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Abstract
The role of agricultural credit as a factor of production to facilitate economic growth and
development as well as the need to appropriately channel credit to rural areas for economic
development of the poor rural farmers cannot be over emphasized. Credit (capital) is viewed
as more than just another resource such as labour, land, equipment and raw materials. The
objective of this work is to examine agricultural financing in Nigeria and its implications on
the growth of Nigerian economy using ordinary least square method and quantitative research
design. The study observed that there is significant relationship between agricultural
financing and the growth of Nigerian economy and that the level of loan repayment rate over
the years has indeed negatively impacted significantly on the growth of Nigerian economy.
The result has an important implication in terms of policies that will enhance economic
growth through agricultural financing. We therefore recommend that, having seen that there
is long-run relationship between NACRDB agricultural financing and economic growth in
Nigeria. There is need to increase the level and size of NACRDB agricultural loan through
the reduction of interest rate to allow for more economic development in the country.
Keywords: NACRDB, Agricultural Financing, Cost of Loan, Economic Growth, Repayment
Rate
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1. Introduction
The role of agricultural credit as a factor of production to facilitate economic growth and
development as well as the need to appropriately channel credit to rural areas for economic
development of the poor rural farmers cannot be over emphasized. Agriculture contributes
immensely to the Nigerian economy in many ways, namely; in the provision of food for the
increasing population; supply of adequate raw materials to a growing industrial sector; a
major source of employment generation, foreign exchange earnings; and, provision of a
market for the products of the industrial sector (Okumadawa, 1997; World Bank, 1998; Food
Agricultural Organization, 2006). The agrarian sector has a strong rural base; hence,
generating concern for agriculture and rural development. Support for agriculture is widely
driven by both Government and the public sector, which has established institutional support
in form of agricultural research, extension, commodity marketing, input supply, and land use
legislation, to fast-track development of agriculture and rural economic empowerment (CBN,
2007).
Over the years, the inability of this sector to expand and as well contribute meaningfully to
the growth of Nigerian economy was due to inadequate financing to improve on the situation
that is, facilitating agricultural credit. Also, the problem of rapid agricultural development
in Nigeria indicates that efforts directed at achieving expanded economic base of the rural
farmers were frustrated by the scarcity of and restrictive access to loanable fund. One of the
reasons for the decline in the contribution of agriculture to the economy is lack of formal
National credit policy and paucity of credit institutions which can assist farmers (CBN,
2010).
The role of financial capital as a factor of production to facilitate economic growth and
development as well as the need to appropriately channel credit to rural areas for economic
development of the poor rural farmers cannot be over emphasized. Credit (capital) is viewed
as more than just another resource such as labour, land, equipment and raw materials (Raji,
2008). Shepherd (2002) opined that credit determines access to all of the resources on which
farmers depend. Consequently, provision of appropriate macroeconomic policies and
enabling institutional finance for agricultural development is capable of facilitating
agricultural development with a view to enhancing the contribution of the sector in the
generation of employment, income and foreign exchange (Olomola, 1997).
The low volume of business in the rural areas where poverty is most prevalent cannot
guarantee sustainable business activities to encourage the establishment of commercial banks
to provide the needed finance for agricultural production. Moreover, the cost implication of
processing agricultural loans in the rural economy makes it unattractive for conventional
banks to channel their resources to farming. Although, the commercial banks finance
agricultural activities but their credits are urban based and so small that their impact cannot
be felt in the rural areas where farming actually takes place. Lack of priority attention to rural
population in credit delivery by commercial and other banks in the economy contributed to
the depressed economic conditions in the rural economy, and this situation also affects the
overall economic growth and development of the nation (Bamsisele, 2006).
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The Federal Government of Nigeria established many institutions, programmes and schemes
