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ABSTRACT

Inadequate capital is a major problem confronting small-scale enterprises including farmers
in Nigeria, despite the fact that small scale farmers produce the bulk of the food consumed
locally and some export crops which generate foreign exchange to the country. Micro credit
is a powerful anti poverty tool that has demonstrated relevance to people on six (6)
continents and in nearly every country. Consequent upon the foregoing, this study
determined access and investment of formal micro credit by small holder farmers in Abia
state, Nigeria. A case study of Abia State University Micro Finance Bank Micro Finance
Bank, Uturu (ASUMFB). Specifically, it sought to describe the socio-economic
characteristics of loan beneficiary; to examine demand for micro credit by comparing the
amount of formal loans applied for with the amount approved and the amount actually
received by the farmers; to determine the uses of micro credit by small farmer loan
beneficiaries; to determine factors that influence access to micro credit in micro finance
banks. Purposive sampling technique was used to select 96 loan beneficiaries. Instrument of
data collection was through a set of structured and pre-tested questionnaire. The study
employed descriptive statistics and Probit regression model as analytical tools. The results of
the Probit analyses showed that the coefficient of age, education, farm income, extension
contact and distance between home and loan source were statistically significant at one
percent probability level while farming experience and farm size were at 5 percent level. It
was however recommended that Micro finance banks should ensure timely disbursement of
loans to young, experienced and educated farmers who are more likely to utilize resources
efficiently.
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INTRODUCTION

Access to credit is regarded as one of the
key elements in raising agricultural
productivity (DBSA, 2005). Micro credit
is the name given to extremely small loans
made to poor borrowers. It enhances the
production capacity of the poor resource
farmers through financial investment in
their human and physical capital (okurut et
al, 2004).

Availability of adequate and timely credit
will help in expanding the scope of
operation and adoption of new technology

as well as enhancing the purchase and use
of some improved inputs which are not
available on the farm. Oladeebo and
Oladeebo (2008). For a farmer to derive
benefit from any institutional credit, the
size of the loan, the process of granting
such loan, timeliness in disbursement and
repayment are important, apart from level
of education, marital status and family size
(Nweze, 1991).

One of the problems confronting small-
scale enterprises including farmers in
Nigeria is inadequate capital despite the
fact that small scale farmers produce the
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bulk of the food consumed locally and
some export crops which generate foreign
exchange to the country Ojo (1998). This
situation has attracted the attention of
Nigerian government and this has led the
federal government of Nigeria into the
creation of specialized institution such as
the Nigeria Agricultural and Cooperative
Bank (NACB) which later translated into
the Nigeria Agricultural Cooperative and
Rural Development Bank (NACRDB), the
Nigerian Agricultural Credit Guarantee
Scheme Fund (ACGSF), Community
Banks (CB) and encouraging
establishment of Co-operative Societies to
cater for credit needs in the agricultural
sector (Oladeebo, 2003). Government had
also mandated the commercial banks in
Nigeria to give credit facilities to the
agricultural  sector of the country
(Ajakaiye, 1998).

In spite of all these policies instituted by
the Federal Government, there seems to be
no remarkable improvement in the
financial position of bulk of small farmers
in Nigeria. Food prices have been rising
persistently, and there have been greater
shortage of food, food stuffs and raw
materials.  There have been no
improvements in the food production
methods and techniques of the rural small
farmers. A major challenge facing many
developing countries especially in Africa
is devising appropriate  development
strategies that capture financial services to
small scale farmers who constitute about
70 percent of the population (Oriaku,
2010).

Research Objectives

The specific objectives are as follows;

1. to determine the socio economic
characteristics of farmer borrowers
from Abia State University Micro
Finance Bank.

2. to examine demand for micro
credit by comparing the amount of
formal loans applied for with the

amount approved and the amount
actually received by the farmers
from Abia State University Micro
Finance Bank.

3. to determine the uses of micro
credit by small farmer loan
beneficiaries from ABSU Micro
Finance Bank.

4. to determine factors that influence
access to micro credit in micro
finance banks.

Hypotheses tested: The following hypotheses

were tested.

Ho;: Access to micro credit is positively
influenced by educational Level of
farmer, farm size, membership of farmers
associations, Farming experience,
extension contact and farm income and is
negatively influenced by gender and age.

MATERIALS AND METHODS

The study was carried out at Abia State
University Micro finance Bank. This
Microfinance Bank is an investment for
members of the University Community. It
was purposively selected on the basis of its
proximity and easy access to the required
data. It was established in the year 1986 as
Abia state University Community Bank,
and later changed to a Micro finance bank
in line with CBN reforms in January 2007.
The Micro finance bank is located at a
strategic location at the entrance of the
University gate at Uturu. Uturu
Community is located in Isuikwuato. The
major occupation of the people is farming
(Oriaku, 2010). The community has hilly
and plain topography, with Guinea
Savannah vegetation. Uturu is typically an
agrarian community which has both the
agro climatic and soil type conditions
conducive to the cultivation of arable
crops such as maize, cassava, Yyam,
tomatoes, and cowpea. Small scale
production and processing are also
common in the area. The area is accessible
by road and rail. The people of Uturu
community  patronize  Abia  State
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University Micro Finance Bank because of
its  proximity. Random  sampling
techniques were used in the selection of
the respondents. A list of small holder
farmers who have benefited from the
micro credit lending of ABSU Micro
finance Bank was collected from the bank,
to serve as a sampling frame. From this
list, 96 farmer credit beneficiaries were

Model Specification

selected following simple  random
sampling technique. Instrument of data
collection was a well structured
questionnaire. Objectives (i), (ii) and (iv)
were analyzed with the use of descriptive
statistics such as frequency distribution
tables, percentage and mean, while
objective (iii) was captured using Probit
model.

