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Abstract

The study assessed the use of informal credit inilinag funds for agricultural production in
ljumu Local Government Area of Kogi State, NigeAamultistage random sampling technique
was used to select 120 respondents for the stuelcriptive statistics and mean score were used
to analyze the data collected. The result showedtl 8.3 percent of the sampled respondents
were literate with an average farm size of 1.5 aext. The major source of informal credit
available in the area was ‘Esusu’. The result atémwed that 64.2 percent of the respondents
demanded foe=N30,000 and below from informal source of creditil@21.3 percent of the
available loan was invested on agriculture. Therage loan volume per respondent recorded in
the study area was- 123,080.00. Amount of credit obtained from inforrsalirce of credit,
farming experience, educational status, househd@ snd non farm income significantly
influenced agricultural production in the study areHigh interest rate, low lending level,
inadequate number of financial agents and mode afn@nt were the major constraints
militating against the use of informal credit. Teeidy recommended that there should be an
increase in the amount of loan per beneficiary &ket care of both the production and
consumption needs of the farmers.

Keywords: Assessment, Production, Informal creditEsusu.

1. Introduction
Credit plays an important role in agricultural dieyenent and agricultural modernization.
Agricultural credit is extended to farmers to adaopddern farm technologies (1). It can also
improve income by enabling the farming householdindertake additional income generating
activities, finance more consumption and have ssrfihance available for further investments
Lack of credit affects sustainable development hasl relegated the rural economy to an
epileptic state (3) due to the fact that the ryrabple have been characterized as poor, low
income earners and agricultural people (4 and Bgrdfore access to fund by rural people as
indicated by (6) will empower the poor to engagariaaningful income generating activities
which is usually agricultural enterprise.

Nweze (7) classified the sources of credit for ficiag agricultural production into formal and
informal sources. Formal or institutional sourcesaading to (8) include government credit
institutions, cooperative, commercial banks andkBahAgriculture (BOA). These institutions
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are mostly found in the urban and semi urban gett®n the other hand, informal financial
sources also known as non institutional sourcesistsof individuals such as money lenders,
personal savings, pawn broking, relatives, selp lgebup, friends, mutual assistance groups, and
savings group. An example of credit and saving griguRotating Saving and Credit Association
(ROSCA). This group operates mainly in the rurdtiisg (9). The Farmer Development Union
(FADU) is an informal association programme whiohuses on micro-enterprise development.

Eususs a self help group which has long been in existan Nigeria as informal or semi-formal
associations. Afolabi, (10) reported that informsdurces such a&susu and relatives,
contributed more to agricultural development thamial sources. Adebayo and Adeola (11)
also reported that majority of farmers got theinding of agricultural activities from informal
sources such as friends, money lend&sjsuwhile few were sourced from formal sector.
Informal saving groups exist all over the worldgitHocal names is their only differendésusu

is a fund in which a group of individuals sharirgranon characteristics make a contribution of
a fixed amount of money, handed to one person @etina treasurer. Each member is able to
make use of the money in turn, making an allowdocea member in urgent need of a loan or
advance, these are granted without interest payment

Presently, it has become difficult for many Nigesao live above the poverty line. Access to
credit facilities is very difficult for farmers iljumu Local Government Area of Kogi State,
Nigeria, due to the inability of formal financiaistitution to make funds available to reach the
farmers because of the nature of collateral sgctequired by these formal institutions for loan
disbursement. Most farmers in ijumu local governt@mnot save enough from their earnings
to enable them take full advantage of the impraeetiniques and tools which science has made
available for profitable farming and so patronizbe informal financial institution for help.
However, the volume of lending from these inform@dit institutions is very small and may not
meet the needs of the farmers.
Objectives of the study
The broad objective of the study is assessmentnfafrmal credit in mobilizing fund for
agricultural production in ljumu local Governmente& of Kogi State, Nigeria. The specific
objectives are to:
1. describe the socio economic characteristics ofatraers;
2. identify the sources of informal credit in the grea
3. identify the amount of credit demanded and the arhobtained by farmers in the study
area;
4. assess the use to which farmers put the creddireat from the informal financial
institution
5. determine the effect of informal credit on farmaonee;
6. identify the major constraints affecting the useirdbrmal financial institution in the
study area.

2. Methodology
The study was carried out in ljumu Local Governmérga (LGA) of Kogi State, Nigeria. The
headquarters is at lyara. It is located on Latisufl61 5°58N and Longitudes 85 5°96E. The
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LGA has a total land area of 1306n° and a population of 118,593 (National Population
Commission, 2006).

