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ABSTRACT
Tbe sfudy'was cdrried out in Imo Stote of ngerio‘
because it posséssed much'of the‘fqvpuroble conditions for
ochieving gogmpnity Banks'* (CBs') objectives; Alcombiho-'
tion of purp051ve, srmple -and strotlfled rondom sompllng

technlques were used

Respondents showed 100% oworenese,of CBs serviees;
CBs paid less attention to igg;gigggnomic?ghgrggjglléiigs ;,
in lgggkgiebgriemgptg_ A 19088%lsponsorship.of‘CB qéri-
business borrowers! investments by CBs was obseryed.
’fRecords‘sbow‘thor'12°83%~of CBs loan portfolio went to
agribusiness, -MUEh of ggéibgﬁig§§§'is still»eponsorgd' )
from personal savings ibdicoting inqaequote'credit supply'{‘
and under-—fundingo Many CBs also aidedldevelopmentol'
.prOJects thus 1mprov1ng the economlc well belng of the

rural’ people.

Regressron onqu51s showed thot net income, loon size
. and age ployed 31gn1flcqnt roles in. loonrrepoyment, whi le
age and Joon 51ze showed negatlve eFFects, net 1ncome hod

positive effect.

A mean difference in the net incomevof CB borrowers.
and non- borrowers wos observed in fovour of borrowers.
- The difference however did not prove StGLlSthGlly

significant.



Cix.

The borrowers were found operctlng on hlgh owners"
.equ1ty/toth capltal ratlo of 80. ]2%e Return per common
share capltal of . #4279.89 to ¥204, 52 invested was a ‘sign
of hlgh profltqblllty owcltlng 1nvestors. leestock was.-

as
identified /the most. profltqble enterprlse,_r

Discrimindnt analysis showed that net income
contributed 94.83% to loan réﬁoyment‘whilé loan sizer
contributed 5.16%. Both exerted positive inflﬁenéesrb
Loan repayment rate was found. high> The peréentqgé or

"grouped"’cases correcily classrfled as good credlt rlsk.
~was 76,924 |

The chronic problems of delay cnd 1nsuff1c1ent luqn.
qmounts were found hindering qgrlbu51ness development
Irregular repayment and 1mproper completlon of forms also

formed part of the loan admlnlstratlon $ bottlenecks._r

Moblllzotlon of more. funds was seen as. the surest T

way .of maklng CBs invest more on agribusiness..
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" 1.1.0

CHAPTER  ONE

INTRODUCTION

-

Bdckground Information

"Ever since, at least the time of'Ricardo“ the
theology of development has emphasized thot'agriculé
tural progress contributes to the growth of the

economy through supply of food stuff ‘and raw

“materials, providing investment funds to non-

agricultural sectors, enhancing the financial

position of farmers thereby increasing their demand

for prdducts from other sectors and by earning

foreign exchangé'through'expdrt or by saving foreign

exchange through import-substifutiona Ricardo viewed -

"the problem of diminishing returns in agriculture as

crucial. He believed that the limitations on the
growth of agricultural output sets the .upper limit

to the growth of non-agricultural sectors and- to

 capital formation (Meier, 1989).

Nigerian ogriculturé had Qﬁtirely been subsis-
tence until the advent of the FoiOnidl administration.
A 'youth wishing to engage in cgribusiness did so
without mohey involvement., He inherited his piete‘
of farm iand, got his cropsﬂby.inheritonce or through

share-cropping. The labour for the farm operations



wés obfoinéd.through labour _e#(chcmge0 The proceeds
were pdrtly consumed by the fqmily'qnd pqrtly givén.'
fbut as gifts, _Some of it wefelexchanged for what

the family'could not produce. Some wefe,ﬁsed‘to

pay tributes to chiefs.,

The British colonial administration monetized
the troditional.qgriculturdl econﬁmy by purchasing
agriéultUral products and introducing taxation
,(Okorie and Umézurike,v1990). When the economy
lbééame'monetized, food items sﬁrpluses.were sold for
: mdnéy;. Money became. the mediumﬁbf exchange. Thellove
for its ‘acquisition deQéloped{ Consequently péople
que litfle;out as gifts and eyen resisted tributes
to cHiefs. Family labour increased.in the farm .
against‘leisUre which‘was.highly indulged in. The
hiring of labour 6utsidé the Fgmily became necessary.
As more and more money were ‘introduced into the-
economy through the purchose of more agricultural
prﬁducts, money came té be used in developing the
economy. As farmers entered the market economy, and
needed more funds to increase.produbtibn, thegneéd for

.credit arose,

Agriculture became a key factor in the economic

growth of ithe nation. Recognising the importqnéé of



oorioulture‘in the food needs of the noiion, oovernment.
in her Fifteen Year Agricolturol Development Policyi
odopted a food first philosophy as the first step
towards self reliance and economic recovery,. A lot’

of qgricolturol development packages were embodied

in thé.pionu Such packages included increased food
'crops and .raw materials prodootion; ahd processing to .

improve taste and shelf lifeiof_ogriculturol:produoe.

+ During the "Green Revolution Programme", an
“ambitious ogricoltural Qrowth rate of 6}6%'nqs
odopfed, ond 7. 27egfowth rate qu”odopted in the
1995ibudget ' Fertilizer subsidy rnmﬁirei as high as
.N?OO 00 per 50kg bag, completion of: fertilizer plants
- was given priority, the provision of“counterport funds
for Agriculturol Development Programme (ADP) ond the
National Agricultural Lond Development Authority
(NALDA) was pursued. The - provision of Strategic
. Groins Reserves with silos was given adequate
attentlon (Budget 1995)., These were to give

ogricuiture its pride of plder

As the volume of money in the economy increosed
portly as- o result of odministering the Southern and
Northern protectorates, and partly as a result of

‘increase in economic activities, the colonial master



"established a brqﬁch of Africdthdﬁking qupdrqtion

. in Lagos. This luter became ‘the British'Bank}of West
Africa (BBWA)‘(Okigbo, 1981), Mohey was given in
ddvqnce'to the whiteman®s produce buying agents to
advance to farmers, thus pfovidiné'the necded credit
for incréased production. The farmers used the money

_to hire extra labour in order to meet up the demand.

With time the need td-estgblish indigenous banks
arose, It was alleged that Nigeridns were discrimi-
‘ndted‘ngihst'by_foreign owned banks who. aided foreign . .-

. entrepreneurs at the expense of Nigerian entrepreneurs.

Consequently the Notional Bank of Nigeria was established  '.

in 1933 and the Afriéon_Confihentol Bank was opened in

1947 among others (Eyo, 1979;-Nwonkwo, 1985),'

The.abiiity to sqve'fhe'genérdfed reQénue_for
investment fqileq among the farmers and other agfi—
business entrepreneurs, a developmenf.which has
persisted till‘ddte.‘”People'spentﬁcll_their seqéon“s'
income on coﬁsumables; only hoping fdr‘qnother'incomé
‘ering the next season. They got involved in merry
‘making particularly during festivities. ”Theée_
festivals were carefully slated for the harvest
‘befist when food and money were plentiful, Aéhebe

(1980), deécfibing the qdcntity:of-food Used:during



such feétivals told the stéry of a man who invited
hi$ brothers, sis%ers, inlaws and friénds to a feast,
He reported thqf'the man Set*such‘afmopnd of foo-foo
~before them tht a visitor who arrived éfter the
~éating parade had started coUld not see his friend
on.the oppoSite'side; until ‘late in the evenlng when
the mound of foo-foo had been reduced. It was then

that they exchanged hand shqke across.

.The scvings.hdbit was ndf:in the peoplé because
there were no reliable financial institutiohs within
tHeif vicinity. Efforts to save with the Esuéu.Clubs
and Thrift Saving Groups failed as they often ekded
up: in lifigations over claims. Saving with rich:
friends and relations also failed. _They often did-
not return the money on demcndu The‘accumulcfion of
capital in any developing'economy reqﬁires'a reliable

financial 1ntermedlary to mOblllZG savings and chcnnel

' ~credit to 1nvestments that can lead to anreqses 1n

cqpltal stock (Meler, 1989).' T“e establishment of
more commerc1ql banks and their branches did not help
-matters much, Okigbo (1981), reported.fhdf‘there were
about eighteen banks, with five hundred.and eighty=

- five branches_nation;wide, yet the grassroot Sanking'
needs were not met. The Rurdl,Banking Programme which

was about 78% supcessful could not redress the situation.



6

.Bohk.distribution stood at 775'£o.tﬁe rurgl areas
- and 1703 to the urban Qreos; a ratic of 1:2
respectively (CBN, 1993).

Table 1.1: Bank Distribution to Rural and
Urban Areas. in Nigeria,

"Bank - ' o | Rural ., Urban
Commeréial - '775, 1577 -
Merchant - - O 126

ifotal- S 775 ] 1703
Ratio - 'iT, L2

Source: - Adaptéd from Table 8.8 on pages -
' 102 and 103 of 1993 CBN, Annual
Report. e

It was to rectify this imbalance that the
. Federal governmen} gave a distribution ratio of
Community Bcnks'ds'2:1't0'rurql cndfurbqh areas .
respeqtively'(NBCB, 1992). Commuﬁity Banking System
is the latest én the‘list of Federal government's
efforts to muke‘banking‘focilities cvcilaﬁle'to the
rurql.comhunities to,incﬁlcqte in them the Habif}of‘

savings and credit mobilization (Babangida, 1990).

The Community Banking System was accoraingly

launched on 31st December, 1990 with the opening of



1.2.0

-~ Alheri Commonity Bank in Kdduhq'State._ The system

was backed up with Decree 46. of 4th June, 1992, The’
decree had retrospective effeCt to 3lst December; 1990.

The objectives of the Communlty BanKlng System among

others lnclude -

= to accept: from persons various types

‘of deposit;

- to provide ancillary baniné services

" .to customers,

- to provide credit facilities to customers.
 vQ¥thout much recourse to collaterals,

- fo operate equity leasing facilities

V designed to ensure access of its

. customers to farm inpufs’(NBCB 7992).

: The decree further stlpulqted two-+h1rd distribu-~
tlon to rural areas and one third to urban areas

(Onuohq,_1991; NBCB, 1992).

