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Abstract  5 

The study assessed the use of informal credit in mobilizing funds for agricultural production in 6 

Ijumu Local Government Area of Kogi State, Nigeria. A multistage random sampling technique 7 

was used to select 120 respondents for the study. Descriptive statistics and mean score were used 8 

to analyze the data collected. The result showed that most of the sampled respondents were 9 

literate with an average farm size of 1.5 hectares. The major source of informal credit available 10 

in the area was ‘Esusu’. The result also showed that 64.2 percent of the respondents demanded 11 

for N 30,000 and below from informal source of credit while 21.3 percent of the available loan 12 

was invested on agriculture. The average loan volume per respondent recorded in the study area 13 

was N 23,080.00. High interest rate, low lending level, inadequate number of financial agents 14 

and mode of payment were the major constraints militating against the use of informal credit. 15 

The study recommended that there should be an increase in the amount of loan per beneficiary to 16 

take care of both the production and consumption needs of the farmers.  17 

 18 

Keywords: Assessment, Production, Informal credit, Esusu. 19 

 20 

1. Introduction 21 

Credit plays an important role in agricultural development and agricultural modernization. 22 

Agricultural credit is extended to farmers to adopt modern farm technologies (Nagarajan et al., 23 

1998). It can also improve income by enabling the farming household to undertake additional 24 

income generating activities, finance more consumption and have surplus finance available for 25 

further investments (Rozensweig 2001 In Poliquit, 2006). Lack of credit affects sustainable 26 

development and has relegated the rural economy to an epileptic state (Adebosin et al., 2013) 27 

due to the fact that the rural people have been characterized as poor, low income earners and 28 

agricultural people (Ekong, 2010 and Ogujiuba et al., 2013). Therefore access to fund by rural 29 

people as indicated by Nelson and Nelson (2010) will empower the poor to engage in meaningful 30 

income generating activities which is usually agricultural enterprise.  31 

 32 

Nweze (2001) classified the sources of credit for financing agricultural production into formal 33 

and informal sources. Formal or institutional sources according to Nweze (2011) include 34 

government credit institutions, cooperative, commercial banks and Bank of Agriculture (BOA). 35 

These institutions are mostly found in the urban and semi urban setting. On the other hand, 36 

informal financial sources also known as non institutional sources consists of individuals such as 37 

money lenders, personal savings, pawn broking, relatives, self help group, friends, mutual 38 

assistance groups, and savings group. An example of credit and saving group is Rotating Saving 39 

and Credit Association (ROSCA). This group operates mainly in the rural setting (Mehrteab, 40 

2005). The Farmer Development Union (FADU) is an informal association programme which 41 

focuses on micro-enterprise development. 42 
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Afolabi, (2010) reported that informal sources such as Esusu and relatives, contributed more to 43 

agricultural development than formal sources. Adebayo and Adeola (2008) also reported that 44 

majority of farmers got their funding of agricultural activities from informal sources such as 45 

friends, money lenders, Esusu while few were sourced from formal sector. Informal saving 46 

groups exist all over the world, their local names is their only difference. Esusu is a fund in 47 

which a group of individuals sharing common characteristics make a contribution of a fixed 48 

amount of money, handed to one person acting as a treasurer. Each member is able to make use 49 

of the money in turn, making an allowance for a member in urgent need of a loan or advance, 50 

these are granted without interest payment. 51 

 52 

Presently, it has become difficult for many Nigerians to live above the poverty line. Access to 53 

credit facilities is very difficult for farmers in Ijumu Local Government Area of Kogi State, 54 

Nigeria, due to the inability of formal financial institution to make funds available to reach the 55 

farmers because of the nature of collateral security required by these formal institutions for loan 56 

disbursement. Most farmers in ijumu local government cannot save enough from their earnings 57 

to enable them take full advantage of the improved techniques and tools which science has made 58 

available for profitable farming and so patronizes the informal financial institution for help. 59 

However, the volume of lending from these informal credit institutions is very small and may not 60 

meet the needs of the farmers. 61 

 62 

The broad objective of the study is assessment of informal credit in mobilizing fund for 63 

agricultural production in Ijumu local Government Area of Kogi State, Nigeria. Specifically, the 64 

study described the socio economic characteristics of the farmers; identified sources of informal 65 

credit in the area; identified the amount of credit demanded and the amount obtained by farmers 66 

in the study area; assessed the use to which farmers put the credit obtained from the informal 67 

financial institution and identified the major constraints affecting the use of informal financial 68 

institution in the study area. 69 

 70 

 71 

2. Methodology  72 

The study was carried out in Ijumu Local Government Area (LGA) of Kogi State, Nigeria. The 73 

headquarter is at Iyara. It is located on Latitudes 7
0
51

0  
5

0
58N and Longitudes 7

0
85

0  
5

0
96

0
E. The 74 

LGA has a total land area of 1306km
2
 and a population of 118,593 (National Population 75 

