
CHAPTERTWO

LITERATUREREVIEW

2.1 AgriculturalFinancinginNigeria

AgriculturalfinancinginNigeriaisacrucialfactorinthedevelopmentofthecountry’s

agriculturalsector.Itinvolvestheprovisionofcreditfacilities,grants,subsidies,andinsurance

schemesthathelpfarmersandagribusinessesinvestinmodernfarmingtechniques,equipment,

andinfrastructure(Olawale&Adebayo,2019).Despiteagriculturebeingasignificantcontributor

toNigeria’seconomy,thesectorremainsunderfunded,withlimitedaccesstofinancialservices,

particularlyforsmallholderfarmers.Theinabilitytoaccessaffordablecredithasledtolow

productivityandfoodinsecurityinmanypartsofthecountry(Ezeetal.,2020).

ThesourcesofagriculturalfinancinginNigeriaarediverse,rangingfrom government-backed

initiativestoprivatefinancialinstitutions.TheCentralBankofNigeria(CBN)hasintroduced

variousagriculturalcreditschemes,suchastheAgriculturalCreditGuaranteeSchemeFund

(ACGSF),theAnchorBorrowers’Program (ABP),andtheCommercialAgricultureCreditScheme

(CACS),allaimedatimprovingfarmers’accesstofunding(CBN,2021).Additionally,

microfinancebanks,cooperativesocieties,andinternationaldevelopmentagenciesprovide

creditfacilitiestosupportsmallholderfarmersandagribusinesses(Afolabi&Bello,2020).

However,thesefundingopportunitiesoftencomewithbureaucraticchallengesandstrict

lendingconditionsthatmakeaccessdifficultformanyfarmers(Ibrahim &Sulaiman,2021).

OneofthemajorobstaclestoeffectiveagriculturalfinancinginNigeriaisthehighcostof

borrowing.Manycommercialbanksimposehighinterestratesandrequirecollateralthat

smallholderfarmersoftencannotprovide.Asaresult,mostfarmersresorttoinformallending

sourcessuchasmoneylendersandcooperatives,whichmaynotprovidesufficientfundsto

supportlarge-scaleagriculturalproduction(Ogunleye&Aluko,2022).Thelackofstructured

financialliteracyprogramsalsocontributestotheproblem,asmanyfarmerslackthe

knowledgetoproperlymanageloansandinvestmentsintheiragriculturalbusinesses(Umeh&

Eze,2023).

Governmentinterventioninagriculturalfinancinghashadmixedresultsovertheyears.While

policiesandprogramshavebeenintroducedtopromotecreditaccessibility,their

implementationhasoftenbeenmarredbycorruption,poormonitoring,andlackofsustainability

(Afolabi&Bello,2020).Forexample,theAnchorBorrowers’Program,whichwaslaunchedto

providefundingtosmallholderfarmersengagedinriceandotherstaplecrops,hasfaced

criticismsoverloanrepaymentissuesandmismanagement(CBN,2021).Effectivemonitoring

andevaluationmechanismsareessentialtoensuringthatagriculturalfinancingprograms

achievetheirintendedgoals.

Beyondgovernmentefforts,privatesectorparticipationinagriculturalfinancingisvitalforlong-

term growth.Investmentbanks,fintechcompanies,andagribusinessfirmshavearoletoplayin

bridgingthefinancinggapbyofferingtailoredloanproducts,agriculturalinsurance,andsupply

chainfinancing(Yusuf&Ibrahim,2022).Theuseofdigitalfinancialsolutions,suchasmobile



bankingandblockchaintechnology,hasthepotentialtoenhancetransparencyandaccessibility

inagriculturalfinancing,ensuringthatfundsreachtherightbeneficiarieswithoutbureaucratic

delays(Oladipo&Adeyemi,2021).

Moreover,agriculturalfinancinginNigeriaisessentialforimprovingfoodproductionand

ensuringnationalfoodsecurity.Whilethegovernmentandfinancialinstitutionshaveintroduced

variousinitiativestosupportfarmers,significantchallengesremain,particularlyinloan

accessibility,highinterestrates,andmismanagementoffunds.Toaddresstheseissues,there

isaneedforpolicyreforms,increasedprivate-sectorparticipation,andtheadoptionof

innovativefinancialsolutions.Strengtheningtheagriculturalcreditsystem willnotonlyboost

productivitybutalsoenhancetheoveralleconomicdevelopmentofNigeria(Ezeetal.,2020).

