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ABSTRACT

Since independence in 1960, several agricultural finance-oriented policy
instruments have been deployed by government in the quest for agricultural
development and reduction of poverty. These policies and strategics include
the establishment of Development Finance Institutions (DF Is), special credit
schemes as well other regulatory initiatives to enhance bank lending to the
agricultural sector. The paper reviews the various policies and strategies as
well as the institutional framework on which they are made operational
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.. kofNigeria, Deposit Money Banks, DF
i amm'?;:{Z:vflc:[i:!rﬁ‘;;rufacrsg. Achicving the efficacy of policie
NGOS'/MFI'S f:;; :;im-cach of agricultural finance products in Nigeria is howeyer
;Z;Zf:;z,;xraz challenges from policy/institutional pcrs.pcctivcs, sypply, as
well as the demand-side. To increase the outreach of agrm‘lltural fl'.wncc'in
Nigeriacalls for an all-inclusive approach througha well articulated financiq|
inclusion strategy, improved supervision of DFIs to entrench corporate
governance, policy consistency, de-risking of the agricultural sector and provision
of technical assistance to banks, DFIs, and the farmers as well.

1 Introduction

Agriculture is the most important sector in the Nigerian economy from
the standpoint of rural employment and the provision of food ang
industrial raw materials (Jamaare, 2000). It employs 60 per cent of
Nigerians and contributes up to 35.9 per cent of the country’s GDP (CBN
2010a). The potential of the agricultural sector in Nigeria is huge. The
country has a substantial base to build upon in view of its abundant natural
resources, including 98.3 million hectares of which 74 million ha is good
for farming even though less than half is being utilized (Omotor, 2009).
In addition, the country’s population represents a large domestic market
that can support and sustain local production and processing.

The performance of the sector has not been too encouraging over the
years, and this has resulted in the country becoming a net importer of
food. For instance, the import bills for various food products and live
animals were ¥574.8 billion in 2005, 3¥638.8 billion in 2006, N713.98
billion in 2007, ¥367.13 billion in 2008 and ¥409.01 billion in 2009 (CBN,
2009a). Agriculture must be taken seriously as it remains the most
important sector of the country’s economy after oil. This creates the need
for policies and strategies that will lead not only to improved technology,
resource availability, management and marketing expertise in agribusiness
but also in ensuring availability of finance to farmers. The farmers need
credit as catalyst to accelerate their adoption of improved agricultural

technologies, finance for the Procurement, maintenance, purchase of
Inputs and to meet their working expenses,
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m:r%&:_ access to agriculture increases incomes th
5,..“2:3:?. helps create nSﬁ._oan:ﬂ Opportunities, facilitates
. estments 1 health and education, and reduces the vulnerability of :,_..
helping them to smooth their income patterns over time. m._”m:ﬁ .._
1cCESS in rural Nigeria A%Qn m.:.:ﬁa predominate has however, HS&:M&
Jargely far and apart with a ?.mr ~.n<n_ of financial exclusion. It has been
o maa& that 74 per nnsn.& Nigeria’s total population are unbanked with -
ural population accounting for about 86 per cent of the total (EFInA's, - .
2008). Agricultural credit market is undeveloped with the ?naoqmsmunm
of such informal players as credit unions, cooperatives and self-help groups.
This development poses a serious challenge to sustainable development
of mmao&ﬁ:nb finance in Nigeria. At the moment, the agricultural sector
of Nigeria accounts for only 1.55 per cent of total lending even though she.

RS .-s»..)

sector accounts for over 35.9 per cent of the country’s GDP (CBN 2010837
Policy responses towards channelling financial resources to the -
»man&ES_ sector in Nigeria have a long history. This paper reviews policy
efforts at developing the agricultural finance market in Nigeria from the
mid-1970s to date and presents some policy implications for increased
outreach for the future. The paper, therefore, is divided into five sections.
Section 1 is the introduction. Section 2 reviews relevant literature on the
need for finance in Nigerian agriculture. Section 3 presents the major
agricultural finance-oriented policies/programmes in Nigeria, while
section 4 outlines the challenges of agricultural financing in the country.
Section 6 concludes the paper with some policy recommendations for
improved agricultural finance outreach in Nigeria.