Commission, 2006). 76 

 77 

A multistage random sampling technique was used to select respondents from the three (3) 78 

districts in the study area namely; Ijumu Oke, Ijumu Aarin, and Gbedde. In stage one, two (2) 79 

villages were selected from each district making a total of six (6) villages. In stage two, twenty 80 

respondents were randomly selected from each village. A total of 120 respondents were used for 81 

the study. Descriptive statistics was used to describe the socioeconomic characteristics of the 82 

respondents, identify the amount of credit demanded and the amount obtained by farmers, and 83 

the use to which farmers put the credit obtained from informal sources. 84 

 85 

Mean score was used to identify the various constraints encountered by farmers in the use of 86 

informal credit institution in the study area. The mean score was calculated after farmers’ 87 
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responses to each problem were obtained using a four point Likert type of scale. The four point 88 

Likert type of scale was as specified below: 89 

Opinion                                         Point  90 

         Very serious (VS)                                 4 91 

        Serious (S)                                             3 92 

         Not serious (NS)                                   2 93 

        Not a Constraint (NC)                           1 94 

 95 

The mean response to each item was calculated using the following formula: 96 

                                 X =  ∑FX 97 

                                          N 98 

Where X= mean response, ∑= summation, F= number of respondents choosing a particular 99 

point, X= numerical value of the scale point and N=total number of respondents to the item. 100 

The mean response to each item was interpreted using the concept of real limits of numbers. The 101 

numerical value of the scale points (Response modes) and their respective real limits are as 102 

follows:  103 

 Not a Constraint (NC) =1 point with real limits of 0.5-1.49 104 

Not serious (NS) = 2 points with real limits of 1.50-2.49 105 

Serious (S) = 3 points with real limits of 2.50-3.49 106 

Very serious (VS) = 4 points with real limits of 3.50-4.49 107 

 108 

 109 

Decision Rule 110 

Any mean score above 2.50 was considered as a serious constraint to farmer’s use of informal 111 

credit in the study area while any mean score below 2.50 will be considered as not a serious 112 

constraint. 113 

 114 

 115 

3. Results and Discussion       116 

3.1 Socio-economic Characteristics of the Respondents 117 

The distribution of respondents according to their socio-economic characteristics is presented in 118 

Table 1. The result shows that 61.7 percent of the respondents were males while 38.3 percent 119 

were females which may be attributed to the intensive labour requirement of agricultural 120 

production. The mean age was 47 years indicating an ageing farming population in the study 121 

area. Majority (70 percent) of the sampled respondents were married. The result further showed 122 

that majority (63.3 percent) of the respondents had formal education while 36.7 percent had no 123 

formal education. This finding corroborates Onyenucheya and Ukoha (2007) who reported a 124 

high level of education in rural farming households. The mean household size was 7 persons 125 

which is expected to have a multiplier effect on the availability of family labour. The result in 126 

Table 1 also showed that majority (80 percent) of the respondents had secondary occupation. 127 

Secondary occupation serves as source of extra income and also helps farmers to have steady 128 

income especially during the off season. The mean farming experience was 37 years, which 129 

implies that most of the farmers are expected to be productive as farming experience is positively 130 

related to farmers’ efficiency. This finding agrees with Nwaru et al., (2004) who reported that 131 

the number of years a farmer had spent in farming business may give an indication of the 132 
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practical knowledge he has acquired on how to cope with the challenges associated with farm 133 

production. The result further showed that the mean farm size in the area was 1.5 hectares; this 134 

implies that most of the farmers in the area are operating on a small scale. This agrees with the 135 

result of separate studies by Ibitoye et al., (2012) and Agwu and Anyanwu (1996) who reported 136 

that the average hectares cultivated per farmer was 1.5 hectares.          137 

 138 

 139 

Table 1: Distribution of Respondents According to Socioeconomic    characteristics 140 

Socio-economic 

indicators 

Frequency Percentage        Mean/mode 

Age 

18-25 

26-35 

36-45 

46-55 

56-65 

Above 65 

Total  

 