2.2 FoodProductioninNigeria

FoodproductioninNigeriaplaysacrucialroleinthecountry’seconomy,asagricultureremains

themainstayoflivelihoodformillionsofpeople.Thesectorprovidesemploymenttoabout35%

ofthelaborforceandcontributessignificantlytothenation’sGrossDomesticProduct(GDP)

(WorldBank,2022).Nigeriaisblessedwithvastarableland,favorableclimaticconditions,anda

varietyofcropsthatsupportfoodproduction.However,despitethesenaturaladvantages,food

productioninthecountryfacesnumerouschallengesthathinderitsabilitytomeetthegrowing

demandofthepopulation,whichisestimatedtoexceed200millionpeople(NationalBureauof

Statistics,2023).

AmajorchallengeconfrontingfoodproductioninNigeriaisthedominanceofsmallholder

farmerswhorelyontraditionalfarmingmethods.Mostofthesefarmersoperateona

subsistencelevelwithlimitedaccesstomodernfarmingtools,qualityseeds,fertilizers,and

irrigationsystems(Olawale&Adebayo,2019).Therelianceonrain-fedagriculturefurther

compoundstheproblem,asunpredictableweatherconditions,drought,andfloodingoften

resultinlowyieldsandfoodshortages(Ezeetal.,2020).Withoutadequatesupportand

modernization,Nigeria’sfoodproductionwillcontinuetolagbehindthecountry’sconsumption

needs.

Poorinfrastructureandpost-harvestlossesarealsosignificantbarrierstofoodproductionin

Nigeria.Manyfarmingcommunitieslackgoodroadnetworks,storagefacilities,andefficient

transportationsystemstomoveagriculturalproducefrom ruralareastourbanmarkets(Yusuf

&Ibrahim,2022).Asaresult,asubstantialpercentageofharvestedcropsarelostdueto

spoilagebeforereachingconsumers.Theabsenceofproperstorageandprocessingfacilities

meansthatperishablefooditemssuchasfruits,vegetables,anddairyproductshaveshortshelf

lives,leadingtoincreasedwastageandreducedfarmerincomes(Ogunleye&Aluko,2022).

InsecurityhasalsobecomeaseriousthreattofoodproductioninNigeria.Overthepastdecade,

conflictsbetweenfarmersandherders,banditry,andinsurgencyhavedisruptedagricultural

activitiesinvariouspartsofthecountry,particularlyintheNorth(Afolabi&Bello,2020).Many

farmershaveabandonedtheirfarmlandsduetofearofattacks,leadingtoasignificantdecline

infoodproduction.Insecuritynotonlyaffectsproductionbutalsodisruptsthesupplychain,



makingitdifficultforfoodtoreachmarkets,therebyincreasingfoodpricesandworseningfood

insecurity(Ibrahim &Sulaiman,2021).

Despitethesechallenges,theNigeriangovernmenthasintroducedseveralpoliciesand

initiativestoboostfoodproduction.ProgramssuchastheAgriculturalTransformationAgenda

(ATA),theNationalFoodSecurityProgram (NFSP),andtheAnchorBorrowers’Program (ABP)

havebeendesignedtosupportfarmerswithinputs,accesstocredit,andimprovedfarming

techniques(CBN,2021).Whiletheseinitiativeshaverecordedsomesuccesses,poor

implementation,corruption,andlackofcontinuityhavelimitedtheirimpact.Toachieve

sustainablefoodproduction,theseprogramsmustbeproperlymonitored,andfundsmust

reachtheintendedbeneficiaries(Oladipo&Adeyemi,2021).

Moreover,foodproductioninNigeriaisessentialforeconomicgrowth,foodsecurity,and

povertyreduction.However,challengessuchasoutdatedfarmingtechniques,poor

infrastructure,insecurity,andpolicyinconsistenciescontinuetohinderprogress.Toimprove

foodproduction,thereisaneedforincreasedinvestmentinmechanizedagriculture,better

storagefacilities,improvedroadnetworks,andinnovativefinancingoptionsforfarmers.With

therightpoliciesandeffectiveimplementation,Nigeriacanachieveself-sufficiencyinfood

productionandreduceitsdependenceonfoodimports(Umeh&Eze,2023).