rough productive

ﬁoon by

2 Theoretical Framework and Literature Review

21 Theoretical framework :

The theoretical foundation of this study was based on the theory of credit
demand. The theory of credit demand, according to Nnanna et al (2003),
is central to the theory of interest rates. It explains how the demand for,
and supply of, credit decides the interest rate. Bannockset al Coom.v mn.m:n
“redit funds as money available for lending to individuals and institutions

Scanned with CamScanner



R0

536 Polycarper]irgi

in the financial markets. Thus, credit fu?dS TCPTCS(‘r:lF aflow of money jng,,
the financial markets for loans of all kinds. Accor Ing to Pearce (1992)
credit is strictly the term used for func?s that are avanlflblc for lgnding in
the money and capital markets, and is usually considered withip, the

, -orv of interest rate.

cont_lc_}’:z z&;gz;?ifz)ry of credit has its roots i.n t}}e clas.sical thcory of
interest rate which seeks to explain the dctc;rmmatlon of interest rare in
terms of the demand for, and supply of credit. The rate that equilibrates
the financial market is that which equates tht? supply of credir, through
savings from present income plus net increase in money supply in a given
period. Generally, the credit model postulates t.hat the.demand for, and
supply of, credit derermines the interest rate in the financial markets

(Nanna et al, 2003).
r - f(Lf,Lf)

where: r = rateof interest
Lf, - demand for credit
Lf - supply of credit

The credit funds model therefore attempts to satisfy, simultaneously,
the portfolio preferences of two types of agent, firms or government. On
the one side are borrowers who wish to expend their farms/holdings
beyond the limit of their net worth. On the other side are lenders who
wish to put part or all their net worth in assets of a stable money value,
with a negligible risk or default. The borrower needs credit for investment
and/or consumption. The tendency on their part is to borrow more at a

lower rate than at a higher rate and vice versa, assuming that all other
things are held constant.

Sr

SLf,
Where: S - current savings

< 0

throih}e] PRl credit (the lending bank), on the other hand, usual)
gh current savings by individuals (private savings), firms (corporat¢
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_ings), government (government savings) and policy actions of the
C entral Bank, prc.fcrs to supply ‘T‘OT"- money at a higher rate of interest and
{ce-versa, assuming all other things are constant.

\

,‘i’;. > 0
SLf,

According to Diagne and Zeller (2001), the lender chooses the credit
Jimit and the amount he wants to be repaid. The borrower then chooses
the amount to be borrowed within the range set by the lender. The

porrower also chooses ex post (that is, once the loan has been disbursed)
whether and when to pay back the loan.

2.2 Literature review

Finance is an indispensable factor in the business of agriculture, which
can lead to increased output and, consequently, incomes. The Nigerian
farmers need credit for their farm production as it is a major catalyst
required to accelerate the adoption of improved agricultural technologies
(Ogunbameru, 1985). In addition, on the importance of agricultural
finance, Soyingbe (1982) says although agriculture is an art and a way of
life, yet it remains a business, and like other businesses, it cannot be carried
out unless funds are available. Financial capital is therefore required for
the procurement, maintenance and replacement of inputs and working
expenses. However, low productivity and low income leaves the farmer
with virtually no savings to invest in improved farm technology.
Consequently, as a means of injecting financial resources into the
agricultural sector to resuscitate it and lead to increased agricultural
incomes, the need for agricultural financing cannot be overemphasized.
The need for agricultural credit in developing economies is evident in
the works of several scholars. Oshuntogun (1983) says that unless
Production credit is made available on such suitable terms, most farmers
will be seriously handicapped in adopting new profitable technology. Also,
Stephen (1989) recognizes credit or finance as one of the necessary pre-
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requisite to the development of agriculture. He points out that agricultyr,)
credit encompasses all loans and advances granted borrowers (be th
beneficiaries of some agricultural reforms or some other ones) to finance
and service production activity relating to agric.ulture‘ Even in the
developed countries, credit has been an important mstrun-lent not only
for fostering agricultural development, but also for improving efficiency
and production. In developing countries such as Nigeria, where the bulk
of the farmers produce at subsistence level, there is need to inject capital
into agriculture in order to increase production per farm worker and per
hectare (Jekanyinfa, 1981).