aimed at providing the financial needs of the rural farmers. The major institutions established
to provide credit facilities for agricultural growth and development in Nigeria were the
defunct Nigerian Agricultural and Co-operative Bank (NACB), 1973, River Basin
Development Authority (RBDA), 1977, Directorate of Food and Rural Infrastructure
(DFRRI), 1986 and Nigerian Agricultural Insurance Corporation (NAIC), 1987. The above
institutions were complemented by the following programmes; Agricultural Development
Programme (ADP), 1975, Operation Feed the Nation (OFN) 1976, Rural Banking
Programme (1977), Green Revolution, 1980, defunct Family Economic Advancement
Programme (FEAP), 1997 and the National Poverty Eradication programme (NAPEP), 1999.
The major agricultural financing schemes were the Agricultural Credit guarantee scheme
fund (ACGSF), 1978 and the Agricultural Credit Support Scheme (ACSS), 2006 (World
Bank, 2009).
In 1986 government deemphasized the direct food production policy and adopted an
integrated approach that combined real sector with rural development. As a result of this new
agricultural development thrust, government established the Directorate for Food, Road and
Rural Infrastructure to construct and maintain feeder road. However, by 1988 government
agricultural policy thrust was directed at providing support services while all aspects of
agricultural production and marketing including input supply as well as agricultural
mechanization were to be handled by the private sector.
Economic growth is the increase in the amount of the goods and services produced by an
economy over time. It is conventionally measured as the percent rate of increase in real gross
domestic product, or real GDP. Growth is usually calculated in real terms, i.e.
inflation-adjusted terms, in order to net out the effect of inflation on the price of the goods
and services produced. In economics, economic growth or economic growth theory typically
refers to growth of potential output, i.e., production at full employment, which is caused by
growth in aggregate demand or observed output. Economic growth is generally distinguished
from development economics. The former is primarily the study of how countries can
advance their economies. The latter is the study of the economic aspects of the development
process in low-income countries, (Wikipedia, the free encyclopedia).
To enhance the provision of the support services in all parts of the country, government
established the Agricultural Development Projects in all state of the federation and
established the National Agricultural Land Development Authority. With the growth in the
number of government agricultural development programmes, one expected meaningful
agricultural output growth, positive change in farm sizes and general development in the
sector over time. Unfortunately, the index of real agricultural sector GDP shows complete
absence of any substantial growth. For example, the growth rate in real GDP of agriculture
between 1981 and the year 2005 fluctuated between –13 and 65.13. The growth rate in real
GDP agriculture was positive in 1982, between 1987 and 2003 and negative by 1983 to 1986,
as well as 2004 and 2005. On the other hand, the index of real GDP for agriculture fluctuated
from 100 in the base year to 98.44 in 1986, from 136.35 in 1987 to 141.37 in the year 2000,
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increased steadily to 165.13 in the year 2003 and then dropped to 71.79 by the year 2005
(Eze, 2010).
Usually several factors can be said to be responsible for the dismal performance of the
Nigerian agricultural sector. Prominent among these factors is the macroeconomic
environment. The macroeconomic environment comprises fiscal, monetary, exchange rate,
income and other policies that are used to regulate production activities not only in the
agricultural sector but in the other sectors of the economy. Unfortunately, macroeconomic
policy outcomes vary greatly depending in part on the policy targets and instruments used
(CBN, 2009).
In order to solve the problem of agricultural financing so as to boost agricultural production
and ensure food security especially in the rural areas, the Federal Government of Nigeria
established the Nigerian Agricultural and Co-operative Bank (NACB) limited in 24th of
November, 1972 as an agricultural financing institution. In July, 2001, Nigerian Government
finally established the Nigerian Agricultural Co-operative and Rural Development Bank
(NACRDB) as an agricultural financing institution to facilitate agricultural production
through the provision of affordable credit facilities to micro, small and medium scale farmers.
The Nigerian Agricultural Co-operative and Rural Development Bank (henceforth, NACRDB)
is the outcome of the merger of the defunct Nigerian Agricultural and Co-operative Bank
(NACB), the defunct Peoples’ Bank Of Nigeria (PBN) and the risk assets of the erstwhile
Family Economic Advancement Programme (FEAP) in 2000. The physical merger of the
institutions took place in 2001 (Mustapha, 2006).