A multistage random sampling technique was usedelect respondents from the three (3)
districts in the study area namely; ljumu Oke, ljumarin, and Gbedde. In stage one, two (2)
villages were selected from each district makirtgtal of six (6) villages. In stage two, twenty

respondents were randomly selected from each eillagotal of 120 respondents were used for
the study. Descriptive statistics was used to dasdhe socioeconomic characteristics of the
respondents, identify the amount of credit demarated the amount obtained by farmers, and
the use to which farmers put the credit obtainechfinformal sources.

Ordinary Least Square (OLS) multiple regressionyamwas used to determine the relationship
between informal credit and agricultural producti(farm income). For this study, three
functional forms were tested on the primary datiéected, but the Cobb-Douglas function was
chosen based on thé,Ralue of the estimated coefficients, number ghsicant variables and
conformity with thea priori expectation. The Cobb-Douglas production functiorestigated in
this study is expressed as;

Y=f (Xo)

Y=f (Xl X2 X3 X4 X5, X, a)

LnY=Dbg+b;LnX1+bLnX+bsLnXs+bsLnX 4+bsLNnX5+bgLn X g+€

Where:

Y= Farm income{) Bo= Intercept &N, p= Marginal effect of X% on Y, X;= Amount of informal
credit demanded={}\l X,= Amount of informal credit obtained=jNXs- Farming experience
(years), %= Educational status (years)s=XHousehold size (number),sX Non-farm income
(N) and ¢= Error term

It is expected that the value of each of the véemhthat is, b— b will be positively related to

agricultural production (farm income) in the arBg.implication, the higher the amount of these

variables, the higher the level of agriculturalgusotion.

Mean score was used to identify the various coimégra&ncountered by farmers in the use of
informal credit institution in the study area. Theean score was calculated after farmers’
responses to each problem were obtained usingrgp@ont Likert type of scale. The four point
Likert type of scale was as specified below:
Opinion R
3
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Very serious (VS) 4
Serious (S) 3
Not serious (NS) 2
Not a Constraint (NC) 1

The mean response to each item was calculated tnsrfgllowing formula:

“X= YFX

N

Where X= mean responsg~= summation, F= number of respondents choosingracplar
point, X= numerical value of the scale point anddial number of respondents to the item.
The mean response to each item was interpreted trenconcept of real limits of numbers. The
numerical value of the scale points (Response maoaled their respective real limits are as
follows:
Not a Constraint (NC) =1 point with real limits @5-1.49
Not serious (NS) = 2 points with real limits of @-3.49
Serious (S) = 3 points with real limits of 2.503.4
Very serious (VS) = 4 points with real limits 068-4.49

Decision Rule

Any mean score above 2.50 was considered as aisaranmstraint to farmer’s use of informal
credit in the study area while any mean score beéld® will be considered as not a serious
constraint.

3. Results and Discussion

3.1 Socio-economic Characteristics of the Respondsn

The distribution of respondents according to tlseiio-economic characteristics is presented in
Table 1. The result shows that 61.7 percent ofréspondents were males while 38.3 percent
were females which may be attributed to the intendabour requirement of agricultural
production. The mean age was 47 years indicatinggaing farming population in the study
area. Majority (70 percent) of the sampled respoteleiere married. The result further showed
that majority (63.3 percent) of the respondents foachal education while 36.7 percent had no
formal education. This finding corroborates (12)oawkported a high level of education in rural
farming households. The mean household size wasr3ops which is expected to have a
multiplier effect on the availability of family lar. The result in Table 1 also showed that
majority (80 percent) of the respondents had semgnaiccupation. Secondary occupation serves
as source of extra income and also helps farmdnrave steady income especially during the off
season. The mean farming experience was 37 yehrsh wnplies that most of the farmers are
expected to be productive as farming experienpositively related to farmers’ efficiency. This
finding agrees with (13) who reported that the namdif years a farmer had spent in farming
business may give an indication of the practicalvikedge he has acquired on how to cope with
the challenges associated with farm production. fEselt further showed that the mean farm
size in the area was 1.5 hectares; this impligsntiost of the farmers in the area are operating on



165 a small scale. This agrees with the result of s#pastudies by (14) and (15) who reported that
166  the average hectares cultivated per farmer wabectares.