Ogunbameru (1985) believes that agricultural production credit is one
of the major catalysts required to accelerate the adoption rate of improved
agricultural credit. Moreover, it requires the proper incremental income
generated through agricultural production to smoothen the loan recovery
system on the one hand and mobilize deposits to the financial institution
to activate economic development, on the other. This is in comformity
with the work of Akinyosoye (1986), which observed that new technology
and inputs being introduced such as fertilizers, animal feeds, pesticides
sprays and farm implements are non-traditional factors, which have to be
purchased. Since farmers in this country are generally poor, they need

capital or financial injection from outside in the form of credit for purchase
of these commodities (Kwaghe, 1986).

Miller (1977) had earlier observe

emphasized as it helps in

the use of productive inp roves the standard of living

utsand, thereby, im
of the user (Ogunbame e

T and Amazja, 1986).
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Agricultural Finance-Oriented Policies/Programmes in
3
Niger'?

5.1 Policy/Progrs
- dcpcndcncc in 1960, several policy instruments have been deployed
ment in the quest for agricultural development and reduction
some of the government support policies/programmes with
gricultural finance include the establishment of development
ns and credit schemes. Some of the policies/programmes

mme portfolio

Sinc
by go\'cm
of poverty:
hearing 0N 2811
inance institutio
re listed as follows:

Agricultural Development Programmes (1975)

Rural Banking Scheme (RBS) (1977)

The Agricultural Credit Guarantee Scheme Fund (1978)
« National Directorate of Employment (1987)

e  Nigerian Agricultural Insurance Corporation (1987)

« National Economic Reconstruction Fund (NERFUND) (1989)
+  Nigeria Export Import Bank (NEXIM) (1991)

o  Abuja Securities and Commodity Exchange (1998)

e+  National Poverty Eradication Programme (2001)

¢  Bank of Industry (2001)

¢ Refinancing and Rediscounting Facility (RRF) (2002)

o Interest drawback Programme (2003)

o  Agricultural Credit Support Scheme (ACSS) (2006)

¢  Commercial Agriculture Credit Scheme (CACS) (2009)

»  Bank of Agriculture (2010)
e  Small and Medium Enterprises Credit Guarantee Scheme

(SMECGS) (2010).

These were intervention programmes designed to respond to the
dwindling welfare condition of Nigerians with the aim of reducing poverty.
It was believed that these programmes would lead to the growth of the
agricultural economy, raise the standard of living of Nigerian farmers and

feduce poverty throu gh trickle-down effect.
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geria’s agricultural finance market

3.2 Players in Ni

. ncial services offered and used by 5
: involves financia X
Agricmrural finance

rari ormal, i
. ans of all income Jevels through \ar.let)v' oft f i Py
P°Pulat10’;i . rirutional arrangements and diverse types of products anq
. S . 4
semi-form 1}:‘35 loans, deposits. insurance, leasing, remittances, etc. |,
services, suc :

. in three major forms:
o . finance comes 1N
Nigeria, agricultural

2 Informal financial institutions, which are not regulated by
banking sector, such as rota;mg aild savings groups, church
imi oupings ol people.

b gsior:ipfso?-:x;lmmlzigurtiois, which are not r'egulated by bankjng
" ector but are usually licensed and supervised by other govern-
ment agencies, such as self-help groups, fal-rmer’.s Coopffratlves,

MFls, and NGOs involved in provision of financial services,
¢ Formal institutions, which are subject to banking regulations
and supervision. In Nigeria, the major formal financial
institutions that are directly or indirectly involved in agricultural
financing include the Central Bank of Nigeria, Deposit Money
Banks, the Bank of Agriculture (BOA), Micro-finance Banks, the

Nigerian Agricultural Insurance Corporation (NAIC), etc.

3.21 The Central Bank of Nigeria (CBN)

The CBN is the apex regulator of the Nigerian banking sector. The Bank
undertakes development financing in Nigeria. The policy focus of the CBN
in its development finance activities is to protect the livelihood of the
majority of the rural dwellers who are engaged in agriculture, the major
contributor to GDP, and assist urban dwellers with gainful employment.
To discharge its developmental functions over the years, the bank

promoted several agricultural finance programmes/schemes. Among them
are the following:

3211 The Agricultural Credit Guarantee Scheme (ACGSF)
The CBN acts as a guarantor under the Agricultural Credit Guarantee
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ccheme (1aunched in1977) to reduce the risk borne by commercial banks in
extending credit to farmers. Under this scheme, the Central Bank of Nigeria
arantees 75 per cent of the value of the principal and interest on loans
Jnted to farmers by any commercial bank up to a maximum of ¥100,
000.00 for individuals without tangible collateral, 31 million to individuals
with adequate and realizable collateral and %10 million for loan to
cooperatives and corporate bodies with adequate and realizable collateral.
The decree that established the scheme also provided for a fund of 2100
million subscribed by the federal government (60 per cent) and the Central

gank of Nigeria (40 per cent). In 2001, the capital base of the fund was
increased to¥¥3.0 billion in order to enhance its coverage and performance.