A lot of agribusiness-potentials exist in Imo .

State and it is hoped that the esioblxshﬁent of

Communlty Banks will improve thelr performances.

Problem Statement = C s

Among the farming group'of'dgribusiness'men; the

most ‘buoyant period is the harvest time. They have the



greatest p0551ble qmount of income . and food 1temso

In Imo State this™ is cbout the monmn of November

to February. Thls is their perlod of greatest
hapﬁiness and merry making. But soon qftef they

'~recoil-into their.vicioué cycle of poyérty. Their .
‘only-saving; if any qreffor misfortunes -and ceremo-

- nial expenditures (Belshaw, 1959). They neitﬁéfgsuve
for invesfménts nor spend4théif‘monéy'qn durable
property. If they are not attracted fo-buying say

a radio set qf bicycle SOOn-Gfter'haryest,'they are
likely‘fo'Finish_their inéome_od consumables (Bronson,
1?74). Thé‘forming group and ‘some dther_sub-secfofs'
of agribuéiness lack investment capital, Thisvmckés
for llttle earning resultlng in little or no savings

for re- 1nvestment

Lack of savings often does not purely emanate
from low income but from lack of savings facilities.
4If given the motlvotlon and facilities, they should
"at. least save 12% of their income (Zuvekqs, 1979) .

. What he needs for a ‘savings habit is on enabling

economic env1r0nment of low 1nqutlon and nearby -

rellqble financiol institution., The rural commercial . .

banks close to him have urban and élite orientation -
and therefore offer him no ottrqctlona What he needs

is a rural grqssroot orlented bank



Lack of investment fund:hqs‘géﬁerqlly béen
reépdnsible for the slow growth rate ‘of'c:g'rib’us_iness.u
‘This has brought a decline in it; contributions fo
the gross national product (GNP). In the 1950's it
contributed about 60% of all‘eXports ‘(Adeyckunu,
1980), while in ‘the 1980"s it was about 30% (CBN,
1993)1' The:slow growth rate of the food sub-sector
2.5% as against the population growth rate of 3.0% ‘
is a motter'of'grqve'concerﬁ_(Fomoriyo and Nwagbo, -
'1981). In recognition of .the danger posed by this
Situation,'the United Nation and African Heads of
;Sicte'declcfed wof against Hquer and malnutrition,
thréugh increased productivity poliéie§ of the agri;
business sector (Nwankwo, 1981). Nigeria has since
‘ adopted an ambitious growth rqte for: thls sector,
about 6. 67 ‘for 1980-85 Fourth Naticncl unvelopment
Period (Ngoddy, 1990). But this has never been
. achieved. The resultant effect is hequ dependence
on the_imporfatibh'of food items.

One of fhe problems of Nigerian agfihusiness is:
1dent1fy1ng the .real fqrmers who will brlng about  the
required 1ncreqses and channel the dynamlc credit’ to
them. Desplte the critical importance of other factors
'of<prdductioh, the inadequacy of crédit‘is the.single |

‘most important constraint to médernizing agricultural
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producfion in Nigeria (Chidebelu, ]983). 'THe smqll

farmer has had costly static credit from informal

‘houses and this leaves him with little or no income

at the end. All efforts to extend adequate formal
credit to this category!bf dgribu#ihéss men has
féiled heﬁce government®s resort “to novelty banks
with grass;oot orientatioﬁ. Community Bohking system
is one of latest efforts of ‘the military administration

to’briﬁg about grassroot development (NBCB, 1992).

This Sfudy went in to determine how the

Community Banks are solving this grassrcot develop-
.mental problemsqurticularly the agribusiness.sector

throQgh savings and credit mobilization and make

recommendations.

Objectives of the Study
" The b:oqd'objective of the study is to analyse

the credit acquisition and repayment performance of

:agribusineSSVholdings under the Community Banking

~System in Imo State of'Nigéfiqc?

The specific objectives are to:-

., 1 . describe the socio-economic characteristics

of Community Banks agribusiness borrowers,



1
2 deferminé the extent to which Commqnity 
| Banks ‘mobilized funds are used to finance .
~agribusiness, and identify other sources

of agribusiness funds to CB .agribusiness

borrowers,

3 " determiné the factors that moke for loan

repoyméntl

4 compare the performance of CB agribusiness
‘borrowers and non-CB agribusiness borrowers,

.5 - assess the financial position of CB agri-
business borrowers and predict their credit

risk position,

.6 determine the problems faced by CB agri-.
business loan beneficiaries and CB officials
in the qgribusinéss credit administraotion,

7 - make policy recommendations based on the

findings.,

1.4.0 Hypotheses

‘Based-on the specific objectives the null {
hypotheses tested qré:-

1  loan repayment is not influenced by -the

borrowers' socio-economic characteristics,



1.5.0

S 12

2 there is no significant difference in the.
performance of the CB borrowers and non-

CB borrowers,
-3 there is no significant difference in means

between the characteristics of good credit

risk and.bad credit risk borrowers.

Justification for the Study o L

B Imo State is a dehsely.populated'Stdte.. It has
about 450 bersons per km2 (F.0.S,.,, 1993) and qbodt-
0.17 hectares .of cultivable land to a farmer. About

80% of its population live in the rural area

" (Imo B.P., 1986).

" The.rural farmer is very poor (Olayide, 1980;

Meier, 1989). To effectively engage this Lcrgé but

.poor'human resource on the limited land of Imo State, -

"improved technologies have to be acquired through

savings and credit focilities. Since conventional

“banks have failed in this misSion,.if:becbmes‘per—

tinent to study the novelty grassroot_bdnks in their

" bid to salvage agribusiness, the rural economy of Imo

State and the national écbnomy.

Credit availqbility'ha§'b¢eh an age long problém:

of the agribusiness operators. The available informal
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‘institutions have limited funds whlch they glve

out at high costs- which often lecve cgrlbu51ness
vmen worse off. The conventlonql barks and the
agricultural credit schemes have not much helped
"matters. They keep osklng for collaterqls which
the agribusiness man has' not. But it is the bellef
~of the Nigerian govefhmént that the agribusiness.
man's credit problem has some solution: and has,
kept searching. The latest effort in this difection
'is'thé_CommﬁnityiBanking System e§fcblished-to take
care o?”the'credit and dévelopmeﬁtql needs of the
grassroor without much recourse to collaterals.

, Hav1ng operated for up to five yeqrs,‘lt becomes
Justlflable to look into its efforts in sleing;the

long lingering problem.

The_findings of this study will bgnefif the
‘qéfibusinesé,men and tHe Community Banks alike, and
indeed fhg whole nation. The sfudy will identify
fob§tccles to effective loan adminisffqtipn toiagri-”

business and pfoffer solutions. It Qill_étudy the
.performqnce'of'céribusiness projects sponsored by

CBs and.make recommendations for improvements,
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Bans are formal Flnan01al 1nst1tut10ns whlch

qccépt savings'from people who have more money than

~ they presently need, mobilize them into lﬁrger sums

and lend to people who ‘have less money than they

presently need (Olayide, 1976; Dalagaard, 1987) .

A Community Bank in'the words of Ijere (1994)

is a unlt bank for a smoll communlty about. the size

of an autonomous communlty owned and mqnqged by its
'owners and. de51gned to meet. the ‘credit needs of those

lucklng tanglble securlty

Fncyclopaedia Americana in o limited technical
sense referred to agrlculture ‘as the raising of field
crops while the Herltcge Dictionary defines it as

the science and art of cultivating the soil, producing

crops and raising livestock useful to man,

Agrlbu51ness has been varlously defined. The

Webster chtlonary defines it as farmlng and the

business associated with farmlngo Downey (1981) broke
agrlbU51ness into three economlcallv 1nterdependent

sub-sectors of input, farming ond'product,. Cramer and
Jensen (1981) saw agribusiness as a conglohe:qté business..

consisting of farming and the farming industry.

‘Nnadozie (1983) said that agribusiness is a co-ordination -
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of the comhonents of farm supplies, farm production,

produce processing and distribution.

For this_étUdy, agribuﬁinessfis-seen_GS~uny
. actiVity‘of agriculture done in.a busiﬁesé-like
mqnher, and will be used interchangeably with.
agriculture, ' o

The study is limifed-to agribUsinessfsole
prop;ietbrship and general pdrtnership holdings as
vlthey hdy bé'mofé prone to limited investment funds

than other forms of business organisations.

+
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CHAPTER TWO

LITERATURE REVIEW

Importance and Problems of Agriculture

Agridulture'is thé mqinétqy of any developing..
économya It provides food, shelter, .employment, agro-
industfial materials and Foreign exchange (Famoriyo‘
and:qugbo, 1981; . Meier, 1989). Agribusiness is «
vital contributor to the gross national product (GNP).

Asabid (1981) said that cgribusineés cOnstitutes'q very

“important sector of the Nigerian economy and was

dominant before.the 0il boom in the'1970"s;

Table'2.1§ “Sectoral Allocation of GﬁP in Nigerid
for Selected Yedrs (1960-1975) in
Percentages.

Sector o 11960 1967 1970 1975
Agriculture 64,1 55.4  43.5. 28,1 "
0il and Mining - 1.2 4.8 12.2, 14.2
Manufacturing - 4.8 7,0 7.6 10.2
Buildings and Construction 4,0 5.2 6.4 - 11.3
Others : | 25.9 .27.6 30.0 46,2
Total . | ~ 100 100 . 100 100

Source: Abe, S.I. (1981) in Nigerian Small Farmers:
Problems and Prospects, p., 107,
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I,
Agribusinesé is a great contrikuter to foreign
eXchange earnings., but'its_éontributions are on the
~decline (Tables 2.1 and 2.2).