Before the merger, all the three institutions pursued different financial intermediation
activities faithful to their respective establishing mandates. All the three institutions were
owned by the Federal Government of Nigeria. And, while the NACB was established under
the provisions of CAMA, the other two were established by their respective enabling Decrees.
While the NACB was funded through equity and loans, PBN and FEAP were funded through
annual budgetary provisions by the Federal Government.
NACRDB since inception functioned for over ten (10) years in Nigeria as rural financial
intermediary with the primary objective of promoting grass root self-reliant economic
development through the provision of finance and banking services among others.
The capacity of financing agricultural sector in Nigeria would be significantly enhanced
through the provision of NACRDB low interest credit facilities to enable farmers start,
expand and modernize their farming activities and be self-reliant, self-employed, generate
adequate income and investment.
Most governments have constantly emphasized that agricultural credit is highly important
and necessary. All federal governments have come up with their own version of support
services. In this regard, the Government of Nigeria had introduced schemes, programmes and
institutions aimed at boosting agricultural production among the rural dwellers for economic
development. These measures could not achieve the intended objectives because, agriculture
being labour and capital intensive venture requires adequate financing. The study is
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challenged with the problem of ascertaining agricultural financing in Nigeria and its
implication on the growth of Nigeria economy focusing on the Nigerian Agricultural
Co-operative and Rural Development Bank (NACRDB)
The aim of this paper is to empirically examine agricultural financing in Nigeria and its
implications on the growth of Nigerian economy. This paper is organized as follows; section
one is the introduction while section two reviews the empirical and theoretical literature on
agricultural financing; section three discusses the models and methodology while section four
provides data and empirical evidence and the final section which is section five provides the
summary, conclusion and recommendations of the study.
2. Review of Related Literature
2.1 Empirical Review
There has been extensive theoretical and empirical research examining the relationship
between agricultural financing and economic growth both in the context of developed and
developing countries. Rhaji (2008) used ordinary least square method in determining the
impact of agriculture on Nigerian economy. He found out that, the lack of adequate,
accessible, and affordable credit is among major factors responsible for the systemic decline
in the contribution of agriculture to Nigerian economy.
Ayoola and Oboh (2006) examined the effect of agricultural production on the growth of
Nigeria economy. They found out that every segment of agricultural production requires the
availability of adequate capital since capital determines access to all other resources on which
farmers depend. It has been shown that farm level credit if well applied, encourages capital
formation and diversified agriculture, increases resource productivity, size of farm operations,
innovations in farming, marketing efficiency, value added and net farm incomes (Nwagbo,
2005).
Oboh (2008) used error correction model to investigate Farmers’ allocative behavior in credit
utilization in Benue State. The study reveals that the usefulness of any agricultural credit
programme does not only depend on its availability, accessibility and affordability, but also
on its proper and efficient allocation and utilization for intended uses by beneficiaries. In
spite of the importance of credit in agricultural production, its acquisition, management and
repayment are replete with a number of problems.
Awoke (2004) examined the factors affecting loan acquisition and repayment patterns of
small holder farmers in Nigeria. The study reveals that high rate of default arising from poor
management procedures, loan diversion and unwillingness to repay loans have been
threatening the sustainability of most public agricultural credit schemes in Nigeria.
The Nigerian Agricultural Cooperative and Rural Development Bank (NACRDB) is one of
the government publicly sponsored credit institutions established since 1973 (formerly called
the Nigerian Agricultural and Cooperative Bank) to cater for the credit needs of the
agricultural sector. Unfortunately, the performance of NACRDB has been rated low, mainly
due to high default rate by beneficiaries (Zeller, 2001).
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Oboh and Ekpebu (2010) used ordinary least square to examined the determinants of formal
agricultural credit allocation to the farm sector in Nigeria. The study found out that there is