As at 2009, the scheme has granted over ¥34.41 billion to 647,351
beneficiaries since inception (CBN, 2009a). Performance of the ACGSF

with respect to number and value of loans guaranteed and fully repaid are
summarized in Figures1and 2.

3212 Interest Drawback Programme (IDP)

The Interest Drawback Programme (IDP) was introduced with effect from
2003 lending season with a capital of ¥2.0 billion, separate from the
ACGSE. The scheme is funded jointly by the Federal Government of
Nigeria and the Central Bank of Nigeria in 60:40 shareholding ratio. The
purpose of the fund is to assist borrowers under the ACGSF to reduce
their effective borrowing rates. Here, farmers borrow from lending banks
at market-determined rates but are given interest rebate of 40 per cent if
they repay their loans as at when due. A total of 71,981 IDP claims, valued
¥275.2 million has been settled by the Central Bank of Nigeria as at
December 2008 (CBN, 2009b).

3213 The Agricultural Credit Support Scheme (ACSS)

The Agricultural Credit Support Scheme is an initiative of the Federal
Government and Central Bank of Nigeria with the active support and
Participation of the Bankers' Committee. The Scheme has a subscribed
hund of ¥50.0 billion, Under ACSS, the banks will disburse the loans at
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Figure 1. Number of Loans Guaranteed and Fully Repaid Under the ACGSE (2005,
2009)
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Source: Plotted using data from ACGSF annual reports and financial statements
(various issues)

Figure 2. Value of Loans Guaranteed and Fully Repaid Under the ACGSF (2005-

2009)
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Source: Plotted using data from ACGSF annual reports and financial statements
(various issues)

14.'0 per <':ent interest to farmers. Promoters who pay back on schedule will
enjoy aninterest rebate of 6.0 per cent payable by the CBN, thereby reducing
the effective rate of interest t0 8.0 per cent. As at December 2008 a total of

¥296.84 million has been Paid as 6 per cent interest rebate to 29 projects
(CBN, 2009b).
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j214 National Micro-Finance Policy

The Microfinance Policy. as well as the Regulatory and Supervisory
Framewor k was 'launchcd 1 2095 by the government. The policy provides
the enabling chI-ronn'lent .for wider participation of various stakeholders,
including banks in @croflnance activities. The MF policy was launched
0, AMONg other things, enhance service delivery by microfinance
jpstitutions to micro, small and medium enterprises (MSMEs), contribute
o rural transformation, make financial services accessible to a large
segment of the potentially productive Nigerian population which
stherwise would have little or no access to financial services, promote
synergy and mainstreaming of the informal sub-sector into the national
financial system and improve women'’s access to financial services.

3215 The Commercial Agriculture Credit Scheme (CACS)

The N200 billion Commercial Agriculture Credit Scheme (CACS) was
Jaunched after its approval on 10 March 2009. The Fund was introduced
toquicken development of the agricultural sector of the Nigerian economy
by providing credit facilities to commercial agricultural enterprises at a
single digit interest rate, and enhancing national food security by
increasing food supply and effecting lower agricultural produce and
product prices, thereby promoting low food inflation. In addition, it would
help to reduce the cost of credit in agricultural production to enable
farmers exploit the potentials of the sector and increase output, generate
employment, diversify the revenue base, and increase foreign exchange
earnings as well as provide input for industrial sector on a sustainable
basis. The Scheme is focused on the entire agricultural value chain from
input supply, production, storage and marketing. ‘
The Scheme has a seed fund of 3200 billion being proceeds of the
N200 billion 7-year bond raised by the Debt Management Office (DMO).
The Fund is being made available to participating banks at zero per cent
interest rate to finance state governments and private agricultural
eNterprises at a maximum rate of 9 per cent. While the single obligor limit
for private projects is ¥2.0, state governments, on the other hand, can
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. of ¥1.0 billion for on-lending to farmefs' COOperativeg
access a ma'x1mum £ coverage as well as enable them finance aress of
Wit thelr'areas 0tion projects of interest within their various States
agricuit/lurz::l ;l;ttglfl\’e&e Central Bank of Nigeria has released the sum of
As at Mar y

»116.11 billion for disbursement tO 121 beneficiaries made up of 99 priyyy,

rers and 22 state governments that accessed ¥1.0 billion each (CBN
promo

2011).