2.3 RoleofCommercialandMicrofinanceBanksinAgriculturalFinancing

Commercialandmicrofinancebanksplayacrucialroleinagriculturalfinancingbyproviding

financialservicesthatenablefarmersandagribusinessestoinvestinproduction,improve

productivity,andexpandoperations.Agricultureisacapital-intensivesectorthatrequires

adequatefundingfortheacquisitionofmodernequipment,high-qualityseeds,fertilizers,

irrigationsystems,andtransportationfacilities(Olawale&Adebayo,2019).Withoutaccessto

affordablecredit,manyfarmers,especiallysmallholderfarmers,struggletomaximizetheir

potential,leadingtolowproductivityandfoodinsecurity.

Commercialbankscontributetoagriculturalfinancingbyofferingcreditfacilities,investment

loans,andotherfinancialservicestolarge-scalefarmersandagribusinesses.Thesebanks

providelong-term andshort-term loansthatenablefarmerstoinvestinmechanizedfarming,

purchaseinputs,andcoveroperationalcosts(Ezeetal.,2020).Someofthenotablecommercial

bank-driveninitiativesinNigeriaincludetheCommercialAgricultureCreditScheme(CACS)and

theAgriculturalCreditGuaranteeSchemeFund(ACGSF),whichaim tosupportcommercial

farmersandagro-industrialbusinesses(CBN,2021).However,accesstocommercialbank

loansremainsachallengeforsmallholderfarmersduetohighinterestrates,stringentcollateral

requirements,andcomplexloanapplicationprocesses(Yusuf&Ibrahim,2022).

Microfinancebanks,ontheotherhand,focusonprovidingfinancialassistancetosmall-scale

farmerswholackthecollateralandfinancialhistoryrequiredbycommercialbanks.These

banksplayavitalroleinruralcommunities,offeringmicroloans,savingsaccounts,andadvisory

servicestailoredtotheneedsofsmallholderfarmers(Afolabi&Bello,2020).Unlikecommercial

banks,microfinanceinstitutionsusegrouplendingmodelsandsocialcollateralmechanismsto



enablefarmerstoaccesscredit.Thisapproachhasbeeneffectiveinpromotingfinancial

inclusionamongruralfarmerswhootherwisewouldnothaveaccesstoformalbankingservices

(Ibrahim &Sulaiman,2021).

Oneofthekeycontributionsofcommercialandmicrofinancebankstoagriculturalfinancingis

theprovisionoffinancialliteracyandcapacity-buildingprograms.ManyfarmersinNigerialack

thenecessaryknowledgetomanageloanseffectively,leadingtohighdefaultratesandfinancial

losses.Toaddressthisissue,banksoftenprovidetrainingonloanmanagement,record-keeping,

andinvestmentstrategies,helpingfarmerstomaximizethebenefitsoftheirfinancialsupport

(Ogunleye&Aluko,2022).Financialeducationisessentialforensuringthatfarmersmake

informeddecisionsaboutborrowingandrepayment,ultimatelyenhancingtheirproductivityand

profitability.

Despitethecrucialrolethatcommercialandmicrofinancebanksplayinagriculturalfinancing,

severalchallengeslimittheirimpact.Thehighriskassociatedwithagriculturalinvestments,

includingclimatechange,pricefluctuations,andpestinfestations,makesmanyfinancial

institutionshesitanttoprovideloanstofarmers(Oladipo&Adeyemi,2021).Additionally,poor

ruralbankinginfrastructureandlimitedaccesstobankingservicesinremoteareasfurther

restrictfarmers’abilitytoobtainfinancialsupport.Toovercomethesechallenges,thereisa

needforimprovedgovernmentpolicies,increasedrisk-sharingmechanisms,andtheexpansion

ofdigitalbankingsolutionstoenhanceaccessibilityforfarmers(Umeh&Eze,2023).