the need to critically assess factors affecting the rate of credit allocation by beneficiaries of
NACRDB. A detailed understanding of these factors may provide necessary information
towards designing a more effective and sustainable credit system that can serve poor farmers
better.
Akintola (2004) used autocorrelation to carry out a study on the role of banking industry in
financing agriculture. He identified banks’ traditional roles to include financing of agriculture,
manufacturing and syndicating of credit to productive sectors of the economy. Credit of
banks to the Nigerian economy has been increasing over the years.
Adekanye (2005) used panel data threshold to examine the role of banks on the growth of
Nigerian economy. The study observed that in making credit available, banks are rendering a
great social service, because through their actions, production is increased, capital investment
are expanded and a higher standard of living is realized.
2.2 Theoretical Framework
The theoretical framework for this study is financial intermediation theory and the link with
economic growth.
2.2.1 Theory of Financial Intermediation
Credit is an important aspect of financial intermediation that provides funds to those
economic entities that can put them into the most productive use. Theoretical studies have
established the relationship that exists between financial intermediation and economic growth.
For instance, Schumpeter (1934), Goldsmith (1969), McKinnon (1973) and Shaw (1973), in
their studies, strongly emphasized the role of financial intermediation in economic growth. In
the same vein, Greenwood and Jovanovich (1990) observed that financial development can
lead to rapid growth. In a related study, Bencivenga and Smith (1991) explained that
development of banks and efficient financial intermediation contribute to economic growth
by channeling savings to high productive activities and reduction of liquidity risks. They
therefore concluded that financial intermediation leads to growth. Based on this assertion, this
study examines the extent to which intermediation or credit to agricultural sector of the
economy has influenced economic growth in Nigeria. This means that a financial institution
can effect economic growth by efficiently carrying out its functions, among which is the
provision of credit.
2.3 Evolution of development banking in Nigeria
Development banks are specialized financial institutions that provide funds for economic
development through equity participation and by debt financing (direct and on-lending
facilities). They are financial institutions, which are set up to provide banking services that
will help in the development of a particular sector or aspect of the economy (Anyanwokoro,
1999). He further stated that development banks are normally government owned institutions
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established for the sole purpose of enhancing economic development rather than for profit
motives.
The major reason for the establishment of development banks is to bridge the gap in the
provision of long term finance for individuals, private and public sectors of the economy.
This reason is found under the gap thesis, exigency thesis and catalyst thesis (Nwankwo,
1980), which focus on agriculture, mortgage, industry and commerce.
The development banks first established were Nigerian Industrial Development Bank (NIDB),
1964, for industrial financing, Nigerian bank for commerce and industry (NBCI), 1972, for
financing the infant industries/commerce, Nigerian Agricultural and co-operative Bank
(NACB), 1973, for agricultural financing and the Federal Mortgage Bank of Nigeria (FMBN),
1977, for financing building accommodation. In 2001, NACB merged with PBN and FEAP
to form the present NACRDB Limited.
2.4 The need for Agricultural credits
Credits are borrowed funds with specific terms for repayment. People borrow when they do
not have sufficient accumulated savings to finance their projects. They also take into
consideration if the return on borrowed fund exceeds the interest rate charged on the loan and
if it is advantageous to borrow rather than postpone the business operation until when it is
possible to accumulate sufficient savings, assuming the capacity to service the debt is certain
(Waterfield and Duval, 1996). Loans are usually acquired for productive reasons; that is to
generate revenue within a business.
World Bank Report (2009) states that agriculture has since the 1970s played a highly important
and political role in Nigeria. Most governments have constantly emphasized that agricultural
credit is highly important and necessary. All federal governments have come up with their own
version of support services, and the vast majority of these programmes and institutions have
disappeared without leaving traces, with the exception of two, viz. the Agricultural Credit
Guarantee Scheme Fund managed by the CBN, and the NACB, which has become the
NACRDB in 2001. The main reasons why these several dozens of programmes have failed,
from the point of the view of the CBN, comprise:
(i)