06 

26 

40 

27 

17 

04 

120 

 

5.0 

21.7 

33.3 

22.5 

14.2 

3.3 

 100                             

                  

 

 

 

       

 

 

       47 years 

Sex 

Male 

Female  

Total  

 

74 

46 

120 

 

61.7 

38.3 

100 

 

 

 

        Male  

Marital status 

Single 

Married 

Widowed 

Widower 

Divorced  

Total  

 

16 

84 

11 

07 

02 

120 

 

13.3 

70.0 

9.2 

5.8 

1.7 

100 

 

 

 

 

 

 

        Married 

Educational status 

Non-formal education 

Primary education 

Secondary education 

Tertiary education 

Total  

 

44 

22 

39 

15 

120 

 

36.7 

18.3 

32.5 

12.5 

100 

 

 

 

 

 

         Non-formal 

Secondary occupation 

None  

Artisan 

Civil service 

Trading 

Total  

 

24 

10 

43 

43 

120 

 

20.0 

8.3 

35.8 

35.8 

100 

 

 

 Trading/Civil Service 

Family size 

1-5 

6-8 

9-12 

Total  

Farming Experience 

1-10 

11-20 

21-30 

Above 30 

Total 

Farm size (hectare) 

 

51 

57 

12 

120 

 

05 

43 

22 

50 

120 

 

 

42.5 

47.5 

10.0 

100 

 

4.2 

35.8 

18.3 

41.7 

100 

 

 

 

 

 

7 members 

 

 

 

 

 

37 years 
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Less than 1 

1-2 

2.1-3 

Above 3 

Total  

32 

50 

25 

13 

120 

26.7 

41.7 

20.8 

10.8 

100 

 

 

 

 

1.5 hectares 

Source: Field Survey, 2014  141 

 142 

3.2 Sources of Informal Credit 143 

The distribution of respondents according to sources of informal credit in the study area is 144 

presented in Table 2. The result in Table 2 showed that majority (77.5 percent) of the 145 

respondents sourced for funds through ‘Esusu’, 15 percent of the sampled respondents obtained 146 

credit from personal saving, and 7.5 percent of the respondents obtained credit through money 147 

lending. This finding agrees with Ibitoye (2012) who identified ‘Esusu’ as the major source of 148 

informal credit among rural farmers in Nigeria.  149 

 150 

Table 2: Distribution of respondents according to source of informal credit 151 

Sources of informal credit Frequency Percentage 

Esusu 

Money lending 

Personal savings 

Total  

93 

09 

18 

120 

77.5 

7.5 

15.0 

100 

Source: Field Survey, 2014. 152 

 153 

3.3 Amount of Credit Demanded and Amount Obtained 154 

Distribution of respondents according to the amount of credit demanded and the amount obtained 155 

is presented in Table 3. 156 

Table 3: Distribution of respondents according to amount of credit demanded and amount 157 

obtained 158 

Amount Demanded 

(N) 

Frequency  Percentage Amount Obtained          Freq        Percentage 

    (N) 

10 000 – 30 000 

30 001- 60 000 

60 001 – 90 000 

90 001 – 120 000 

120 001 – 150 000 

Above 150 000 

77 

12 

2 

6 

12 

11 

64.2 

10.0 

1.6 

5.0 

10.0 

9.2 

Less than 10,000                44                36.7 

10001-20,000                     32                 26.7 

20001-30,000                     21                 17.5 

30001-40,000                      6                    5.0 

40001-50,000                     10                   8.3 

Above 50,000                     7                     5.8 
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Total  120 100                                  120                        100 

Source: Field Survey, 2014. 159 

Table 3 showed that majority (64.2 percent) of the respondents demanded for N 10,000 - N 160 

30,000 while the reaming 35.8 percent demanded for N 30,000 and above. The result also 161 

revealed that the amount of funds received by each respondent from various sources of informal 162 

credit in the study area was generally low. Majority (36.7 percent) received less than N 10,000, 163 

26.7 percent received between N 10,001- N 20,000, 17.5 percent received between N 20 001 and 164 

N 30 000, while the remaining 19.1 percent received above N 30,000. 165 

 166 

3.4 Uses of most recent funds 167 

The distribution of respondents according to uses of recent funds obtained from informal source 168 

of credit is presented in Table 4. 169 

 170 

Table 4: Distribution of respondents according to uses of most recent funds 171 

Uses of Fund
 

Frequency
* 

Percentage Amount  

Used (N) 