3216 Refinancingand Rediscounting Scheme (RRF)

The CBN established the refinancing/restmcturing facility 9f bflnks'
existing loan portfolios to Nigerian Manufactu?es with the ob]ec'nVe. of
fast-tracking the development of the manufacturing sector of the ngenan
economy by improving access to credit to manufacturers and to improve
the financial position of the Deposit Money Banks. It was also meant to
increase output, generate employment, diversify the revenue base, increase

foreign exchange earnings and provide inputs for the industrial sector on

a sustainable basis. The 3200 billion fund is managed by the Bank of
Industry (CBN, 2010c).

3.2.17 The Nigerian Incentive-Based Risk Sharing System for Agricultural
Lending (NIRSAL): A Value-Chain Approach to Rural Finance

Currently, there is considerable interest in using the value-chain approach
toextend agricultural rural finance. The importance of this approach arises
from the observations that integrated operations are emerging between
real and financial sectors to facilitate the smooth flow of commodities
and services from producers to consumers within the activity clusters or
subsectors.

The Central Bank of Nigeria (CBN) on 9 August 2010 signed an
agreement with the Alliance for a Green Revolution in Africa (AGRA) o
d'CVdOp an innovative mechanism for unlocking billions of naira of
financing to serve the needs of all farmers, especially smallholder farmers,
4gro-processors, agribusinesses and input suppliers in the agricultural
value chain. The initiative tagged ‘Nigeria Incentive-based Risk Sharing
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Table ] pisbursements under CACS by Deposit Money Banks (DMBs)

/;in:mcing Bank Projects Amount Released to Banks

(%bn)

— Access Bank Nigeria Plc 5 36
2 Fidelity Bank Plc 4 450

3 First Bank of Nigeria 26 1074

4 Guaranty Trust Bank Plc 7 525

5 Oceanic Bank International Plc- , 1 200

6 SkyeBank Pl s R P 1067

7 Stanbic IBTC - - & 383

§ UnionBankPlc $ 16 1615
9 United Bank for Africa Plc 4 36.46
10 Unity Bank Plc . & 6.00
Il Zenith Bank Plc By W 1384
D Citbank - 1 i Mt 150
Total R e 1611

Source www.cbn.gov.ng

System for Agricultural Lending (NIRSAL)' is aimed at providing them
withaffordable financial products, while reducing the risk of bank lending
to the agricultural sector. Tt will also build capacities of banks to expand
lending to agriculture, deploy risk sharing instruments to lower risks of
lending and develop a bank rating scheme to rate banks based on their
lending to the agricultural sector:

NIRSAL constitutes five pillars, namely, Risk Sharing Facility (RSF),
Technical Assistance Facility (TA), Agric Bank Rating Mechanism
(ABRM), Insurance Component (IC), and Bank Incentive klechani§m
(BIM). These components are designed to build capacities of Nigcn:fn
banks to lend to agriculture, deploy risk sharing instruments that will
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Jower the risks of lending, provide technical assist_ax.xce for farmers and bap)
and develop a bank rating scheme that will incentivize and showcase/sityage
banks based on their capacities tolend tothe agricultu@ sector. NIRSAL s
designed to organize and connect various stakeholders in rural finance like
banks, insurance firms, agricultural cooperatives, mobile networks and
various government apparati to extend financial services to agribusinesses,
It is expected that financial inclusion would be greatly enhanced after
NIRSAL implementation and the Nigerian rural communities will have
improved access to financial services.

Figure 3. Transition from the Current Agricultural Support model to NIRSAL

ACGS [ NAIC

Drawback
scheme

Frag .
L Interest | ragmenter! efforts

Source: Alliance for a Green Revolution in Africa.