Probit model is appropriate when the response takes one of only two possible values
representing presence or absence. This is expressed as (Gujarati, 2003);

Pi[Y:j_] S[FZI] v

Where Z;j = fo+S1 X

Yi=B; +P2Xoit e R X kit

Y* is unobserved but Yi=0if yi* <0, Yi=1if yi*> 0

P (yi=1) =P (yi*= 0)
=P (U= —B1—LoXgi— seeeeereeeees —BiXki)
1=1,2....00.... .. 96 farmers
Where Y; = farmers access to micro credit.
(Dichotomous variable 1= yes; 0=No)
B = A vector of unknown coefficients.

X; = vector of characteristics of ith individual, and is the independent variables, which are

defined as follows;
X1 = Age of farmer (years)
X, = Educational level (years)
X3 =Farming experience (years)
X4 =House hold size (number)
X5 = Gender (1 = male; 0 = female)
X = Marital status
X7 = Farm income (Naira)
Xg =Extension contact (no of time)
Xg = Farm size (hectares)

X10 = Membership of farmers association

(1 = member; 0 = otherwise)

X11 = Distance between Home and Source (kilometer)

u = Error term
RESULTS AND DISCUSSION

The results of socio-economic
characteristics of loan recipients are
summarized in Table 1. The average age
of farmers (loan beneficiaries) is 45 years.
The implication of the result with respect
to age implies that farmers were within the
middle-aged groups which were still

energetic and productive. This segment of
the respondents within these mean ages is
rational decision makers and time is still at
their disposal to establish indelible
reputation within the community. Credit
institutions might be willing to give loan
facility to young and dynamic farmers who
are more likely to adopt new innovations
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than the older farmers (Oladeebo and
Oladeebo, 2008).

The means values of 3 hectares and 5
years were obtained for farm size and
years of experience with credit utilization
respectively. The mean values obtained for
farm size and years of experience with
credit  utilization  respectively  are
indications of small scale nature of
farming business and that farmers have not
had a substantial years of experience in
credit utilization (Obasi, 1991).

The average family size of 5 indicates
moderate household size, this is expected
because beneficiaries with large family
sizes are likely to spend more of the loans
in financing consumption and other basic
house hold requirements than on farm
production (Njoku and Odii ,1991).

Table 01 also shows that most of the
respondents (37.50%) had secondary
school  education, 26.0% of the
respondents had primary education, and
29.20 of them had post secondary while
only 7.3% of the respondents had no
formal education. The results further
showed that literate farmers (loan
beneficiaries) in both categories of farmers
grossly dominate the study area. The level
of education attained by a farmer not only
increases his/her farm productivity but also
enhances ability to wunderstand and
evaluate new production technologies
(Eze, 2007). Possession of literacy is one
of the criteria for the procurement of
formal credit from micro finance banks
(Njoku and Odii, 1991).

Majority (86.5%) of loan recipients are
male. Majority (86.5%) of loan recipients
are male. This agrees with the findings of
Olayede (2000) that small scale farming is
majorly carried out mostly by males.

The distribution of the respondents
according to the amount applied for,

amount approved and received is shown in
Table 02.

The table showed that majority of the
respondents 44.79% applied for credit
above hundred thousand naira (N100, 000
or US$625) but only 12.50% of them were
disbursed. Almost half of the respondents
(48.97%) received below forty one
thousand naira (N 41, 000 or US$256).
This indicates that the farmer’s credit
demand is far higher than the supply.
However, enquiries from management of
Abia State University Micro finance bank
showed that due to gross shortage of
loanable funds, available funds were
rationed among the numerous successful
applicants (Oriaku, 2010).

The distribution of the farmer borrowers
on the uses of micro credit is shown in the
Table 3. The result indicated that 16.66%
of the respondents (loan beneficiaries)
used their loan for crop production only,
19.79% of them diversified the loan in
crop and animal production, while 17.71%
and 9.38% of the loan beneficiaries
applied the loan on livestock production
and fisheries respectively. Majority of the
respondents (36.46%) used the loan to
expand the scope of their farming because
of its benefit. This is in consonance with
Oladeebo and Oladeebo (2008) that had
similar result on the Determinants of Loan
Repayment among Smallholder Farmers in
Ogbomoso Agricultural Zone of Oyo
State, Nigeria.