Table,2,2: Value of Agribusiness Export
(Average Volue #'million)

A " 'Average Value -Averogé'Vclue Percéntcge

‘Year - of Agric. of_Total_ ) in

Exports.  ~ Exports - Total

1971-75 . 260.8 3,145.3 . 8.3

- 1976-80 . 408.7  9,093.9 4.5
1981-85 276.6 . 9,335.1 . 3.0
1986-90 1,656.1  47,666.3 " 3.5
1991-92  1,554.8 o 147,677.6 S P

4‘Sdurce{ CBN (1993) Economic and Financial Review
Vol. 31, p. 109. '

.Invigoration of cgribQSQhéss is essential for
ihCreasiﬁg opportunities for the ieduction of poverty
dhd imprqébment of income distribution for speeding
up industriqlizotiqn and fdrlgasihg préésure on
balance of payment. International organisations
récdgnisé the importance of agribusiness hence the
‘ United-Natiohis resolution thatlhuhger and malnutri-.
~tion must be eliminated osnspon as ‘possible and \

certainly by the end of the éeh%uiy,' The World Bank
" Group Qranted‘a loan of moﬁe than US 4400 million for

agribusiness credit schemes in the third world between o
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11948 and 1971, while between 1950 and 1972 foreign

assistance grants and loans issue& by United:Stutes

excééded US 3700 million (Pishke, 1974; qunkwo,'
- 1981). N o
' Okorie and Eboh. (1990), contributing én;the
- issuve said that agribusiness 'is a key' sector in'ony
ecénomy pqrficularly in q‘deQelcpinQ:CQqntfy like
" Nigeria. Ngoddy (1990), saw'N;gerid as a key factor
‘in the African food equation. Through_the‘cctivities

of Marketing Boards betwéen 1947 and 1954 and between
1955 and .1961, %239,829 million and #43.6 million were

" respectively earned for government (Adeyokunnu, 1980).

Beécuse of the importqncé attached to agribusiness;
government  has ihitia%ed a‘nﬁéber of programmes to booét
agribultUrql'production. - Smallholder Héétarcge-cultivc—
~ted recofded'increqses‘follOWing the activities of
National AgricultUrQl Ldnd Development Authority
" (NALDA) (CBN, 1993). There drécnUﬁérous other
. government programmes initiated to bpost“qgriCUltural
production. A few examples‘include,Agriculturqi Deve-
Idpment'Authbrity (ADP), Better Life Programme (BLP), -
Directorate of Food,vRogds:and Rufql Infrustructure
(DFRkI),'the Agricultural Insurunce Corporation,
‘Pedplé”s Bank 6f-Nigéria (PBN) and tHe Community
‘Bankihg System. . a -
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A serious indication of the problem of Nigerian

agribusiness is that the rate of population growth has =~

outpaced the growth rate of the agricultural food 'sub= ‘
sector. The inability of Nigerian agribusiness to.
generate non-traditional cgricultural~prod¢cts in
dbmmercial‘quantities constitutes another prdblemg
;Consequently:the douhfry depends on foreign supplies .
of both food and agro-raw mcterials, importing about
600 million tonnes of wheat, 37%,960'Tonnes of flour
‘aﬁd SQQ;QOO_tonnes of fice in. 1977 (Famoriyo and

' Nwagbo;\1981). Ngoddy.(1990)fcontributing to the
foqd‘situation,reported thaf in 1976 food impérts.wo%
1.4 million metric tonnes of crops and livestock, and
prime food.import; in 1980 was 3.13 million tonnes of

gross supply,-

On the low income to.ogribusiness, Meier.(1989)
rebqrted that bet@een 80-90% of obopt.4OO million
people.in SubeSdHafGn‘African living in rural areas
'survivé on ohnual per.ccpifq income 6f less than
-US $150. Sfill on the low~income to agribusiness,
Olayide (1980) said tht‘evén'though'the income pér
capita rose from #44.85 in 1961 to %187.85 in 1967,
it was not éndugh to'stem;fhe rural-urban migrafion
~of the youtHs;' Thislfurther added to the wofgening

condition of agribusiness.
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ljere (198]) and’ Olotunbode (1990) commented
on the low level capac1ty of ng rian .agribusiness
to sotisfy the food needs of the nation, Population’
explosion Ijere observed has offected shiftiné culti-
vation and’ necessitated the use of fertilizor."The
iotroduction'of the Structural Adiusﬁment Programme;
(SAP) has sky—rocketed the price of fertilizer thereby

increasing further the financial birden of the farmers.

Subsistence farming owing te lack,of,credit

to peasant farmers constitute a problem to Nigerian

agribusiness (Abe, 1981). The under banking of the
Nigerlon economy especially the rural areas and . ‘the

low level of technologicol'éfficienoy are parts of

- the problem to Nigerian agribusiness sector..-

Mohey and the Development of Banking in Nigeria

EQolution of Money and Bankiﬁg

k Money is the stqndard object used in exchanging
goods and services. It is the medlum of exchange and -
is regarded as an item or symbol which possesses high
degree of liquldity' Money greqses the wheel of

exchange and makes the whole economy more productlve

(Baumol qnd Blinder, 1979)
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The American Federal Reserve uses three measures

of money, M1, Mz'bnd MS' M1‘is mbhey used for transac-

‘tions such ‘as coins, currencies, travellers cheques and’

..checkable.deposits of fihdncicl institutions, M2 .
includes M].and smqll_sqvings deposits of sma%l
~denominations. M, consists of all M2=dhdAlqrge

denominations of deposits (Baumol and Blinder, 1979;

- Dalgaard, 1987).

- -In a mqnetized ecbnbmy, pe&ble trade money for
goqu;'“The use of money»in'trdae~t:qnsaction became
necessafyvto serve the reqUi}ehénfs of foreign trade-
" where barter is'not practicable, Service commodities
 were used as mohey. Later,.several pieces of metals
and cowrielshells were used (Okigbo, 1981; Spiegel,
1983). ' _ |

Gold'lotér became the medium of exchange and
Iﬁas'kept in the care of the goldsmith. He issuéd‘
ﬁreceipts to deposifors. Peoplettrdded:for goods and
_services with the réceipts,'ths_cqme.fhe use of paper
money. The.pdﬁer was Fully backed by gold° As the
economy grew, péople needed crgdit to increase
productivity and yield._ The goldsmi{hﬁlenf part of
the gold-depoéif, thus his'receipt; the pdper'money‘
4wqé no longer fully backed. ‘This gavé‘rise to the

fractional reserve banking.. The increase in supply :
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of money'qdickened economic growth by its investment

multiplier effect'(Baumbul dnd Blinder, 1979)

The bank ‘is a flnanc1al 1nst1tut10n used for

. savings and credit mobilizqtiong The.goldsmith

prov1ded the first banklng services, Its most
1mportant functlon was to act as- cn lntermedlcry
between savers and borrowers. The_monetqry policy

of allowing banks maintain a réserve.less-thah the

.cctuql deposits confers on them the ability to create

more money than qctuqlly ex1sts.r This stresses ‘the

. role of banks in economic developmen’r° Community-

Banks were founded to create money for their

communities,

Bank Development in Nigeria

As the Nigerion eConomy'beccme.monetized_qnd
the volume .of money in circula{ion increased, a
branch of the African Bankihg'Corpbrqtion was
establishied in Lagos in 1891 in collcboration with
Messrs Elder-Dempster and Co. In .November 1893.
Elder Dempster took over the bank,aﬁd_ih March 1894

‘it wos. incorporated as the Bank of British West
Africa (BBWA). . By 1919 it had opened up five branches

in ngerlq and one in the Camerours (Eyo, 1979 Oklgbo,

1981; Gbadebo, 1983). The Anglo-African Bank qu
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) established in 1912 ae a resulf of agitations by :

.other European traders inIWest Afrieag ther non--
indigenous’baﬁks'were’clsolfoUnded. With time the
need for indigenous banks aroeeu - The aim ch to

give more‘finencial chilities'to'local ehfrepreneurs
who were allegedly discriminated against by foreign
owned banks. Consequently, qmeng‘others, the'Nationql
Bank of Nigerie Was eethlished in35933 and the -

. Afrlcqn Contlnental Bank was opened in 1947 (Eyo,

' 1979 Nwankwo,.]985)

In response to the radlcql changes in the :
Nigerian financial 'system,: BBWA changed to Bank of
West Afrlca'(BWA) and presently.cqlled the First Bank.
of Nigeria. The British and French-bank_beeqme the |
United Bank for Africa (UBA), the American Ban_chonged
te‘chqnﬁqh:Bank, the Anglo-African Baﬁk became the '
Bank of Nigerico The Coioniql Bank merged with‘some
other banks to .answer quclcys Bank D.C. 0., now Unionb
Bank of ngerlc. Expatrlcte staff quota in all bans:

were reduced in favour of Nigerians.

, As'at 31st December,;1972 there:were 16 bohks
with 367 branches; and 436 branches in 1975. 'By 1978
"there were 18 commercial and‘cooperatiVe banks with

585.branches., At the third and last phase. of the
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Rural Banking Progrdmme;.there were 1,703 . panks'-and -

their brunches (CBN, 1993; Eyo, 1979; Okigbo,ll981).

Development banks were estdblished’to finance
'special projects which commercial banks could not.

Early  development banks established were:-

~ Nigerian Local Dévelobmeht'Boqrd
(NLDB), 1946;. f |

:-- the Colﬁnial DéQelopment.Board
. (cDB), 1949; - N

. the,#ederdl:Loans Board (FLB), 1956,

Eaﬁh succeeded the:pfécéding one (Nwankwo, 1985)}
 The Communify Banks established inA1990 couid_bé
~ seen as developmént banks ﬁhdréed with the develqp—

‘ment of agriculture and the rural areas.

The need for « Central Bqﬁk.tovcmohg>other things.r
cé—ordiﬁaie the activities of Theseibcnks was.highf
+ lighted ihi1952Awhen Dr. K.O. MquiWe, ¢ .member of
~ the H0use of Representqtive;moved o private members
motion praying the House_tolestqbiish a Central Bank
of.Nigeriq.(Eyo,_1979; Okigbo, 1981;'Nﬁanwo; 1985).
“After series . of inquiries the.Centrol Bank was
estqbliShgd on the recommendation of Iﬁternqtionql
qunk f&r Reconstruction and Dévelopment (IBRD) in

1953. ,OnlJuly 1, 1959, the Central Bahk.df Nigeria
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(CBN) was established cndhbecame res%onsible fqr'the
issuance of the First Nigerian Curreﬁcy° In 1962, the
porlty of the ngerlan pound was expressed in terms
of gold and the close link with the British pound was
broken (Olaylde, 1976 Eyo, 1979)

Olayide (1976) stqted the role of ocnklng and
“insurance as the mobilization of surplus funds, ' '
provision.of . liquidity, monetqry control and risk
insurahcei ;The_function_of'bulling‘sovings froﬁ
. milliehs of,indiyiduels and enterprises scaftered all
over Nigeria end.chonnelling fhem to vinle'erojects
is. one of the most critical roles for thch the '

ngerlan Banking system was evolved.,

2.3.0 Savings and Credit Mobilizqtion

2.3.1 SGV1ngs and the Role of Credlt in-
AgrlbUSLness

,,Inyestment in'physicaiiand Huhcn eqpitcl must
be mqtéhed'by_SGvings either from domestic sources or
from abroad if grthh.is»tO'be sesfcined. Lack of

4fdomestic sqvings.efforts‘may,threcten future7receipts

of foreign savings (Zuvekas, 1979).

