banks Loans and Advances and Foreign Private 

Investment appeared with the right signs and conforms to economic theory. The relationship between 

agricultural output and productivity, Deposit Money Banks Loans and Advances, Foreign Private 

Investment is statistically significant. Based on this, the following recommendations were made for policy 

formation: The government should encourage deposit money banks to allocate and disburse loans to the 

agricultural sector, especially to the rural farmers; Agricultural sector should be commercially orientated 

and adequately funded both by government and various financial institutions; Promotion of foreign 

Private investment should be strengthened and encouraged by providing a conducive business 

environment for foreign investors; Technological advancement should be encouraged in the agricultural 

sector in order to move the sector from its subsistence level to a more mechanized level capable of 

sustaining the economy; Various agricultural policies in the country should be reviewed in other to 

diversify the production base of the economy. 
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APPENDIX 1 

Data on Agricultural Output, Deposit Money Banks Loans and Advances and Foreign Private 

Investment. 

YEARS AGRICULTURAL 

OUTPUT 

N(Million) 

DEPOSIT 

MONEY BANKS 

LOANS AND 

ADVANCES 

N(Million) 

FOREIGN 

DIRECT 

INVESTMENT 

N(Million) 

1970 1887.7 7.0 11.2 

1971 1985.2 9.3 15.4 

1972 1861.1 19.2 9.4 

1973 1808.7 21.6 7.9 

1974 3568.3 27.2 20.7 

1975 7639.4 37.4 19.2 

1976 6838.4 79.6 21.9 

1977 7401.6 139.1 75.0 

1978 6713.0 229.0 117.6 

1979 6033.5 329.6 120.8 

1980 6501.8 462.2 120.5 

1981 57989.7 590.6 120.5 

1982 59450.8 786.6 120.5 

1983 59009.6 940.4 127.8 

1984 55918.2 1052.1 128.5 

1985 65748.4 1310.2 126.0 

1986 72135.2 1830.3 128.2 

1987 69608.1 2427.1 117.3 

1988 76753.7 3066.7 128.9 

1989 80878.0 3470.5 134.8 

1990 84344.6 4221.4 334.7 

1991 87503.5 5012.7 382.8 

1992 89345.4 6978.9 386.4 

1993 90596.5 10753.0 1214.5 

1994 92833.0 17757.7 1208.5 

1995 84.0 25278.7 1209.5 

1996 100216.2 33264.1 1209.0 

1997 104514.0 27939.3 1209.0 

1998 108814.1 27180.7 1209.0 

1999 114570.7 31045.7 1209.0 

2000 117945.1 41028.9 1209.0 

2001 122522.3 55846.1 1209.0 

2002 190133.4 62102.8 1209.0 

2003 203409.9 67738.6 1209.0 

2004 216208.5 48561.5 1209.0 

2005 231436.6 59849.7 1209.0 

2006 1.0 49393.4 1209.0 

2007 266477.2 149578.4 1329.9 

2008 283175.4 106353.8 1999.2 
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2009 299996.9 135701.3 1664.6 

2010 291586.2 121027.6 1831.9 

Source: Central Bank of Nigeria Statistical Bulletin (2010) 
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