Percentage of 

Total Amount 

Training of children 

Agricultural investment 

Business expansion 

Feeding family 

Acquire more assets 

To pay debts 

Ceremonies  

108 

74 

62 

08 

77 

35 

49 

90.0 

61.7 

51.7 

6.7 

64.2 

29.2 

40.8 

620 590. 00 

590 830. 00 

710 900.00 

31 255.00 

470 210.00 

290 195.00 

55 640.00 

22.4 

21.3 

25.7 

1.1 

17.0 

10.5 

2.0 

Total   2 769 620 100 

 Source: Field Survey, 2014   
*
 = multiple response  172 

 173 

Table 4 revealed that the total amount received by all the sampled respondents was N 2 769 174 

620.00 which implies that on the average each respondent received N 23 080.00. Out of the total 175 

money received, 25.7 percent (N 710 900.00) was expended on business expansion, 22.4 percent 176 

(N 620 590.00) was expended on training of children. Agricultural investment carried 21.3 177 

percent (N590 830.00), acquisition of assets carried 17.0 percent (N470 210.00) of the amount 178 

received. This was followed by payment of debts which accounted for 10.5 percent (N 290 179 

195.00) of the amount received. Ceremonies like weddings, funerals, and other festivals takes 2 180 

percent (N55 640.00), while 1.1 percent (N 31 255.00) of the amount received was used for 181 

feeding the family. 182 

 183 

3.5 Factors affecting the use of informal source of credit 184 

The distribution of respondents according to factors affecting the use of informal source of credit 185 

in the study area is presented in Table 5. 186 
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Table 5 showed the constraints encountered by respondents in the use of informal source of 187 

credit. The result revealed mean score and the corresponding rank of each problem identified by 188 

the respondents. From the result, high interest rate ranked first with a mean score of 3.57 and 189 

rated as the most serious constraint encountered by the respondents in the use of informal source 190 

of credit. This was followed by low level of lending (M = 3.42), inadequate number of financial 191 

agents (M=3.21), diversion of funds (M=3.18), poor management (M=2.66) and mode of 192 

repayment (M=2.50). 193 

 194 

 195 

Table 5: Distribution of respondents according to factors affecting the use of 196 

informal credit in the study area 197 

Constraints  VS 

(4) 

S  

(3) 

NS 

(2) 

NC 

(1) 

Tot

al  

Total 

sum of 

score 

Mean 

score 

Rank  

High interest rate 67 48 05 0 120 422 3.57 1 

Low level of lending  59 53 08 0 120 411 3.42 2 

Inadequate number of financial agents 57 36 22 05 120 385 3.21 3 

Diversion of funds by financial agents 45 57 13 05 120 382 3.18 4 

Poor management 36 25 41 18 120 319 2.66 5 

Mode repayment 12 59 25 24 120 299 2.50 6 

Lack of proper record keeping 04 53 11 52 120 249 2.10 7 

High level of collateral demanded 

Rigid borrowing terms 

Lack of collateral security 

Lack of guarantor 

0 

01 

0 

0 

06 

03 

01 

0 

28 

15 

11 

08 

86 

101 

108 

112 

120 

120 

120 

120 

160 

144 

133 

128 

1.33 

1.20 

1.11 

1.07 

 

8 

9 

10 

11 

Source: Computed from Field Survey, 2014. 198 

 199 

4.0 Conclusion and Recommendations 200 

The study assessed informal credit in mobilizing funds for agricultural production in Ijumu local 201 

government area of Kogi State, Nigeria. Results of the study revealed that “Esusu” was the major 202 

source of informal source of credit available to farmers in the area. Also, farmers in the area have 203 

the desire to obtain credit to boost agricultural production. However, their requirements are not 204 

always met by the informal financial institutions. Based on the findings, the following 205 

recommendations are made: 206 

1. Financial institutions should look into the high interest rate condition of obtaining loans 207 

and reduce it to enable farmers have access to loan at low interest rate. 208 

2. Microfinance services should work with the informal credit institutions/sources to serve 209 

the interest of the farmers. They should work with farmers as a group rather than 210 

individuals. 211 
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3. Rural farmers should be granted sufficient loan to cater for both their agricultural 212 

production and consumption needs. This will increase the percentage of credit obtained 213 

that may be spent by farmers on agricultural investment. 214 

4. Operators of informal credit scheme should adopt effective monitoring and evaluation 215 

services in order to discourage diversion of loan to unproductive ventures and non-216 

agricultural use. 217 

 218 
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