Individuals may have the'cachity to save but

mqy lack the psychological will if economic climate
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. does ot FaQour sqvihés. Govefnment can encourage
.sqvings through private sector initiative thdf can
make people foregé consumption and save mdre, and by
éstublishing financial institufioﬁ,to mobilize and
channel the funds to pr0dUctive investments on .
attractive terms., Governmeht,cqn also dphieve.
savings thfough direct and indirect taxation
(Zuvekas, 1979). QuotinglArthur LeQiS,‘he said

that no.nation is so'poor that it'could not'sdve

127 of 1ts nctlondl income if ‘it wanted. The prpblém
w1th sqv1ngs he went on, pcrtlculqr developlng
countrles is that qbout 407 of nat10na1 income is
squandered by top 10% of.the lncome,receive_ifsu The
1mqjor savings problem of ThévNigerich smdil‘ugri—_
business men is that of .income distribution. Little

of the national income trickles down to them,

i

Private savings hqy also be'indu&ed by financial
'llbercllzatlon through the provision of positive real
1nteresu.rqtes, control of 1nflqtlcn, market demands,
exchange rate, fiscal andAmonetqry.pqllcy reforms°
Ohuattfcéting sqvings'from sﬁall'farmers and other
'agribusine&s men (Broson, 1974; Belshaw, 1959; Meier,
1989 qnd Zuvekqs, 1979) observed that their propen51ty:
to save is very low. The propen51ty is so much low

thgt if they are not attracted to buy radio or bicycle
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. soon after receiving their season’s procéeds, it is
unlikely ﬁhot th;y wuuld do:so. Savings dnd/o; u
purchase of durable goods could be used as .a yqjd—
‘étick_for u:edit worthiness among small agribusiness
. men. | -

o The qccumulution of capital particularly in
any developing economy requireé-fhe mobilization of
economic surpluses.' Thé-surpluses can be tapped and
d;rectéd'to productive investment channels, The

process of capital mobilizetion, Meier (1979) said,

. involves three essential steps - an increase in

volume 6f savings for investhent; the_chqnneling_of
‘savings to financial institutions where they are

made available to investors and the actual investment
‘by which resources are used to increase sqpifcl stock

through profits from investments.

But instead of sqVing for investhenfg,'Belshaw
(1959) observed that much of the savings of the rural
cgr1bus1ness men is to prov1de G reserve agqlnst
misfortune, burials and reburlqls qnd For encourcge—
" ment of ceremonlal expendl’rureso Some of such

sumptuous ceremonles have been descrlbed by Achebe

7(1980).
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chings couid be gncourqged’fhrough direct
deposits to'coope}atipe‘socigties. Dgily, weekly
or monthly thrifts by groups ‘is another méthdd pf
capital mobiiization. The amount collected m&y-be
‘given as loan to members br'tqken;in rotation,
Indirect savings out 6f¥$qlés préceeds could be
#heckéd.off through coobérotiYes and commodity
bﬂying agénciesg. These help in sévings mobiliza-

tion'espedially_where banks do not exist. -

. Agriculturql credif bécomes'neceésary'since
mdéf.fcfmefs_cchnét save enough.to reihyest.. Many
.thﬁors hQVefcontributéd to the definition and use
of credit;(Adegeye and Dittoh, 1985; Oydtoye, 1981;
‘Belshaw, 1959; Abe, 1981 and Arene, 1990). Agricul-

tural credit réfers specifically to fhé process of
| obtaining control over the use of money, goods and
services for agricultural p;oductidn in the present ‘
in exchange for a promise to repay with some intereét'-
(Adegeye and Dittoh, 1985), Different qgribusiness
projects attract different interest rates. Risky
“ones dtfractfhigher rdtes.. Different ins*itutions

may charge differently too.

.chtdye (1981) submitted that credit is a device .

for focilitdting.the temporary transfer of purchasing
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power from one 1nd1V1duul or - organlsqtlon to another.
It prov1des the b051s for 1ncreased productlon

- efficiency through spec1cllzqt10n of function, It

‘ brings together in a moré'prodUCTiVe uﬁion the
.skllled furm managers’ w1th small financial resources

cnd those who have substcntlal resoyrces but lack

managerlcl Gbllltyo

Belshcw (1959) identified two cgrlculturql credlt
51tuct¢ons, statlc and dynqmlc-cred*fs, cnd said that
credit- enhcnces‘mqueting qnd bulk purchasing, strengthens
'the ablllty of the farmer to dispose of his produce at
perlods of high prices ‘instead of selling at needy

periods when prices may not be as high,

Aiene (1990) stated thdt what a fcrmer'needs
‘more is dynamic credlt to 1mprove hls productlon and
earning cqpac1ty than statlc credlt which mokes him
'remaln the same over the years or -aven wqrsen the.

alréady poor situation.

Finance goes to the root of suqéess of any
_economic venture and .that Nigeriaon agriculture is no
exception (Abe, 1981). He called forfuttention td be

given to the finance of agribusiness by all concerned.

Nwankwo_(1981) said that an important role of

farm credit is to identify'the'céfucl.formers.' He
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'advocatéd reaching them through fdrmersi.cooperqtives.wh

. This group is the tradltlonal farmers who llve in rurql o

areas and form about 80% of the Imo State populctlon.
(Imo BQP.,_1986). Ijere (1981) said that the rural
sector is by and iqrge fhe'producer of the nation's
food c;ops:and therefore needs credit facilities. He
lamentéd over the lack of ¢redit to rural farmers
despite the oil wealth and saw the rural ‘areas as
OliVe:'Goldsmith“s‘Deserted Villagéﬂwhere years and

deccdés pass-dnd the ploée‘remqins largely unchanged.

‘ The lack of small fqrmér loan in Africa
‘constitutes a critical cpnsfraint'fo'the qdoption’of
improved %ebhniques which can increase income oﬁd
enhance rural welfaré (Piéhke,'1975). 0ld farm-'
credif institutions in Nigeria were principolly
ihfqrmal.qnd hqrdly provided enough. A number of
'méfchant money lenders ‘estaoblished themselves as
dominant suppliers of expensive and reétrictive'credit
to agriculture and rurcl trade (Delgaard 1987). Most
ngerlan agrlbu51ness men stort as sole. proprletors

~deriving their funds hecv1ly from personal savings

(Nnadozie, 1983).

Famofiyo and Nwagbo (1981)_sqid thot qgriqulfurcl

finance defives its role from the conception that
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cgriculturql'deVelepment as- @ proceSS‘involves the
--qdoption'by fdrme:s of ‘'new and better fechniques most
of which are purchased et'high cost while few fqrherse
'have_the_finqnciai resourees‘tozdeléool.Agricblturol
credit is one of. the most important input resources
vital for qgriculturql development, There 1is high
demand for credit by Nigerian farmers because capital -
is required fof improvement on land, to purchase or
hlre 1mplements, machlnery, breeding stock, fertilizer,
,seeds, pay Tor lobour and meet up fumlly obllgqtlons.
‘Studles in developlng countrles‘sl ow that effectlvei :
demand is high among village money lenders reaching -
about 75% in some small farm communities (Adegeye and

Dittoh, 1980; Senghore; 1994).

Nwankwo (1981) pointed out thct"qgriculfurci
fihance poliey should focus on rural development as
an 1ntegrql part of agrlbu51ness development and
should 1nclude food productlon, preservqtlon, agro—
processing, 1nst1tutlanal reforms, rural credit and

infrastructural development.

‘Despite the crltlcal 1mporiunce of other factors,
~the 1nadequacy of agrlcultural credit is the single
~most important constraint to modernizing agricultural

~production ‘in Nigeria. The'Nigericn'govefnment :
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~ recognising thé Qa:qmouht impbrtqnée of'cgficultural
credit to Smoll furmers had made‘strenuous efforts to
ensure thqt'odequatéléfedit was qvailgble to these
farmers (Chidebelu, 1983). Other goveinﬁenfs qf West
Africa have recognised thé roie of credit in'cgri—
‘business production and morketing_and.hdvé.establiéhed
a number of special ﬁgeﬁcies to:brovide the credit
(Adegeye and Dittoh, 1980).; Supportive policies and
. finahciné can awaken Africa’s couﬁtryside. When given
chances}_;mqll—scalé farmers in Africa have shown that
,they.ccn be dynamic producér§ e0ger to move beyond

subsistence (qusch, 1994).