3.2.2 Deposit Money Banks (DMBs)
Deposit Money Banks (DMBs
participants in the Nigerian m
they serve as transmission me

) or commercial banks are the largest
oney market. Under agricultural finance,
chanisms for CBN schemes like the Rural
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Nigeria's agriculture. As at June 2010, outstanding loans and advances of
Jess than ] year maturity accounted for 75.4 per cent of all loans. Taking
into account the peculiar need of the agricultural sector (requiring long-
erm finance), the capital needed by the agricultural sector in the country
has been in short supply. The agricultural sector of Nigeria accounts for
only 1.55 per cent of total lending even though the sector accounts for
over 35.9 per cent of the country’s GDP (CBN, 2010a).

Figure 4. Sectoral Distribution of Loans and Advances by DMBs in Nigeria (2010)

- Agniculture, 1 55
rf Mining and | /

Quarryng, 13.74_\ o ,

Government, 3 98
General, 21.25

-

,/’ i Finance and
/ { ‘ Insurance, 16.21
Real Estate and < = —

Construction, 9.51

1

‘ Manufactunng, 10 _/

{ i
78

i

'.

i

i

|

|

|

|

Transport and
commumcation, 9.4

Public Utiities, 0.96

Source: Central Bank of Nigeria: Financial Stability Report (June 2010).

323 Micro-Finance Banks

Microfinance banks play a significant role in agricultural finance because
they are closest to the small farmers and extend micro-credits to them at
the community/village level. As at June 2010, there were 951 MFBs in
Nigeria engaged in the provision of financial and banking services to
tommunities inadequately supplied with such services (CBN, 2010b). The
sectoral distribution of loans and advances by MFBs in 2009 is summarized
inFigure 5. The figure shows that in 2009, micro-finance banks advanced
loans to the agricultural sector amounting to ¥5.957 billion - far below
Commerce which was advanced ¥25.036 billion. This indicates that some
'Mprovements are necessary as far as lending to the agricultural sector is
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ncerned in view of the fact that MFEBs are expected to be closest ¢ the
con ' T '
small-scale farmers who constitutc the bulk of the Nigerian farmjp, g

population.

Figure 5. Sectoral Distribution of Loans and Advances by MFBs in Nigeria ( 2009)

\\
] 20.554
Others P e
Transport/Comm. h 3.357

Commerce SIS IS 25,036

Real Estate — 2411

Manufacturing 1— 2.624

Minning and Quarrying ;i 0.491

Agriculture — 5.957

T T T

0 5 10 15 20 25

Source: Central Bank of Nigeria: Annual reports arid statement of accounts for the
year ended 3lst December 2009.

3.24  The Bank of Agriculture (BOA)

The Bank of Agriculture is a development finance institution established
to deliver credit to the agricultural sector of the Nigerian economy. Its
specific objectives are to promote agricultural production and rural
development; improve the incomes and quality of life of the Nigerian rural
population which are predominantly farmers: and contribute to the overall
growth and development of the Nigerian economy.

Specifically, the functions of the bank include providing loans to
individual farmers, cooperative societies, limited liability companies, as
well as state and federal government agencies; financing direct investment
in the equity capital of major agricultural and agro-allied industrial
ventures; providing guarantees for viable agricultural and agro-allied
ventures to enable them rajse financing either locally or from abroad;

Prowdm.g finance for the marketing of produce for both the domestic and
International markets; and financing agr

b ! o-allied projects, including tractor
Iring operations and agro-processing. From inception, the BOA has
disbursed ¥41.3 billion and posted a : |
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ntyears (BOA, ?TOIO.)' WCak management and low capacity, high running
oscan d undcrcapltall?atlon, among other things, led to high volume of
icky and nonfpcrformmg loans. Currently, the BOA is being re-positioned
nd rcfcnginccr_c‘l t(? f unction asastrategic business entity with the capacity
cooperate as Nigeria's foremost agricultural finance institution.