167
168
169 Table 1: Distribution of Respondents According to 8cioeconomic characteristics
Socio-economic Frequency Percentage Mean/mode
indicators
Age
18-25 06 5.0
26-35 26 21.7
36-45 40 33.3
46-55 27 22.5
56-65 17 14.2
Above 65 04 3.3
Total 120 100 47 years
Sex
Male 74 61.7
Female 46 38.3
Total 120 100 Male
Marital status
Single 16 13.3
Married 84 70.0
Widowed 11 9.2
Widower 07 5.8
Divorced 02 1.7
Total 120 100 Married
Educational status
Non-formal education 44 36.7
Primary education 22 18.3
Secondary education 39 325
Tertiary education 15 12.5
Total 120 100 Non-formal
Secondary occupation
None 24 20.0
Artisan 10 8. Trading/Civil Service
Civil service 43 35.8
Trading 43 35.8
Total 120 100
Family size
1-5 51 42.5
6-8 57 47.5
9-12 12 10.0
Total 120 100 7 members
Farming Experience
1-10 05 4.2
11-20 43 35.8
21-30 22 18.3
Above 30 50 41.7
Total 120 100 37 years
Farm size (hectare)
Less than 1 32 26.7
1-2 50 41.7
2.1-3 25 20.8
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Above 3 13 10.8
Total 120 100 1.5 hectares

Source: Field Survey, 2014

3.2 Sources of Informal Credit

The distribution of respondents according to sasurgkinformal credit in the study area is
presented in Table 2. The result in Table 2 showed majority (77.5 percent) of the
respondents sourced for funds through ‘Esusu’,elSgnt of the sampled respondents obtained
credit from personal saving, and 7.5 percent ofrdspondents obtained credit through money
lending. This finding agrees with (16) who iderddi‘Esusu’ as the major source of informal
credit among rural farmers in Nigeria.

Table 2: Distribution of respondents according to surce of informal credit

Sources of informal credit Frequency Percentage
Esusu 93 77.5
Money lending 09 7.5
Personal savings 18 15.0

Total 120 100

Source: Field Survey, 2014.

3.3  Amount of Credit Demanded and Amount Obtained

Distribution of respondents according to the amaidmredit demanded and the amount obtained
is presented in Table 3.

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

Amount Demanded Frequency Percentage| Amount Obtained Freq Percentage
N
(™) o
10 000 — 30 000 77 64.2 Less than 10,000 44 6.73
30 001- 60 000 12 10.0 10001-20,000 32 26.7
60 001 — 90 000 2 1.6 20001-30,000 21 17.5
90 001 — 120 000 6 5.0 30001-40,000 6 5.0
120 001 - 150 000 12 10.0 40001-50,000 10 8.3
Above 150 000 11 9.2 Above 50,000 7 5.8
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Total 120 100 120 100

Source: Field Survey, 2014.

Table 3 showed that majority (64.2 percent) of tegpondents demanded fer 10,000 -=N
30,000 while the reaming 35.8 percent demandedNfd0,000 and above. The result also
revealed that the amount of funds received by eaesjpondent from various sources of informal
credit in the study area was generally low. Mayo(B6.7 percent) received less tharllB/000,
26.7 percent received betweerl®,001-N20,000, 17.5 percent received betweeB(ND0O1 and
AN 30 000, while the remaining 19.1 percent receateave-N30,000.

3.4 Uses of most recent funds
The distribution of respondents according to usegeent funds obtained from informal source
of credit is presented in Table 4.

Table 4: Distribution of respondents according to ses of most recent funds

Uses of Fund Frequency Percentage Amount Percentage of
Used &Y Total Amount

Training of children 108 90.0 620 590. 00 22.4
Agricultural investment 74 61.7 590 830.00 21.3
Business expansion 62 51.7 710 900.00 25.7

Feeding family 08 6.7 31 255.00 1.1

Acquire more assets 77 64.2 470 210.00 17.0

To pay debts 35 29.2 290 195.00 10.5
Ceremonies 49 40.8 55 640.00 2.0

Total 2 769 620 100

Source: Field Survey, 2014 " = multiple response

Table 4 revealed that the total amount receivedlbyhe sampled respondents was2N69
620.00 which implies that on the average each redgut receivee-R23 080.00. Out of the total
money received, 25.7 percert M0 900.00) was expended on business expansighp2ient

(N 620 590.00) was expended on training of childgricultural investment carried 21.3
percent £%90 830.00), acquisition of assets carried 17.@ger@N70 210.00) of the amount
received. This was followed by payment of debtsclwhaccounted for 10.5 percent @90
195.00) of the amount received. Ceremonies likediveg$, funerals, and other festivals takes 2
percent 65 640.00), while 1.1 percent=(BIL 255.00) of the amount received was used for
feeding the family.

3.5 Relationship between Informal Credit and Agricultural Production in ljumu LGA
The regression analysis on the relationship betvwsf@nmal credit and agricultural production
in the study area is presented in Table 5. Ordihagst Square (OLS) estimation technique was
used. Three functional forms such as linear, segy#4nd double-log were fitted into the model.
After some econometric considerations such as nuwfsignificant variables, F — ratio and R
value, the double-log functional form was selecsdhe lead equation.
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The regression result indicated ah\Rlue of 0.69 meaning that 69 percent of the iliig in

the model was explained while the remaining 31 gr@ircould be attributed to error terms and
omitted variables. The F-ratio was 128.76 at 1 @mrcsignificance which means that the
independent variables jointly explained the depahdariable.