Traditional agribulturé may require no credit
but wHén;ogriculture is commercialised and token up as -
business the need for credittqriseg for the provisibn
of Wells; expansion of forms, land improyément, work
on some stock and some equipments= "Credit needs mdy
clsovarise from unfortunate situations of crop fdilure?.
fire or other hazards. For farmers who are close to’
the margin of subsistence, it will become4difficult
to overcome such situations. The saving situation
" will be credit (Oyatoye, 1981). She called for the
estcblishment.df specialized ryral credit institutions.

to satisfy these credit needs, a call which CBs have-
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set out to answer. Quoting_Oluwesqmi‘dnd Alao, she

noted that the low capital requirement and ‘capital

. labour intensity in traditional agriculture pre-

cludes the need for much credlt ‘and that the only

need for capital formation is for land cledrlng and

--construction of simple h0uses¢. Credlt need becomes

acute she went on as techniques cre'modernized and

more equ1pments and intermediate lnputs requ1red

‘ The 1ncre051ng abandonment of bush qulowvng makes

it necessary for the farming sub-sector to procure

high tecnnologiee to overcome the'problems'that will

arise,

Agribusiness Credit Facilities and Administration

To.ensure that lack of credit does not hinder
the prOgrese of-qgriculture; banks were required to

lend a mlnlmum of 40% of total deposits collected from

the rurcl creqs to the people in 1985,. Thls was an

increase compared to 30% in 1984 (CBN, 1985). This

‘was increased to 50% in 1995‘(Bgdgef, ]995). To

eneure compliance to this regulation} nny excess
lendlng to agriculture beyond minimum requ1rement
is excluded from the lendlng ceiling of commer01cl

and merchant banks. The equ1valent.dmount.below the

prescribed minimum is caused to'be-depcsited with the

CBN and this is allocated to NigeriqnlAgriculturdl_and
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Cooperative Bank (NACB) for on-lending to farmers.
(Nwankwo, 1981). said thqt credlt was orlglnally
granted directly to- farmers by commercical and -
'merchant banks. This met.with a lot of problems
and ciédif,qu later channelled through Agficultufql
Credit Guaraontee Scheme (ACGS) to farmers., He dpined
that agrlbu51ness finance pollcy and strotegy in.the
1980'5 be focused on farm 51ze, quqllty and effective

.UilllZGflon of credit.

Methods to ensure some degree of certainty in

loan recovery hqve been devised. These include use of

cooperqtlve~soc1et1es, produce buying .agents, develop- -

~ment projects like the ADP‘and.use of some informal
lenders (Adégeye'cnd Dittoh, 1985) Alexarider and
Scott (1974) opined thct reductlon in the cost of
credit administration through use of" cooperctlve
societies ‘will also enhance loan fecoveryw To ensure

eFfective_Iocn administration and recovery'Imo B.P.

(1986) recommended lowvihteiegt rates to attract rural’

farmers and syggested.thdt modalities for obtaining
lodnslshopld,STrike a balance between safe-guard and

easing the pfocedure for loahs.ﬁ

On loan recovery from small {armers, Bronson
(1974),lamented that credit worthiness'ofvb subsis~"

‘tence farmer is difficult to ascertain, he has little
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or no assets and no personal land but communal. He
suggested that credit worthlness of such people -
_bcould be based on thelr phy51cal preporotwons “to
embark on the proposed cgrlbu51ness venture. A rice
farmer who hqs made his nursery and cleored hls form

could be regarded as credlt worthy..

- Muzorewa. (1974) said thct the spreod of develop-
ment into the rural areas requrres omong‘other things
a -democratic lending behaviour and that failure to'
solve their credit problems will perperdcte theguneven'
distribution of income ih developing couhtries:. He
therefore sOow an urgent need for- rurol credlt 1nst1tu-
tions te undergo a fundamentol change in their lendlng
behaviour. A deliberate effort must be made to develop
a growing stock of marketoblercssets'whlch can be’
pledged asicollqterql-byAformers, he went on.. Lack
-of conventional securities for loans on the pﬂrt of
many rural farmers de51res to be called a nctlonol
delJ.mao The CBs are Formed_w1th the intent of solving

‘these problems.

" The qgribusiness:sector has special problem in
obtaining credit. This arises from fhe relatively
small scalée nature of somé of its operations ‘and the

. instability which characterise these operations.



36

Because of the smallness of operctlons the furmer

does not possess su1tqble colloteral securities
(Oyatoye, 1981). -Famoruyi and Nwagbo (1981) and
.qutoye (198]) spoke further. on the farmers”®
credit'prqblems as low level of industrial
activities, .low incomes and seasonality of production,
‘-Ihéome instability in fdrming affects the attitude of -
the lender and borrower. The result is a feﬁort to
capital ratlonlng and cqpltql rationing 1nH1b1ts

eff1c1ency of resource qllocatlon.

Oyatoye (1981) saw the credlt problem from the
51de of the farmers and From the side of the credit
1nst1tutlons. The traditional farmer she said regcfds
government credlt as ‘the farmer's. shqre of the national
cake, hence the incidences of dlver51on of productlon
loans to corsumption. The tendency to default is there-
fore not a”surp:iseo She reportedlihat Galletti,"
Baldwin and Dina in their study of cocoa farmers in
‘Western Region in 1951-52. observed that 26% of loans
 obtained by‘fcrmeré.were diverted fo non-productivév
purposes, 43% for‘obligqfory purposes, while 31% was
.investedg In her study in 1975 she found buf tht 304
of agricultural credits was invésted_inﬂﬁgricuiture
while 70% wds used for consumptioq_mnd obligatory

purposesg,

Experlence with credlt 1nst1tutlon< has not

.been encouraglng, defaults, scandal, and constant
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reorganisations have militdted'against %heir‘success
and that fhe issJe of cofruption, po1itical-giﬁmicks
which direct ioans to wrong hands of poliiidal ollies‘
and party men cause problems of credit administration,
she further noted. The current Baﬁk Decree is making:

a lot of expositions.,

. Government Aid to Agribusiness

‘Because of the role played By dgribusiﬁessfiﬁ.
the dével;bmentAof the economy, government ottaches
greqt-importcncehto it and has done a lot to:enhance
its.productivity'through favourable monetary and
fiscal policies. Government has attracted and
provided funds for qgricultbral creditf;provided
inputs including improved ;eeds; seedlings andl.
breeding.stock;_estqbliéhed-qgriculturdl research

institutes, universities and depdftmenté oF‘agriéulfu:e;

~and has established other agencies and programmes to

enhance agribusiness eg. Agricultural Development:

Projects (ADPS), National Agricultural thd Development

.Agency (NALDA), National Agficulturql Cooperative Bank
"(NACB), Agricultural Credit Guarantee Scheme (ACGS), to
mention but a few. Government huas also encouraged the

~.establishment of agroindustries. by cllbwihg importation

of machinefy and equipments duty free,
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‘Government has odoptedldiffefent'pricing policies -
- to aid agriculture as occoSions worronted When it qu.
' fashionable to- 1mprove agriculture through price
stoblllzqtlon government 1nst1tuted the Mquetlng
.Boqrds. The board negotloted fovourcb;e srices in the
internotlonal market and at home, it established prlces
fair enough to compensate the farmers" effortsn "The
surpluses the board kept in government coffers for'the.:
development of other sectors of the economy.. wnen it
'became necessary for farmers to have higher prlces for~
their produoe, government abolished Morketlng Boards -
(Dawariboko, ]994).ond'estoblishedACommodity Bod}ds.
ngthis'crrangement, farmers had freedom to sell their
prodicts any where and at whatever price for mox;mum
profit; and to sell their surpluses to the Commodity
- Boards (Ijere,b1981) In modernlzlng mquetlng arrange-
ments, government deregulcted the mdrketlng and pr1c1ng
of ogrlculturol commodltles, In 1989 it mooted the
idea of Commodity Exchange (COMEX) cnd Futures Market
in Nigerioa. The Commodity Boards were finally scrapped
consequent upon the introduction of'SAP (Uduk;_]991);x
To aid agribusiness, government has set op a
. loon/dep051t ratio for ogrlculture and has forced

ailing bhanks to complyo',Compllonce to Loan/dep051t
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'rdfiu-for rural bans was exceeded in 1988.' 15:3%

loan cdvcnces‘agdinst 15% was achiaved. beul loans
and-odvchces»tO'rurol borrowers amounted to #660 |
millionvrepresenting 47;9%-of depositsuhobilized in
‘the rurql areas, This ekceeded 40,19 qchieved in

1987 and a prescribed mlnlmum of 457 (c BN, 1988) .

Government has pursued its loqn facilities fu
farmers v1gor0usly dnd has séen ugrlbu51ness loan
sub51d1es as a legltlmcte cost towcrds developlng the
rural areas. World Bank loan to *gx¢cu¢1ure negotiated
ﬁby gdyernmentvfpr 1988 qmounfed-to_#75.1 million, .Small
qnd;Medium Scale Enterprises Apex Unit uqs.estqblished
. in 1988 to manuge a World Bunk.loqn‘ofoS,$27O million
4 for_On;lehding to'small and medium enterprises iﬁcluding
agro-industries. The volume and value of loans under
| ACGS expanded. A total of 24,538 loans worth #118.6
million was granted, an increase of_51.4% and 16.1%
‘respectively. Mpst‘oflthe_guarqntées were- for smullv
scale beneficiaries whoSé'lbans_uére NS,OOQ.OO or less
(cBN, 1988). _

The operctlonal scope of the Agrlculturcl o
Export Promotlon Facilities. - the Reflnﬂnc1ng and
Redlscount Facility (RRF) witnessed a significant
‘g:owthu- Its total 1ehding.ru;e from #53.6 million in _
1987 to ﬁ552;00.million in 1988 (CBN, 1988). Government®’s
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efforts to 1mprove the welfare of the rurql dwellers
A contlnued There were improvements in ‘rural infra-
: structure —.roqu for trcnsportqtlon of qgrlculfurcl.
1nputs and’ products, water supply for domestic and
<1rrlgatlon purposes,'rural electrlflcatlon for local
agro- 1ndustr1es, and improved heqlth care serv1ces.
The establishment of DFRRI went a long way in
qchlev1ng these. The food crop sub-sector accounted
for 90.9% of the number of loans to agfibusiness and
-85,0% of the value. Supply of high quality seeds end
seedliﬁge‘incfédsed by'9890%vfor.the period (CBN, 1988).
| Anxious-te improve the life-efyle of the reral
maeses,-euccessive éovefnmeﬁfs have adopted a humber
of medsures to extend the mucH heeded capitql‘tp'ﬁon—
_urban dweliers. -SHe has taken steps to encourage rural
banking fhrough the Rurdl'Banking‘Progrcmmei(RBP)/'and
has established the People's Bank of Nigeria (PBN) and -
" the Community Bank (CB) (Nwafor, 1991). ‘Asabia (1981)
said that commercial banks® history ef,lending te
agriculture.is as a result of government persbdfibn.. o
In the 1950°s cnd 1960”5 the banks plcyed elgnlflcant
role in the hlstory of Marketing Boards. They gave
" credits to llcensed buy;ng‘cgenfeg Since the 1970°s

‘their loans to agriculture has been on the increase,
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For the year 1995, government has adopfed a

" number of measuras to achieve cn'qgricultUrdl grbwth
rate of 7.2%. The measyres include the fundlng of

‘non- oil prlme movers of the economy 1nclud1ng agrlcul-

ture, 1ncreased fund qllocatlon, reconstruction of
damaged dams,.contlnued,sub51dy of ¥300 per 5H0kg bug

of fertilizer, the completion of fertilizer plants,

increase in bank credit ollocation to priority' areas

of cgrlculture qnd manuchturlngo A grace period of
loans to the construction of on-farm storoge structure
was 1nqreqsedlfrom 12 to 18 months.' Government
esfcbli%hed Strategic Grcihs Reserves with silos

at differént centres throughout the nation to 1mprove

grain storage and marketlng. Government m01nta;ned

her counterpart funding to ADP and NALDA (Budget, ~1995).