325 The National Agricultural Insurance Corporation

The National Agricultural Insurance Corporation (NAIC) was established
in 1987 to operate and administer the Nigerian Agricultural Insurance
gcheme. The scheme was established for the benefit of all categories of
farmers either in groups or as individuals. In addition to individual clients,
operations of the Scheme cover all agricultural loans from banks, public
funds, various levels of government and the BOA. The approved premium
rate for the Scheme ranges between 5 per cent and 8 per cent of the sum
insured for crops and 3.5 per cent to 7.5 per cent for livestock. The National
Agricultural Insurance Company Scheme is subsidized to the tune of 50
per cent by federal and state governments in the proportion of 37.5 per
cent and 12.5 per cent, respectively. The farmer is required to pay only 50
per cent of the premium payable. Currently, NAIC has an outreach of about
500,000 farmers in Nigeria. The corporation has, since inception, issued
out almost a million policies earning a premium sum of about ¥2 billion
and settled claims worth about ¥500m to various farmers and cooperative
groups. NAIC's performance by premium received and claims paid in year
2009 are summarized in Figure 6. The figure indicates that 3¥534.9 million
and 630.8 million were received as premiums in 2008 and 2009,
respectively, while }88.4.8 million and 154.1 million were paid as claims
in 2008 and 2009, respectively (NAIC, 2009).

3.2.6 The National Economic Reconstruction Fund (NERFUND)

The National Economic Reconstruction Fund (NERFUND) was
established in 1989 with the main objective of acting as a catalyst for
stimulating the rapid rise of real production enterprises in the country.
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6. Premiums Reccived and Claims Paid by NAIC (N'million) in 2008 & 2,
Figure 6. Pre

700 1
600 -
S00 A
400 -
300 A
200 -
100 -

Premiumand Total Claims Paid
Commissioned Received

o e——
Source: Plotted using data from Nigerian Agricultural Insurance Corporation:
Audited Financial Statements for the year ended 31st December 2009.

The Fund provides term loans to real sector micro enterprises through
banks and development agencies like SMEDAN, NDE, etc. About
US$130m & ¥3,061,500,000 have been disbursed to 266 projects by the
Fund (www.nerfund.gov.ng). The projects spread across the 36 states of
the federation and the FCT. The projects are in the agro-allied, food and

beverages, chemicals, wood and wood products, rubber plastics and
industrial support service sectors of the economy.

3.2.7  The Nigerian Export-Import Bank (NEXIM)

The Nigerian Export-Import Bank (NEXIM) was established in 1991 as
an Export Credit Agency (ECA) with a share capital of 350 billion held
equally by the Federal Government of Nigeria and the Central Bank of
Nigeria. The Bank, which replaced the Nigerian Export Credit Guarantee

& Insurance Corporation, provides short- and medium-term loans to
Nigerian exporters. It als
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ors. The Bank is also the government's nation

buy ' al guarantor under the
EC)OWAS Inter-state Road Transit programme. The Bank’s authorized

capital as at 31 December 2008 was N50.0 billion with a fully paid-up
+ionamounting to N13.59 billion with an outstanding balance of ¥36.41

pillion. As at December 2007 NEXIM had disbursed 87,2 billion as loans
.nd advances (www.ncx.imbank.com.ng).

328 Abuja Securities & Commodity Exchange (ASCE)

The Abuja Securities & Commodity Exchange (ASCE) was originally
incorporated as a Stock Exchange on 17 June 1998. It commenced electronic
trading in securities in May 2001 and was converted to a commodity
Exchange on 8 August 2001 and brought under the supervision of the
Federal Ministry of Commerce. The conversion was premised on the need
foran alternative institutional arrangement that would manage the effect
of price fluctuations in the marketing of agricultural produce which has

adversely affected the earnings of farmers since the abolishment of
Commodity Boards in 1986.

Since the Abuja Securities and Commodity Exchange commenced
trading activities in selected grains on 25 July 2006 it has not been able to
achieve desired liquidity and operate optimally due to domination of the
Nigerian agricultural sector by peasant farmers and absence of vibrant
farmers’ cooperative societies that would have made commodity
aggregation and volume building very easy for the exchange to meet most

of the orders that come to its floors on regular basis.

Out of ¥36.521 billion bids by major agro processing companies for
different commodities on the exchange from 2006 to date, only ¥57.647
million could be met (www.abujacomex.com). The performance of the
Exchange was impaired by:

L Absence of Warehouse Receipt Financing Scheme that would
have provided the required bridging finance for the Nigerian
farmers and made commodity aggregation easier.

Commodity merchants’ unwillingness to deliver bcfo%‘c payment.
Commodity buyers’ unwillingness to fund their clearing account
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before coming to the floor tobid soas to shorten the transactiop

cycle. |
iv.  Absence of national grading system for all agro commodities.