Lack of adequate skills to deliver services effectively;

(ii)

Unwillingness of conventional banks to support micro enterprises;

(iii)

Paucity of loanable funds;

(iv)

Absence of support institutions in the sector, legal, infrastructure, training, etc.;

(v)
Incompetent management, poor corporate controls, poor credit administration and asset
quality; and Low management capacity of clients.
One might add to this list a few more, such as:
(a) Over emphasis of credit against self-financing modes for small scale farmers;
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(b) Over emphasis on the political connotation of agricultural finance, which has tended to
create, reinforce and cement a perception that such loans coming from government sources do
not need to be paid back;
(c) Over-emphasis on mere disbursement against sustainability, viability and loan recovery;
and
(d) Over-emphasis on quantitative aspects as against qualitative
ones, such as sustainability
of the handling institutions, impact on borrowers, and integration of agricultural finance into
other important development aspects.
In terms of absolute values, the Development Finance Institutions (DFIs) play only a marginal
role in the financial sector. By the end of 2007, the combined assets of BOI, NEXIM, BMBN
and NACRDB were equivalent to 1.4% of the combined assets of the 24 commercial banks,
and the mean assets of a DFI represented 8% of the mean assets of a commercial bank. The
share of DFIs in the entire financial sector has also decreased rapidly over the past decade. In
the case of the NACRDB, its total loans accounted for 0.46% of commercial bank loans in
2006, and this decreased to only 0.19% by the end of 2008. A similar trend can be observed as
regards deposits: total deposits kept by NACRDB accounted for 0.22% in 2006, but declined to
0.08% in 2008 (CBN, 2010).
Contrary to the common belief, the DFIs are the most important provider of credit to the
respective sector. In the case of the NACRDB, its total loan portfolio, including
non-agricultural rural loans, amounted to NGN 14.3 billion as at the end of 2008.
2.5 Nigerian financial system and intermediation in Retrospect
Anyanwokoro (1999), states that “Financial System, means various financial institution
working together to provide the financial services required in an economy”. He further stated
that the Nigerian financial system comprises the banking system, the non-bank financial
institutions, the regulatory authorities, and other financial market participants that play the
role of financial intermediation in the Nigerian economy.
The financial system can further be described as a family of rules and regulations within
different categories of financial arrangements, institutions, agents and mechanism whereby
they relate to each other within the financial sector and the rest of the world (Ugwuanyi,
1997). Emekekwe, (2008) is of the opinion that the development of an efficient financial
system dictates the development of an economy. He sees financial system as the meeting
ground of two sets of economic units that wish to benefit from the sale and purchase of
securities.
2.6 The Role of Agricultural Financing and it implication on Economic Growth, Food
Security and Poverty Reduction
There has been serious argument on agricultural financing as a declining sector in the course
of development in many developing countries; it is still a leading economic sector, the main
exporter, and the major employer, especially for the poor and women. Improved financial
markets accelerate agricultural and rural growth. Financial services assist households in
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maintaining food security and smoothing consumption, thereby safeguarding or enhancing
labor productivity, the most important production factor of the poor (von Braun, 1992;
Heidhues, 1995; Murdoch, 1995; Zeller, 1995; Zeller, 1997; Zeller, 2001). Studies have not
identified any effects of financial liberalization on the price and availability of informal credit
to agriculture (Mosley, 1999; and Steele, 1997). NACRDB cost of loan to agricultural sector
has not been stable since 1990 to 2006, but from 2007 till date, the cost of loan to agricultural
sector has been stable at 8%. At present; Nigerian banks lend less that 3% of their
commercial loans to agricultural sector. In 2005, agricultural lending was only 2.44% of
commercial banks total portfolio, it fell to 1.96% in 2006, 3.11% in 2007 and 1.37% in 2008.
Still yet, most of the poor still live in rural areas because of not having access to agricultural
credit.
Any student of an introductory course in micro-economics, business finance or development
economics learns that access to savings, credit and insurance services can have beneficial
effects on households and their enterprises and therefore on economic growth, and that
microfinance in particular may also contribute to more equitable growth. Access to credit
especially agricultural sector, however, has an economic benefit only if and when that access
generates a broadly defined net economic surplus after having deducted the private and social
costs of loan provision (including the opportunity costs of scarce public funds in alternative
poverty reduction policies).
While the evidence on the impact of credit on household welfare, agricultural technology
adoption, and on agricultural sector growth is mixed, many practical constraints (i.e. time and
money) and methodological difficulties in estimating the impact of a policy or project with a
reasonable probability of error exists. Simple common sense tells us that savers who continue
to deposit money for different motives, borrowers who continue to repay their loans and
clients paying regular premiums for health and life insurance over long periods actually
derive an economic benefit (Oboh, 2008).
3. Econometric Models
3.1 Research Design
Following the lead of Ayanwale (2007), the study employs three econometric models to
achieve the empirical results. The first econometric model examines the stationarity of the
variable by applying Augmented Dickey-Fuller (ADF) test due to Dickey and Fuller (1979,
1981), and the Phillip-Perron (PP) due to Phillips (1987) and Phillips and Perron (1988),
second econometric model examines the existence of long-run relationship between
production in agricultural sector and agricultural financing by applying the Johansen (1988)
co-integration test and the third application of the Error Correction Model (ECM) which
determine the short term dynamics to determine the direction of errors between dependent
and independent variables. To capture agricultural financing in Nigeria and its impact on the
growth of Nigerian economy, the independent variables used are agricultural loan (AL),
interest rate/cost of loan (INRATE), and repayment rate (REPRATE). The production in
agricultural sector was used as a proxy for agricultural output. The data covers the period
from 1990 to 2010.
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3.2 Model Specification
The primary model showing the relationship between Economic Growth and Monetary
Policy Instruments is specified thus:
PAS= f (AL, INRATE, REPRATE)
PASt = β