Table 5: Relationship between informal credit and gricultural production

Variables Linear Semi-log Double-log
Constant 0.451(2.346) -3.985(-1.216) 6.754(3.060)
Amount demanded-{N 0.516(2.828) 0.47(2.518) 0.110(1.272)
Amount obtained-4\ 0.022(1.160) 0.891(4.899)  0.484(3.226)
Farming experience (years) 0.112(1.351) 0.283(M.75 0.259(2.452)

Educational status (years)  0.764(3.239)  "0.521(-2.546)  0.254(2.090)
Household size (numbers)  0.308(2.220)  "0.649(-1.229)  0.446(2.142)

Non-farm income-d) 0.148(1.202) 0.118(0.438) 0.195(1.532)
R? 0.547 0.414 0.69
F-value 125.112 135.644 128.76

Source: Computed from Field Survey Data, 2014.
Note: Figures in parentheses are t—valuemd”~ denote 5 and 1 percent level of significance
respectively.

The result of double log regression shows that arhad informal credit obtained,
farming experience, educational status, househakl and non farm income were significant
variables that influence agricultural productiontire study area. The coefficient of amount
obtained from informal source of credit was posiyvsigned and significant at 1 percent. This
implies that the higher the amount of money obtiftem informal source of credit the higher
the farm income. Farmers tend to increase thele sifgoroduction when there is easy access to
credit.

Farming experience was significant at 5 percent.ifplication, an increase in this
variable will increase agricultural production. @nby experienced farmer is more likely to have
different farming techniques with its multiplieffe€t on increased farm income.

The coefficients of educational status and houskesiae were also positively related to
agricultural production and significant at 5 pertcelrhis implies that the higher the number of
these variables the higher the level of agricultpraduction and increased farm income.

The regression result further revealed that nom faacome had a positive relationship
with agricultural production in the study area. Te&tionship was significant at 5 percent. This
implies that the earning from non-farm activities most likely to influence agricultural
production in the study area. If farmers are intexlg involved in these non-farm activities like
petty trading, hair dressing, sewing etc they &el\l to save or accumulate more capital than
those who are not involved. The accumulated cap#éal be used in agricultural production
which will lead to increased farm income.

3.6  Factors affecting the use of informal source of cit
The distribution of respondents according to fextffecting the use of informal source of credit
in the study area is presented in Table 6.



262 Table 6 showed the constraints encountered by nelgnds in the use of informal source of
263  credit. The result revealed mean score and thegponding rank of each problem identified by
264  the respondents. From the result, high interest ratked first with a mean score of 3.57 and
265 rated as the most serious constraint encounteréaeosespondents in the use of informal source
266  of credit. This was followed by low level of lenditM = 3.42), inadequate number of financial
267 agents (M=3.21), diversion of funds (M=3.18), paoanagement (M=2.66) and mode of
268  repayment (M=2.50).
269
270
271
272
273 Table 6: Distribution of respondents according to &ctors affecting the use of
274 informal credit in the study area
Constraints VS S NS NC Tot Total Mean Rank
4 & @ @ al sum of score
score
High interest rate 67 48 05 O 120 422 3.57 1
Low level of lending 50 53 08 O 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 0 06 28 86 120 160 1.33 8
Rigid borrowing terms 01 03 15 101 120 144 1.20 9
Lack of collateral security 0 01 11 108 120 133 1.11 10
Lack of guarantor 0 0 08 112 120 128 1.07 11
275 VS = Very Serious, S = Serious, NS = Not Serious,-ANot a Constraint
276  Source: Computed from Field Survey, 2014.
277
278 4.0 Conclusion and Recommendations
279  The study assessed informal credit in mobilizingds for agricultural production in ljumu local
280 government area of Kogi State, Nigeria. Resulthefstudy revealed that “Esusu” was the major
281  source of informal source of credit available torfars in the area. Also, farmers in the area have
282  the desire to obtain credit to boost agriculturaduaction. However, their requirements are not
283 always met by the informal financial institutionBased on the findings, the following
284 recommendations are made:
285 1. Financial institutions should look into the higharest rate condition of obtaining loans
286 and reduce it to enable farmers have access taakdaw interest rate.
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5.0

o s

Microfinance services should work with the inforneaédit institutions/sources to serve
the interest of the farmers. They should work wiihmers as a group rather than
individuals.

Rural farmers should be granted sufficient loanct&ter for both their agricultural
production and consumption needs. This will inceetiee percentage of credit obtained
that may be spent by farmers on agricultural innestt.

Operators of informal credit scheme should adofdcéf’e monitoring and evaluation
services in order to discourage diversion of loanubhproductive ventures and non-
agricultural use.
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