The results of probit regression analysis of
the determinants of access to micro credit
are shown in table 4. The result revealed
that the coefficient of age, education, farm
income, extension contact and distance
between home and loan source were
statistically significant at 1.0% probability
level while farming experience and farm
size were significant at 5 percent level.
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Table 01: Socio-economic Characteristics of Farmer Borrowers from Abia State
University Micro Finance Bank.

Socio-economic Variable Mean values
Mean age (years) 45
Household size 5
Farm size (ha) 3
Years of experience with credit utilization 5
Educational level (in %)

None 7.3
Primary education 26.0
Secondary education 37.5
Post secondary education 29.2
Gender (in %)

Male 86.5
Female 135

Source: Field survey Data, 2010

Table 02: Distribution of Respondents According to the Amount Applied for Amount
Approved and Received.

Size of loan (N} Amount applied for Amount approved Amount received
Frequency % Frequency % Frequency %
<20000 5 5.20 10 10.42 10 10.42
21000-40000 7 7.29 37 38.54 37 38.63
41000-60000 13 13.54 15 15.63 15 15.63
61000-80000 10 10.42 7 7.29 7 7.29
81000-100000 18 18.75 13 13.54 13 13.54
>100000 43 44.79 12 12.50 12 12.50
Total 96 100 96 100 96 100

Table 03: Distribution of Respondents by the uses of Micro Credit from ABSU
Micro Finance Bank.

Enterprise Frequency Percentage

Crop production only 16 16.66

Livestock production only 17 17.71

Crop and animal production 19 19.79

Fisheries 9 9.38
Establishment of new farms 35 36.46

Total 96 100. 00

Source: Field Survey Data 2010.

The coefficient of education, farming source were positive and significant at a
experience extension contact, household specific level except household size. More
size and distance between home and specifically, the coefficients of age, farm
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size, and marital status were negative. The
coefficient of membership of co-operatives
and gender possessed a negative sign. The
chi square estimate of 22.520 is highly
significant.

These Results revealed that variables with
positive signs indicate that their higher
values increase the chances that the
farmers have to access credit and vice
versa. More specifically, the negative
coefficients of age (-0.0072) and farm size
(-0.0730) imply that the chances of the
farmers in accessing credit decrease with
age and farm size. Moreso, the negative
sign of marital status (-0.0371) shows that
the unmarried female farmers have
chances of taking credit. The negative
coefficients of gender (-0.0986) implies
that the chances of the farmers in
accessing credit decrease with gender,
though it was not significant at any
probability level.

Contrary to apriori expectation, the
negative coefficient of membership of co-
operatives (-0.0339) indicates that non-
coperators have probability of accessing
credit. It is likely that co-operative
societies have not made the desired impact
in the study area and as such account for
the posture of the result. The sign identity
of age makes sense for this study area and
those with a similar setting as
predominance of young farmers. This
result is consistent with the findings of
Sebopetji and Belete (2009). Although the
negative coefficient of farm size (—0.0730)
Is at variance with apriori expectation, it
suggests efficiency in the use of land
rather than expansion of cultivated areas as
a necessary requisite that could increase
chances of accessing credit (Nnadozie and
Uzoigwe, 2002).

The chi square estimate of 22.520 is highly
significant. As a measure of goodness of
fit, it shows that the data set fit the
regression line to a reasonably high level.

Table 04: Probit Regression Coefficient of Factor Affecting Access to Credit

Variables Estimated coefficient Standard error
Age -0.0072*** 0.0021
Education 0.0148*** 0.0010
Faming exp 0.0035** 0.035
House hold size 0.0225 0.0248
Gender -0.0986 0.0689
Marital status -0.0371 0.1979
Farm income 0.0091*** 0.0026
Extension contact 0.0624*** 0.0135
Farm size -0.0730** 0.0364
Membership of co-op -0.0339 0.1197
Distance btw 0.0839*** 0.0214
Home&Source

Number of observation at one: 54
Number of observation at zero: 42
X(chi square) 220.520

Source: Computed from field survey data 2010

*** Variables significant at 1.0% ** Variables significant at 5.0% * Variables significant at

10.0%
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CONCLUSIONS

The result obtained in this study revealed
that the chances of the farmers in
accessing credit from the micro finance
bank (Abia State University Micro finance
bank) decreased with age and farm size.
From the study, efficiency is suggested in
the use of farm land rather than necessary
requisite that could increase the chances of
accessing loan. It was also discovered that
non  co-operators  have increased
probability of accessing credit. The
chances of the farmers in accessing credit
increases with educational attainment,
farming  experience, farm  income,
extension contact, distance between home
and loan source as proved by the study.

Based on the findings of this study, it is
recommended that micro finance banks
should ensure timely disbursement of
loans to young, experienced and educated
farmers who are more likely to utilize
resources efficiently, and repay loans
promptly. Diversification of loans on
profitable agricultural enterprise should be
employed by farmer borrowers. A loan
increment policy should be embarked by
all financial institutions in order to satisfy
the demands of farmer borrowers. Experts
in the field of project evaluation, project
appraisal monitoring and loan
administration should be employed for
effective supervision, loan utilization and
loan recovery performance in micro
finance banks.
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