Comhunity Banking System in Nigeria

Origin and Management of Community Banks

Dalagaard (1987) said that the function of the
financial system is to mobilise financial resources
and qllocqte same to the highest returning activities.,

If this functloncl deflnltlon is anythlng to go by,

‘banks would not lend to agrlculture and other rural

activities because they qre not as ‘returning as

commerc1cl and industrial act1v1t1es in the urbqn

areas, It was only by the flscal and monetary ' pollcy
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persu051ons of the government that they are lendlng

at all to cgrlculture.

Successive governments in N19erla have adopted
a number of measures to extend economlc development
.to non—urban dwellers to enhance'profltablllty at the
:-grassfoot, THe establishment of DFRRI is one of the
eloquent measeresg DFRRI in her efforts to help:
'Commenit§ Development Associations (CDAS) identify
“and solve the develdpmenfdi needs of theif rural
communities noticed that non- fulfllment of the
farmers® credit needs by banks was @ big hindrance.
to the accompllshment of their tasks. It therefore
evolved the concept of Communlty Bcnklhg System, «
bank owned and managed.by the people to solve thelr
economic and developmentcl needs (NBCB, 1992). -On
31st December 1990, the first Community Bank was '
lqunched at Alherl in Kaduna State. This is a.
contlnuatlon of previous governmen+"s effort to .
fully monetize the rural communltles. The Rural
" Banking Programme failed to uck*cye.this because it
lqcked the grassroot orlentat;on. The Community Bank
has its missien'os providing bank services to the rural

- people and workihg up their capital base.

The objectives of the bank among otherfthings_

include - to accept from persons various types of .
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depoéits; to_proVide ancillary banking serviees,to
customers; te'prdvide'credit faeilitieS'to customers'v
without recourse to collaterals of conventional banks;
-~ to operqte equlty le051ng facilities designed to. |
ensure access of farm inputs to its customers, to
see to the development needs of its community on

which its success depends (NBCB, 1991, 92 & 94).

To ensure a quicker development of rural areas,
two-thirds of the Community Banks would be located in
the rural areas while one-third will be sited in the

urban ofeqs (NBCB,‘1992).

The sources of funds to CBs 1nclude equ1tu

" capital of #500,000.(formerly #250,000). CDAs must
own not less than 30% equlty,.qnd no individual ehpuld
“own more than 5% of it (NBCB[.1992). Other sources
~include matching grants. As at December 31, 1992
#36 million mqtchlng grqnt hqd been: extended to
Communxty Banks at subsidized rate: Of.50% :edlscouht
" rate by CBN. In April 1994 NBCB disbursed another-
loan of #70 million to 185 Community Banks. More
than ¥92 million naira was disbursed to dbout:242‘
Community Banks between October 1992_end Mdy‘1é94..
"Donotions were also recognised as legitimqte sourees

of income to Community.Bdnks. The governor of Benue
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State donated #50,000 to each'Community Bank in the
._ Srate. The North Eost Arld Zone Development Progromme
pr0v1ded support to five out of the seven Communlty
~Banks in Yobe Stqte@ It'prov1ded them with banking-
'buildings, staff on loan, stc?f troining and super-
vision osﬂwelllos channelling loons throuvgh Community
Bcnks (NACB 1994) Securlng a permanent licence
prov1des onother source of fund It qualifies
Communlty Bdnks to pcrt1c1pote in the NERFUND and
'JAonslending ogriculturql‘prongMme'of the Central
l Bdnk of Nigeriqg' Export promotionql.cctivities at -
home and abroad forms another'reVenue,source'to
Communlty Banks.. Mobogunje (1994) sqid'tht'if
. Community Banks want more funds and foreign exchonge
their comnunltles and customers must work actively for'
it through direct exportatlon of thelr prcduce.
Communlty Banks should therefore cttend Internotlonal
, Trcde Falrs‘to explore home and forelgn markets (NBCB,
1994y, . | I
Ijere (1994).described Trade Fair as a Qeritable

- place for savers, plqnners, investors and others to |
observe ond cppreciate the.usefulness of Community
'Bankso Some Community Banks he went on hqve sponsored
the export of snails to Europe and that NBCB was

liagising with the Nigerian EXport—Import-Bank‘and the
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Nigerian Export Promotion Council for advice on how

Community Bans'cqn stimulate local economic develop-

ment through exports. :

State Association of Commuhity'Banks_were formed
to help communities-iﬁethe state engage in inter and

intra state trades.

To ensure security? cnd'adequafe'use of
available funds, the Nigerian Security and Exchdnge
Cemm;ssion cpbointed'NBCB the registfar of Community
‘Banks; the Chartered Instltute of Bankers admitted
NBCB as her member, the Federal Intelllgence and
Invesilgqtlon Bureau works closely with NBCB, the
Agricultural Finance Deparfment of the Central Bank
of ngerlc and the Afrlcan Regional Agrlcultural
Credit A550010t10n hqve good worklng relqt;ons with
- .NBCB. | |
| The. Community Bank Implementd{ion'Comm;f{eev
(CBIC) wads set up to promote, appraisé and establish
- the CommunityeBdnking System; End to'scfeen all "
applications received froh communities to establieh
Community Bank. The NBCB yds ihaygurated(on July 16,
1991 to take over from CBIC and in addition to train
éommpni{y Bank staff, disbufSe matching grcnfs and

supervise all activities of Community Banks. The Board
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is sefved by a secretariat at Abuja and has financial:
and thinistra{iee departments. The operdtiOnal,
deparfmen}'is backed up by eight zonel offices
-incharge of Community Banké in their zones. One of

" the zonal offices is at Enugu. It coordin ates the
activities of the'Cohmueity Bcnks in some Eastern
Stdfes includiﬁg Imo State. The NBCB is headed by

an executive ehuirmcn, assisted byAa secretory|qnd
fwo_directors. ‘The 2onel offices are headed by

deputyadirectors (NBCB, 1992)e

Directors, chclrmqn and mcnager of each Community,

Barik form the 1nternal manogement committee of each’
bank. .Community Banks a:e to.be owned by three
'eqfegoriee!of shcreholders,'the Community Develee—
ment Assoeiutieni Trqde_Associcfidns and IndiViquls -
indigenes cnd-non-indigenes resident ir the community.
_ Individual shareholders should not be iéss than fifty
persons, o |

. Commuhity banks are to have twozeo:respendent
banks to train their staff, clear their cheeuee and
direct their operutions, For the troln1ng of stoff
'NBCB mandated the Ogun State Polytechn1f 1o orgqnlse
certificate courses for Communlty Bank staff. The NBCB'

delegqtes attended a meetlng of Independent Bankers
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Association of America and toured the.Community Bank's
in America to acquaint themselves with their working,
They observed that there exisfs a graduate school for

Cqmmuhitnyanks‘in United Stotes (NBCB, 1994) .

'The bane of grantlng savings mobilized from
rural nooks and cranies to the vaults of our city
dwellers is a negation of the lqudable phllosophy of -
Communlty Banks observed Abacha (1994), and said that

' it may lead to distress of Community Banks. TIjere
(l994)_;ontribﬁting to the distress of CommUnityngnks
said lﬁaf hon-mobilization of accumulqted savings as

‘credit could equally lead to distress.

2.5.2 " Performance of Community Banks |

lCommunify Banks stand out as the only exceptlon

among programmes initiated.by the millfary cdmlnistra-'
1t10n thqt has really met the yearning of the people
(Ayagi, 1994). The strength of the progrcmme he went
on lay in the equity bcrtibipctidn of_loqolvcomﬁﬁnitiéSu
Records 'show that the gfowth of Comﬁunity Banks was
phenomehal. There was éontinuods increase in the

" number of Community Banks, deposits,»loqns-andﬂ

. advances,‘dssets and liobillties. Community Bans
appear to be the economic salvation of the masses.

ThlS is shown in the rapld trcnsformatlon of a duyll
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~village ecénqmic environment to a vibrant and virile
commercial theatre where major gctors such as farmers,
traders, artisans, market women, prefessionals and

small and medium scale enterprises interact. Community' 
. Banks are dccessible to the largest number of cus tomers -
big and small. . Small dep051tors with less thqn one
hundred naird'dep051ts are not accommodated by
commercial banks but are accommodated by Community

Bans.(NBGB, _.1994)o

Most Communlfy Bonks are already brecking even.
Thelr gross earnlngs increased by 104%, overhead
expenses by 99. 6%. Older urban Community Banks .
' recorded phenomenal increqées in their gross eqrningé.‘
- The deposit base of Community Banks showed that they
~are mopping up large'funds outside the purviéw of thei
NationalgFindhciol system, an evidence‘thqt thé 
‘bhilOSOphy‘of Community Bdﬁking as a veritable instru-
ment of rufdl'economic emancipation has lqrgély been

vindicated (NBCB/ 1992).