0

+ β

1

(1)

AL + β 2 INRATE + β 3 REPRATE + µ

(2)

Where
PAS is the production of agricultural sector as a proxy for Agricultural output
AL is the agricultural Loan, INRATE is the Interest Rate, REPRATE is the Repayment Rate,
β0 is the constant term, ‘t’ is the time trend, and ‘µ’ is the random error term.
3.2 Estimation Technique
3.2.1 Unit Root Test
The first step involves testing the order of integration of the individual variables under
consideration. Researchers have developed several procedures for the test of order of
integration. The most popular ones are Augmented Dickey-Fuller (ADF) test due to Dickey
and Fuller (1979, 1981), and the Phillip-Perron (PP) due to Phillips (1987) and Phillips and
Perron (1988). Augmented Dickey-Fuller test relies on rejecting a null hypothesis of unit root
test (the variables are non-stationary) in favor of the alternative hypotheses of stationarity.
The tests are conducted with and without a deterministic trend (t) for each of the variables.
3.2.2 The Co-integration Test
The second step is the testing of the presence or otherwise of cointegration between the
variables of the same order of integration through forming a cointegration equation. The basic
idea behind cointegration is that if, in the long-run, two or more variables move closely
together, even though the variables themselves are trended, the difference between them is
constant. It is possible to regard these variables as defining a long-run equilibrium
relationship, as the difference between them is stationary (Hall and Henry, 1989). A lack of
cointegration suggests that such variables have no long-run relationship: in principle, they
can wander arbitrarily far away from each other (Dickey, 1991). We employ the
maximum-likelihood test procedure established by Johansen and Juselius (1990) and
Johansen (1991) in testing.
4. Empirical Results
4.1 Unit Root Test
The result of the stationarity of the individual variables using both the Augmented Dickey
Fuller (ADF) and Philip-Peron (PP) unit root test are presented in Appendix 1&2. The
stationarity test shows that PAS, AL, INRATE and REPRATE are integrated of order one.
They are integrated of the same order; 1(1). From the above tables, it was discovered that
both ADF and PP with trend and intercept indicated that time series are integrated of the
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same order. Considering the ADF and PP test statistics at 1%, 5% and 10% critical values, it
is observed that test statistics are greater than the critical values. Thus, the series are said to
be stationary at level.
4.2 Co-integration Test Result
The result of the co-integration test which test for the existence of a long term linear relation
is presented in appendix 3. Under the Johansen co-integration test, it is observed that there
are four co-integrated equations. In Johansen’s Method, the eigenvalue statistic is used to
determine whether co-integrated variables exist. Co-integration is said to exist if the values of
computed statistics are significant different from zero. The Likelihood ratio is higher than 5%
critical value and the eigenvalue are found as (0.923778, 0.805363, 0.660859, 0.586713 and
0.227212). The Likelihood Ratio of PAS, AL, INRATE and REPRATE are greater than the
critical value at both 5% and 1% level of significance. Also, the Eignvalues of PAS, AL,
INRATE and REPRATE are significantly greater than zero. In other words, the null
hypothesis of no co-integration among the variables is rejected in four equations. The test
result shows the existence of a long-run equilibrium relationship in four co-integrating
equations at 5% significance level.
The growth of Nigerian economy through agricultural output is affected by agricultural
financing determinants. Therefore, interest rate, agricultural loan size and repayment rate in
the model, changes the growth of Nigerian economy through agricultural output.
4.3 Error Correction Model (ECM)
The existence of long-run co-integrating equilibrium provides for short fluctuations. In order
to straighten out or absolve these fluctuations, an attempt was made to apply the Error
Correction Model (ECM).
As noted, the ECM is meant to tie the short-run dynamics of the co-integrating equations to
their long-run static dispositions. The result of the ECM test for the given data is presented in
appendix 4.
The figures from the ECM are quite revealing. That is, the coefficient estimates of the
constant and explanatory variables have alternated their signs as against the long-run
relationship found in the normalized co-integrating equation. This shows exactly what is
needed to be done in order to absolve the short-run dynamics of relationships. Again, the
significance of ECM (-1) holds that a negative and statistically significant error correction
model coefficient is a necessary condition for the variables to be co-integrated. In this case,
the error correction coefficient is -0.972357. The negative sign of the coefficient satisfies one