Moreover,commercialandmicrofinancebanksarekeyplayersinagriculturalfinancingin

Nigeria,providingessentialcredit,savings,andfinancialadvisoryservicestofarmers.While

commercialbanksprimarilysupportlarge-scaleagribusinesses,microfinancebankscaterto

smallholderfarmerswhorequireflexibleandaccessiblefinancialsolutions.However,

challengessuchashighloandefaultrates,limitedfinancialliteracy,andtherisksassociated

withagriculturehindertheeffectivenessofthesefinancialinstitutions.Strengthening

agriculturalfinancingpolicies,improvingruralbankinginfrastructure,andleveragingdigital

financialservicescanhelpcommercialandmicrofinancebanksbettersupportNigeria’s

agriculturalsectorandenhancefoodproduction.

2.4 RoleofCooperativesandFarmers'AssociationsinAgriculturalFinancing

Cooperativesandfarmers'associationsplayavitalroleinagriculturalfinancingbyproviding

farmerswithaccesstocredit,inputs,technicalsupport,andmarketopportunities.InNigeria,

wheremanysmallholderfarmersfacedifficultiesinsecuringfinancialassistancefrom

traditionalbanksduetohighinterestratesandstrictcollateralrequirements,cooperativesand

farmers'groupsserveasalternativefundingsources(Olawale&Adebayo,2019).Bypooling

resourcesandleveragingcollectivebargainingpower,theseorganizationshelpfarmers

overcomefinancialconstraintsandimproveproductivity.

Oneoftheprimarywayscooperativesfacilitateagriculturalfinancingisthroughcollective

savingsandcreditschemes.Memberscontributesmallamountsofmoneyregularly,whichcan

thenbeusedtoprovidelow-interestloanstofarmerswithinthegroup(Ezeetal.,2020).This



modelenablesfarmerstoaccessfundingwithoutthebureaucratichurdlesassociatedwith

commercialbanks.Additionally,cooperativesoftencollaboratewithmicrofinanceinstitutions

andgovernmentagenciestosecurelargerfundingopportunitiesfortheirmembers(Afolabi&

Bello,2020).

Farmers'associationsalsoplayacrucialroleinsecuringgovernment-backedloansandgrants.

Manyagriculturalfinancingprograms,suchastheAgriculturalCreditGuaranteeSchemeFund

(ACGSF)andtheAnchorBorrowers’Program (ABP),requirefarmerstobepartofaregistered

grouptoqualifyforfunding(CBN,2021).Byjoininganassociation,farmersincreasetheir

chancesofobtainingcredit,asfinancialinstitutionsvieworganizedgroupsaslower-risk

borrowerscomparedtoindividualfarmers(Ibrahim &Sulaiman,2021).

Beyondfinancialsupport,cooperativesandfarmers'associationshelpreduceproductioncosts

byengaginginbulkpurchasingofagriculturalinputssuchasfertilizers,improvedseeds,and

machinery.Throughcollectivepurchasing,membersbenefitfrom lowerpricesandbetterquality

inputs,ultimatelyincreasingtheirproductivity(Ogunleye&Aluko,2022).Thisapproachalso

extendstomarketingefforts,wherefarmerscollaboratetoselltheirproduceinbulk,ensuring

betterpricingandreducingpost-harvestlosses.

Moreover,theseorganizationsprovidefinancialeducationandcapacity-buildingprogramsto

theirmembers.Manyfarmerslackknowledgeofproperfinancialmanagement,record-keeping,

andloanrepaymentstrategies.Cooperativesandassociationsorganizetrainingsessionsto

improvemembers'understandingofcreditmanagementandinvestmentplanning(Yusuf&

Ibrahim,2022).Thisknowledgehelpsfarmersmakeinformedfinancialdecisions,thereby

reducingdefaultratesandensuringthesustainabilityofagriculturalfinancinginitiatives.

Despitetheirnumerousbenefits,cooperativesandfarmers'associationsfacechallengesthat

limittheireffectiveness.Poorleadership,mismanagementoffunds,lackoftransparency,and

internalconflictsoftenweakenthesegroups,reducingtheirabilitytosecureandmanage

financialresourceseffectively(Oladipo&Adeyemi,2021).Additionally,inadequategovernment

supportandweakregulatoryframeworkssometimeshinderthegrowthandsustainabilityof

theseorganizations.Addressingtheseissuesthroughimprovedgovernance,regularaudits,and

strongerpolicysupportcanenhancetheroleofcooperativesinagriculturalfinancing(Umeh&

Eze,2023).