"~ As at 31st December 1990 wHen the first CB was
commissioned there were o6nly nine CBs in the country
By June 1994 one thousand ond forty-seven have begun
operation. CBs in the country have recorded a success

story having mobilized 82.25 billibn'debosit from the
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rural pe&ple and having a total cgset of N3.5 billion;.
dhd.N1;2_ﬁillion.having been given out as loans

(NBCB, 1992. and 1994). As at 31st December 1993,
Commerce continued to.uécbunt for the single largest
share oflthegbanks‘ loans and advances{ qécounting
~for 39.5%_ofiit. Agrinsineés ioqn accounted for.
-18,8% of the banks?® outstanding:lpqh"portfolio

.(CBNy 1993). Table 2.3 showqu summary of CBE' loan
Cactivities for 1991-1993. |

Tqble’é.S: Summary of Community Banks Sectoral

Distribution of Loans and Advances

(¥'million) 1991-1993.,

o | 1991 1992 1993
1 Agriculfu;e and Forestry . N/A  23.7 113.3' '

2 Mining and Quarrying o N/A ~ N/A . 3.9
quufccturlvg and’qud N/A 20. 1 62.6

- Processing
4 Manuchturlng and Others  -, NSALE 6,6 54,5

. 5 Real Estate cnd Constructlon N/ A N/A . 43.0.
6 Commerce . : N/A 43,7 224.8 -
7 Transport and Communication N/ A 9.3 48.7
8 Others | |  N/A 28,8  90.9
N/A = Not available,

Source: CBN 1993. Anﬁuql Reﬁorfs and Statement of
Accounts., Table 3.25, p.‘JO

The flgures of loans and ddvances for 1994 increased bv

55% over that of 1993 (Ohaka and Odoh 1994).
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performance of Cemmunity Banks said that although
Cﬁmmunity'Banking System.wds,bdrelyFthree.yeafs old
in,NiQeric, significant achievements have been made
in areas of numbers, éavings mobilization, spread of
banking hcbits;'provision~of_bonkihg services, enhancing -

rural development and fostering éntrepreneurship.

Imo State is the third largest operator of
Community Banks cftef ngo§ and Anambra S{d{es’;
'(NBCBL 1@92). A total of 61 Community Banks a?é now
:oberbtihg in fhe state, making it the second largest .
operator aftér Lagos State (NBCB, 1%594). .THé Community -
Ban.Sysfem has ﬁude some people in Imo State put their
money in the bank which_they had not done before the -
.inception of the Cémmunity Banks. The village' palm
wine tapper who used .to keép.the proceeds of his daily
sales on raffia tops or in mounds, now‘keeps4hi§ money

with Community Bank.

"By 1991 there were about 17 Community Bqﬁkslin
Imo State., To date we have about-61 of them (NBCB,
- Annual, 1994). A number of Community Banks, have
mobilized depesits and are dpplyiﬁg them weil‘iﬁ
comﬁunity developments. The Umuaka Commuhity Bank

granted #200,000 to Messrs Chalaka Invesfments Ltd.
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to establish a water proof follingipluht. It
embqued on rural water scheme. Inﬁabitdntsfof
Umuaka are-today enjoying adeq&ate water supply qs'
a result of #1.1 million-ioqn to Messrs NIDREC
‘Nigeria Ltd. to execute an overhecd water tcnk

It spent #150,000 on grading of roads, N236 914.75
loan'to traders and- farmers and another %100, 000
overdroft.to facilitate the waterproof project., It
has also donated football trophy to the youths of

' the town (NBCB, 1993).

., The Ogbe Community Ban'grdnted loan for the
‘rethivqtibn of a block industry which has been

dormant for seven years (NBCB,A1993).

Ijere (1994) deséribéd'UmuhU Okabia Commuﬁity '
Bank as pérforming very well. It has a string of |
projects, he said qndlfhct i%s equity capifal rose.
from %563,000 to.#3.55 million in one yeor and won
the Communlty Bank award for 1992 for its successes
'in assets moblllzqtlon, llqu1d1ty and'p:ofifabiiity.
In another development, Omuma Communlty Bank was saidf
‘to have purchased four gqs .ovens ond leased to four
of its cqstomers; This has hered them to supply
bread togmémbers of the community. ' The need to

diversify into equipmentiledsing was borne out of
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the bank's desire to dssist customer-bakers to' over-
"come the herculean task of raising credit from

commercial banks (NBCB, 1994). : o e

Despite the success stories of tne'Cemmunify'
Banking System, the system hae its problems and set.
backs. Four years after Community Bans_camefinto
existence with about 1,00Q operating with nrqvisioncl
licence, none has been granted a final licence (Daily

' Chqmpion, 1995)1 This-is preVenting them from plqying
‘thelr mqjor roles in the development of the rural
ureoso The requ1rement that its mcnagement staff
must be grqduutes with six years experlence has been
difficult to accompllsh (thkqh and Odoh, 1994)

This has contributed to the non- grantlng of the .
permanent ‘licence qnd as such none could qualify

for the #100 million giant from the Federal government.

About 100 Community‘Banks, 107 of 1046 proVisienolly"
llcensed Communlty Banks hqve ‘been” reported distressed

(Amcnze, 1994),

2.6.0 Agribusiness Situation in Imo State

Government of Imo Stq{e has come to appreciate
that the long term strategy for the development of
agrieulture'is to shift emphasis to programmes that

S will promote the greatest good of the greatest number
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of people.. ~Since greater populotion of Imo State
reside in the rural areds the development of the
rural arecs is necessarily the priority of govern-4
ment (Imo B.P., 1986). Agrlculture is the dominant
occupation of the rural populetion'qf Ino Statewith
'‘more than-70% of it engaged in agriculture. - Govern-
ment.therefore recognised the progrese of rural

~ development qsahinging on agriculture.

Imo State is one of the smallest states of the
country in landmass but with a high populqtlon dens1ty.

| It has a total land area of about 5;530 km2 qnd a |
populatlon of about 2,485, 499 ﬁeogle, glvzng a

-populatlon densmty of about 450 persons per km2

(F.’_Q.s.-, 1993).

. The high populatlon den lty const tutes a

- cqnstralnt*to optimal development of qgribueiness.

- Between 1960-1970, average lqnd-holding for South
Eaetern.States of Nigeria per:rurdl farher decreased
f:em.1.02.Heetdres to 0.7 hectares and‘finqlly to 0.17
hectaree.- Land holding:in Imo State falls below this
rational estimate (Imo B.P., ]986)0 This argues for
.maximal economic¢ utilization efxavuilable land. The
Ime State rural economy is a subsistenée_dne._ A
vicious cycle'df.poVerty subsists. Low investments'

account for low returns and set limit to level of



54

savings. If inveitﬁent in the rural sector cled be
enhdncpd through credit the vicious cycle of poverty
could be broken. Care. however should be taken to
ensure that credits are not dlverted to ce;em051es

llke burlqls and reburlols° The government recognléed
the vital role credit can plcy in effective utilizqtion
of the scarce land resources to breakAtHe cycle of
~poverty and has adopted o numbef of medsures to
.improve qredit facilities including encourqginé the

setting up of Community Banks'by communities, -

- Despite the land constr01nts, agrlbu51ness 1n
Imo State has a lot of, poienilals.' A number of
arable crops have been 1dentlf1ed to pOSbess good

performance and suitable for commer01cl cultlvqtlon.

‘These 1nclude rice, sugar cane, yam, cassavqlandlmclze.'

‘The trees'identified include Irvinqin exrelsq, Treculia .

afrlcanc, qu01nlu cola and Dacryodes edulis. There

are lots of fishery potentials. About 3 000 hectares
of“swcmp land. are suitqﬁle for fish farming. This is
cdpable'bf‘yielding 12 000 metric tonnes of fish
dnnuclly. The qvallcble fresh water flsherles are
rlvers caqule of yielding 2,000 metrlc tonnes'o{

flsh annvally. ‘Indeed the fish potential is extremely
high. A number of agronbasedvindustries cbound0 Out

of an estimated 388 industries in Imo State, 166 are
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ogro—lndustrles, ond 108 are agro- all:ed Agro-based
: 1ndustr1es therefore form about 70% . of the industries
in Imo State. ‘The Imo State government.owns 2.7% of
the 388.indusfries, private sectorl96%, cboperctive

societies 1% and religious bodies 0.3% (Imo'B.P., 1986);

The stqte government hcs directed its attentlon.l
to the establlshment of more small scale industries
:1nclud1ng cgro—lndustrles.' It has therefore estaoblished
a number of stetutpry-credit sehemes QdminiSfered by the . )
Minist;y of Commerce and Industries. These include'Fundv
for Shall—Scale Industries (FUSSI),-Natibncl Directorcte
of Employment (NDE) Credit Scheme, Agro—Indust;iEl
Developmeﬁt_Fund (AIDF),:Directorafe of Roads and -

Rural Infrcstructure.(DFRRI), Agrieqlturdl Crediti
Schemes and Nigerian Agricultural Credit Bank Ltd.,
all in  aneffort to harness the industrial poten{iols

of the State (Imo Commerce and'Indusfry, 1988) .. ..

There also exists in the State traditional.
f1n0n01ql institutions which encourage savings and
credit moblllzatlon e.g. Esusu or thrift savings
4gfoups, age grades, unions, clubs, church and co-
operative credit unions. Despite the existence of
these credit institutions adequate c:eait has hof
reached the small farmers dnd other ugribusineﬁs

‘proprietors; To further solve this credit and
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savings problems, the establishment of Commuﬁity Banks

has greatly been encouraged by-the state government,

A number of other enabling strategies for
development of cgrlbu51ness and the rural area have
also been adopted These 1nclude a- comprehen51ve
~development pqckcge for form productlon, preservqtlonﬂ
industrial processing, marketing, provision-qf agencies
for'agriculfurcl policy implementations, diversifieqtion
and superv151on of credlt ‘to ensure ‘high productivity

and loon recovery,
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CHAPTER THREE

' RESEARCH METHODOLOGY -

 Study Ared

-TheESthy area is the'present Imo State of

Nigefiau It was part of what used to be the former

| Eastern Reglon in ‘the three and four regloncl

structure of the ngerlan nation. In 1967 in the

twelve state structure, Ecstern Reglon was broken :

up 1nto three Stqtes of- Rlvers, Cross klver qnd Ecst

! Central States. The present Imo State ‘was pqrt of

East antral State. (E.C.S)w On. 3rd Februcry, 1976

:thgitwelve state structure gave way ‘to the nlneteenv

state sfructure.. Consequently, E.C. S..wus broken up
into Anambra and Imo States. In August 1991, the

fifteen year old Imo Stqte was divided into Imo and

'Ablc Sfctes (Imo Commerce and Industry, no.dqte).