condition while the fact that 0.972357 is different from zero satisfies the second condition of
statistical significance. The coefficient reveals that the speed of adjusted between the
short-run and long-run realities of the co-integrating equations is 97.24% every year. Also,
the computed R2 value of 0.899385 which is the coefficient of multiple determinations
indicates that our model satisfies the requirements for goodness of it. The value shows that
89.94% of the total variations in the production in agricultural sector (PAS) are adequately
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explained by changes in agricultural loan size (Al), interest rate (INRATE) and repayment
rate (REPRATE).
Furthermore, the joint influence of the explanatory variables on the dependent variable is
statistically significant. This is also confirmed by the F-probability which is statistically zero.
Equally, the Durbin-h test which measures the auto-correlation of quarterly data is 1.92
approximately. Using 5% level of significance, 3 explanatory variables and 21 observations,
the tabulated Durbin-h test for lower and upper limit are for the estimation.
Finally, the results of the study do provide support for the hypotheses that the size of
agricultural financing has a significant impact on the growth of Nigerian economy through
agricultural output.
5. Summary of Findings, Conclusion and Recommendations
5.1 Findings
This study determines the impact of agricultural financing on economic growth of Nigeria.
Based on the empirical analysis, the economic growth model specification was revisited and
redefined. Error correction model and cointegration were applied to time series data from
1990 to 2010. To assess the impact of agricultural financing on the growth of Nigerian
economy, GDP was used as dependent variable and market and macroeconomic determinant
as a proxy for independent variables.
Based on the objectives of the study and the analysis above, there empirical results were
found and confirms that the level of NACRDB size of loan over the years has significant
positive effect on the growth of Nigerian economy and conclude that the size of agricultural
loan is a good measure for economic growth in Nigeria; that interest rate or cost of loan has
over the years indeed negatively impacted significantly on the growth of Nigerian economy;
and that there is significant negative relationship between level of loan repayment rate and
the growth of Nigerian economy. The implication of this finding is that the cost of loan to
agriculture which has been on the higher side since 1990 to 2006 has not allow agricultural
sector to contribute meaningfully to the growth of Nigerian economy.
5.2 Conclusion
This study set and equally achieved the set objectives. The study also contributes to the
literature on the determinants of agricultural financing in Nigeria and its implication on the
growth of Nigerian economy by using the gross domestic product to examine the
macroeconomic determinants of agricultural financing in Nigerian. From the findings, the
study has yielded empirical evidence and thus concludes that the size of NACRDB
agricultural loan has significant impact on the growth of Nigerian economy; that NACRDB
loan interest rate has significant implication on the growth of Nigerian economy; and that
customers constant loan repayment to NACRDB has significant impact on the growth
Nigerian economy.
From the analysis done in this study, we can conclude that the level of economic growth are
clearly impacted by factors both exogenous and endogenous to the operation of NACRDB,
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this study has focused on highlighting the exogenous factor (like high interest rate on loan,
low lending to agricultural sector and level of loan repayment) which if controlled, are most
likely to have the largest effects on agricultural sector in increasing economic growth in
Nigeria.
5.3 Recommendations
Based on the foregoing research findings and their respective implications, the following are
recommended:
1. Having seen that there is long-run relationship between NACRDB agricultural financing
and economic growth in Nigeria. There is need to increase the level and size of NACRDB
agricultural loan through the reduction of interest rate to allow for more economic
development in the country.
2. There is need to strengthened NACRDB interest rate on loan policy through effective
and efficient regulation and supervisory framework.
3. The regulatory authorities should look into low repayment rate and come up with
well-defined and clear statement that will increase the level of economic growth in Nigeria.
4. Finally, this study also recommends that the government should fight low level of
NACRDB agricultural financing so that it will reduce high interest rate and encourage
investment which will bring development hence, reducing the level of poverty in the country.
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Appendix
Table1. ADF Unit Root Test for Stationarity
Variables