2.5 ImpactofAgriculturalFinancingonFoodProduction

Agriculturalfinancingplaysacriticalroleinenhancingfoodproductionbyprovidingfarmers

withthenecessarycapitaltoinvestinmodernfarmingtechniques,improvedseeds,fertilizers,

irrigationsystems,andmechanizedequipment.InNigeria,whereagricultureremainsamajor

contributortotheeconomy,accesstofinancialresourcesisessentialforincreasingfood

productionandensuringfoodsecurity(Olawale&Adebayo,2019).However,theavailabilityand

accessibilityofagriculturalfinancingdeterminetheextenttowhichfarmerscanexpandtheir

operations,improveproductivity,andcontributetonationalfoodsupply.



Oneofthesignificantimpactsofagriculturalfinancingonfoodproductionisincreased

productivity.Whenfarmershaveaccesstoloans,grants,orsubsidies,theycaninvestinhigh-

yieldseeds,fertilizers,andpesticides,whichenhancecropyields(Ezeetal.,2020).Studieshave

shownthatfarmerswhoreceivefinancialsupporttendtoproducemoreperhectarethanthose

wholackaccesstocredit(Ibrahim &Sulaiman,2021).Forinstance,government-backed

financingprogramssuchastheAnchorBorrowers’Program (ABP)haveledtoanincreasein

riceproductioninNigeriabyprovidingfundingtosmallholderfarmerstopurchaseinputsand

modernizetheirfarmingpractices(CBN,2021).

Agriculturalfinancingalsocontributestotheadoptionofmechanizedfarming,whichenhances

efficiencyandreducespost-harvestlosses.Traditionalfarmingmethodsoftenlimitproductivity

duetoexcessivemanuallaborandrelianceonoutdatedtechniques.Withaccesstocredit,

farmerscanacquiretractors,harvesters,irrigationsystems,andstoragefacilities,whichhelp

reduceproductioncostsandimprovefoodsupply(Ogunleye&Aluko,2022).Mechanization

ensuresthatlargeareasoflandarecultivatedwithinashorterperiod,leadingtoanincreasein

foodproductionandareductioninfoodshortages(Yusuf&Ibrahim,2022).

Furthermore,agriculturalfinancingplaysakeyroleinreducingpost-harvestlosses,whichisa

majorchallengeaffectingfoodproductioninNigeria.Asignificantportionoffarm produceis

lostduetopoorstorage,transportation,andprocessingfacilities.Financialsupportenables

farmerstoinvestinmodernstoragesystems,coldchains,andprocessingequipment,which

helppreservefoodandextenditsshelflife(Oladipo&Adeyemi,2021).Forexample,the

NigerianIncentive-BasedRiskSharingSystem forAgriculturalLending(NIRSAL)hashelped

manyfarmersimprovetheirpost-harvestmanagementpracticesbyprovidingfundingfor

storagefacilitiesandvalueadditioninitiatives(Umeh&Eze,2023).

Inaddition,accesstoagriculturalfinancingstrengthensruraleconomiesandencouragesmore

peopletoengageinfarming.ManyyoungpeopleinNigeriaarediscouragedfrom pursuing

agricultureduetofinancialconstraintsandtheperceptionthatfarmingisunprofitable.When

financingoptionsareavailable,moreindividuals,especiallyyouths,arewillingtoinvestin

agriculture,leadingtoanincreaseinfoodproductionandeconomicgrowth(Afolabi&Bello,

2020).ProgramssuchastheYouthinAgricultureProgram (YAP)havedemonstratedthat

financialempowermentattractsmoreparticipationintheagriculturalsector,whichultimately

boostsfoodproduction(Ibrahim &Sulaiman,2021).

Despitethesepositiveimpacts,severalchallengeshindertheeffectivenessofagricultural

financinginNigeria.Manyfarmersstillstrugglewithlimitedaccesstocreditduetohighinterest

rates,lackofcollateral,andbureaucraticloanprocesses.Additionally,inconsistentgovernment

policiesandpoorimplementationoffinancingschemessometimesreducetheireffectiveness

(Ezeetal.,2020).Tomaximizetheimpactofagriculturalfinancingonfoodproduction,thereis

aneedforimprovedpolicies,reducedinterestratesonagriculturalloans,andincreased

government-privatesectorcollab