3.2.9 NGOs and Micro-Finance Institutions

Non-Governmental Organizations/Micro-finance Institutions (NGQs.
MFls) are important financial providers for the rural poor in Nigeri,
though their overall impact remains small. According to World Ban)
(2008), there are about 500 registered NGO-MFIs in Nigeria with ap
average of 42,000 borrowers. These institutions are prohibited from
mobilizing deposits from the general public but strictly from membership
of their institutions who borrow from them. They are however able to
request mandatory savings as loan collateral.

4  Challenges to Agricultural Finance in Nigeria
4.1 Institutional and policy-oriented challenges

These include:

i Lack of a proper integrated financial system approach o
agricultural finance. A great part of Nigeria’s experience with
agricultural finance falls considerably outside the tenets of a well
articulated financial systems’ approach as the rural farming
population remains largely unbanked. The bulk of Nigerian
agricultural finance is essentially characterized by a supply-
driven agricultural approach where finance is seen as a means
to allocate resources to poor rural farmers, While it is good to
target rural areas, a more integrated and demand-driven
approach is needed if agricultural finance is to be sustainable.

Poor corporate governance by Development Finance Institutions
(DFls). This leads to misdirection of priorities and unwarranted
wastes. In addition, management responsibilities do not always
lie with the shareholders of DFs. For example, CBN is a major

shareholder in BOA, BOI, NEXIM and NAIC but the apex bank
does not directly supervise their operations.
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iii. ~Paucity of rigorous data on the demand for financial services in
Nigerian agriculture due to information asymmetry. The rural
finance landscape is dominated by informal providers such as

adashi with their activities and operations not captured in the
mainstream financial sector.

iv. Inconsistency in the rural financial policy and sometimes lack
of appropriate policy.

v.  Poorinfrastructure such as water for irrigation, electricity, good
roads for evacuation as well as warehousing and storage facilities.

4.2 Supply-side challenges

i  Financial institutions’ lack of capacity to develop suitable products
to meet the needs of rural clients.

ii. Inability of financial institutions to assess the level of risks involved
in lending to agriculture.

iii. High cost of doing business in the rural areas where most small-
scale farmers are based.

iv. High cost of obtaining information on scattered farmers.

v.  Improper client services and delivery strategies

vi. Political instability and social insecurity have hindered foreign
investments in the agricultural sector.

4.3 Demand-side challenges

L Lack of collateral for small rural borrowers.
ii. High interest rate charged by financial institutions and inability to

afford insurance coverage by poor rural people.
iii. Lack of good business plan to convince banks to lend.

Iv.  Repayment problems.
5 Conclusion and Policy Implications for Improved Agricultural
Finance

The federal government realized the leading role it is expected to play in
the provision of financial services to accelerate economic growth and
development in Nigeria. This necessitated the establishment of aplethora
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of agricultural financing ini

tiatives targeted at both small- and large-scale

finance institutions have
d other development
R CBI: m:lzsf: making resources available to the otherwise
:een'uesshs]iga:\ecn;ngf the society by the Deposit Money Banks and othe;
ceprnv
ﬁnlz)mcial institutions like MFBs and MFlIs. . ;
ing that the agricultural sector has improve aceess to
ﬁnaxlxr:izlnsun'cegs the following recommendations are made for immediate
i Services,
policy focus.

L

Financial Inclusion Strategy. The need to es.tablish a financia)
inclusion policy and strategy as a most viable appr?ach to
ensuring greater access to financial services for all particularly
the rural agricultural populace. This is with a view to Creating
the desired linkage between the formal and informal financia]
sectors as well as between the rural and urban areas. This wil]
require investments in rural finance infrastructure, active
promotion of savings groups, non-interest banking, deployment
of 2 mobile banking system in Nigerian rural areas and creation
of regional banks and other retail credit institutions. _

Supervision of DFIs should be brought under the purview of the

Central Bank of Nigeria for increased efficiency and adequate
corporate governance.

Agricultural finance must be view
both finance institutions and prac
The Nigerian government
(2003) declaration by co
the national budget to agriculture.

Fionsistent and appropriate agricultural policies by government
1S germane to sustainab)e agricultural financing in Nigeria.
Development of ap i

ed as a strategic business by
titioners.

mmitting a minimum of 10 per cent of
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