T. statistics

Critical levels: 1%

5%

10%

GDP

-6.745243

AL

Decision

-4.356

-3.595

-3.233

1(1)

-6.702865

-4.356

-3.595

-3.233

1(1)

INRATE

-5.267256

-4.374

-3.603

-3.238

1(1)

REPRATE

-5.0154635

-4.356

-3.595

-3.233

1(1)

5%

10%

NOTE: All variable stationary at first differencing.

Table 2. Philip-Peron Unit Root Test for Stationarity
Variables

T. statistics

Critical levels: 1%

Decision

GDP

-6.7304268

-4.356

-3.595

-3.233

2(2)

AL

-6.7990853

-4.356

-3.595

-3.233

2(2)

INRATE

-5.0578654

-4.374

-3.603

-3.238

2(2)

REPRATE

-4.5615258

-4.356

-3.595

-3.233

2(2)

NOTE: All variable stationary at second differencing.

Table 3. Co-Integration Result
Hypothese

Eigenvalue

None**

0.923778

T. statistics 0.05 Critical Value Probability
16.4698

15.75366

0.000

At most 1**

0.805363

101.1171

69.81889

0.000

At most 2**

0.660859

60.20159

47.85613

0.0023

At most 3**

0.586713

33.18286

29.79707

0.0196

At most 4**

0.227212

11.09252

10.49471

0.2059

Source: E-view 7.0 Econometrics
*(**) denotes rejection of the hypothesis at 5% significance level. L.R test indicates 5 cointegrating equation(s)
at 5% level of significance. Normalized Cointegrating Coefficients: 4 co-integrating Equation(s).
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Table 4. Vector Error Correction Estimates
Variable

Coefficient

Std. Error

t-Statistic

Prob.

RGDP(-1)

2.463680

0.62770

3.92495

0.0000

RGDP(-2)

0.556272

0.624346

0.78965

0.0000

C

257448.5

66019.51

3.899582

0.0018

AL

114.9555

749.8794

0.153299

0.8805

INTRATE

-5606.709

3211.124

-1.746027

0.1044

REPRATE

-0.203038

0.260897

0.778230

0.4504

ECM(-1)

-0.972357

0.244068

-4.034328

0.0002

R-squared

0.899385

Mean dependent

92840.06

S.D. dependent

50503.38

Akaike info

24.51882

Schwarz criterion

24.76615

var
Adjusted R-squared
0.858426
S.E. of regression

var

45497.18
criterion

Sum squared resid

2.69E+10

Log likelihood

-215.6694

Durbin-h test

F-statistic

1.923416

5.986738

Prob(F-statistic)

0.156018

Source: E-View Econometrics 7.0
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