"Imo.Stateﬂis‘one of the smallest‘stctes in"

'  :lanquss but with .high pnpulqtion-density'(ImO'B P.;

1986). It hcs a populatlon of about 2,485,499 persons
and g lanquss of 5,530 km (F.O.S,, 1993) . ;Itﬂhqs

. B .o | . '
three agrlcultural zones namely Owerri, Okigwe and s

Orlu Zones, It has twenty-one lpcql‘gqvernment'aréqs"

(Fig. 3.1). Owerri is the mojor‘urbanntown) while Orly

cnd Oklgwe are sub-urban. towns.<3The_rést of the towns -

are rurol communltles.
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' ' Géoéiéphicolly,_Imo Staté.lies in the South

. Eastern part of the equntry;Ain the Tropical Rain
Forest Bélt. It lies'betwéen»latitude 5?10’ and

6°35" North of the Equcfo:;'cnﬁ,betWeen longitude

6°35' and 7°31" East of Greenwich Meridian. It

shares boundriés with Abic'Stéte on the East;

Ahahbra and Delta:States on the West; Anambra State

on the North; and Rivers State on the South (Fig. 3.1).
Sixty46ne Community_Bénks (CBS) operate in the State
(NBCB, 1994). | |

3.2.0 Sampliné Procedure

ImoESfGte was purposively crosen because if is
. prédominantiy rural. It is the second largest operator
of CBs in thefcountry and it is well known . to the -
resedrcher.for,effective.coverdgea
Two of the three dgriéultural zohés were fcndbmly“'
selected, Six CBs were rdndomly selected from_;dch‘
ioné, oné from a local Qovernment area.. Ten agribusiness
operators were rondomly selected-F;pm each commuﬁity |
'whose.bqhk was sampled. Five of them we;e randomly'
Selecféd"f;om a liét of agribusihess borrowers brovided_
by each bank. The other4fivé were-randomly-seiectéd
from the rest of ogfibusiness’mgn‘in the cémmﬁﬁity

through the assistance of an enumerator and a community
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leader. This gave a total of 120 cgrlbu51ness

respondents.

The officials of the twelve sampled banks

formed the bank respondenfs;- This gave a total of

" 132 respondents.

Data Collecfion

Dqto were collected from prlmary and secondqry
sources. Prlmcry datuo were collected through the use
of'twe sets of questlonnalres.. .One set went to agri-
bu51ness holdings while the. other went to bank offlclqls
The agribusiness questlonn01re elicited from respon-
dents information on their socio-2copromic characteris-
tics, agribusiness -types p:actised,firaditioncl and

formal sources of agribusiness funde, knowledge and

use of banking facilities especially the CBs and the

problems encountered in CB loan acquisition and

repayment.

The second set of queétionnaire‘went to the

“sampled banks and were completed by the mangge},

occountant or the cgrlculturol cre.;i officer. It
obta;ned the names of agrlbu51ness loan beneficiaries,
the types of agribusiness sponsored and their profita-

bilities or rates of returns, conditions for granting
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agribusiness loans, interest rates; and rate of loan

repayment among others.

However, nlnety questlonnalres were retrieved

from the agribu51ness respondents, flfty of whom were

CB borrowers and forty non-CB borrowers, All ban

questionnaires were retrleved

Secondary data were sourced by reviewing relevont

literatures on agriculture, agrlbu51ness, banking,

..qgribusihess credit, the opérotions of CBs and fhe

agribusiness situation in Imo Stote.

" Data Aoalysis_

.=0bjeotiyes 1, 2 and 6 were analysed using-
descriptive sfdtistics;'while objective 4 was partly
achieved by descriptive stotlstlcs qnd partly oy test

of srgnlflcance of means., -

Objectlve 3 was reollsed through the use of

'multlple regressron anoly51su

ObJectlve 5 was’ qchleved by - employlng both rJtlo

and dlscrlmlnant analyses. While ratio analysis

assessed the financial poswtlon of borrowers, discri-

- minant analy51s evaluated their credit porentlols.

Differentvfinanciol ratios were applied to determine’

the borrowers' financial position. The financidl ratios

of agribusiness organisation of CB borrowers were exomined.
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The d1<cr1m1nont functlon was further used to clossrfy

borrowers into. good credlt ond bad credit risk borrowers.

Model Specificotion

Regression Analysis

The regression analysis used in measuring 'loan -

repayment rate is of the form:-

Y = F(Xge Xpe Xgo Xy Xge Xgooe)
woerefY,= Loan repayment .rate (%)
S X1‘=(Age of ogrlbu51ness borrower (yeors)
X2 = Yearly net income of- ogr1bus1ness borrower (N)
' X3 = Educational levelv(yeors)
X4.=,quily size (number of persons)
, Xg = Loan size (i) | r .
Xy = Type of agribusiness (dummy variable,
1, for ogribusiness'production; 2, for
agribusiness morketlng)
~e NG Error term.

Usuolly four or more ‘important 1ndependent variables

. are 1ntroduced “in the regressron functlon (Koutsoylannls,.

1992) .-

Choice of Functional Form

Three functional forms were tried in' the computer

regression analysis to ascertain the one that gives the
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" best fit. The'functional forms were:-

i Ordinary - Linear Function

ii,_Semi—logarifhmib'Function : S . |
Y = bo +blogky b,logky + balogky + b,logX, .

+ b5logX5 + bélo.gX6 + e
'i;i',Double logquthmlc Functlon . .
Log Y ;' log na + b1logX1l+ bzlogx2 + bslogx3 + b4logx4
+. b5logX5 + bélogX6 + €.

Test of Slgnflcance of leference of Means

The t—test for the'51gn1f1conce of dlfference in
- the mean net income of qgribusiness'CB borrowers and

agribusiness non-CB borrowers was applied.

Ratio Analysis

The following finqnciql.ratios were applied to
determine the relqtionshiﬁ-betweeﬁ-*He-variobs items’ .
on the financial accounts:-. Debt/Equ1iy ratio, Debt/Totdl
Capital ratio, Equ1ty/Totcl COpltal ratio, Coverage. rqtlo,
iTotql Assets.rctlo, Return on Owners"'equ1ty and-Return
per commoﬁ share‘ccpitdl (Pyle,7w5ite et al, 1980)." The
fo;mulae are fully set  out in.Results and Discussions in

Chapter Four, -
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Discriminant Analysis

The discriminant model is presented explicitly. as -

:Zi = by + b]X1i + b2X2 +oeene + b X3

Where | | :

Z, = the i th individual's diSCrimioonf_scoré |
zcrit.: the critical value of the diocriminont‘score 3
in = the i th individual’s vo;ue of. the jth indepen-

dent variable (as .in regression analysis)

birg= 'the-discriminont coefficiént'for the jth vori_oble°

For the clossrflcotlon procedure, each 1nd1v1duolU

dlscrlmlnant score, Z;, was made a.function of the

independent variables, that is

7y = bo + b.X, +b

'l 'I 2X2 + 0.00. b X o

n"n
For the classification procedure,

ifz, >1Z

1= crit,

, good credlt risk (group II) ond

, the individual, i was c10531f1ed as

if.z; <z

Zcorit. ! the lndLVldUQl, i was clossified as

bad credit risk (group_I).
The clqssificotion.bouodory is the locus4of‘poiht
Ko + wwee + b X . =Z_ . The

(o b nni crit.
exact value of 'the limit of each group ‘for the purpose

where bo + b.X

of clossrflcotlon depends on how much premium 1is otrached

on relative oost of misclassification to the investigator,
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The-cthOFF point wags taken as the mid-point of

and Z(bcd credit risk)

_ L - ‘
- 2(-Zgood credit risk T Zbad crédit risk)’ because

‘discriminant function undlysis assumes equal cost of
‘misclaSsifiéotion (Green andVTull,'1975; Bauer and

' Uordén, 1971; Peters dndeummers,,1968),

Derivation of the Values of the Regre551on
Variables

A”‘The'quges or units of the variables of the
regression model were pickéd'directly.from the

questionnaire or derived from the responses.

Loun'Repqyment Rate, Y (%). This is the dependent

variable of fhe regression model. It was derived by

~dividing the amount of loan pald back by the locn sum

and’ multlplylng by 100.

“amount of loan pald back ) 100
Y = X
AN loan sum : T

:'Age of Agribusiness Borrower, X]'(yearsl. ‘Respondents

gave their ages'ih years and were:direcfly picked.,

Yearly Net Income, Xo (#).  The study set out to

, [N
obtain a time series data for the variable, 1990-1995.

'BUt‘mostfof the CBs were not. established Qntil 1993,

some were established after., Some borrowers got lodns

for some ‘separated and or limited number of years;
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- narrowing the study down to cross-sectional data.

However; a pooled'cro;s—section and time series data
(Kmenta, 1990) for the number of years each borrower

had loan was used to obtain the mean yearly net

inhcome.

1

Yearly net income Yearly gross income -

Yearly ope:dfional cost.

qurly'grbﬁs income qurly”éutputvx rulling
' selling price.

Yearly ope;qtionui~costvﬁ Yearly labour cost n
- | input éoSt + fent +

depreciation,

.Educctional Ieyel,.X3_LX§0rS)- 'ReSponées>were given as
_number of years spent in school.' Educational levels were
deduced on the premise'thqt all things>being equal, these

yedrs wbuld;lead-fo these educational attainments:-

i < 1 year - no formal education:

ii 1 - 6 years primary‘educc{ionA

i1 7 - 12 years secohdqry education .

iv - >ﬂ2uyears teftid;yfeducdtiong

Family Size, X4u This was given as number of people

in the family,

Loan Size, X5‘(N)° This was pickedqfrom the quéétionnairé'y

.as the amount signed in the loan contract. It is supposed -

‘to have embodied the intefest charge.
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Type of Agribusiness, Xé;(dummyivuriable).' For the

purposes of this study agribusiness was divided into.

twoAmajor}§ub—sectors, namely production including the’

primary, 'secondary and tertiary productions of farming, -

prpceséing and manufucturiné'réspéctively. THe other
is the mquefing sub#sep#or'responsiblé_For the distri-
.bqtion and marketing of farm. inputs, fcrm'equipments
‘and chﬁineryg It also includes thé_marketing.of'fqrﬁ
~:pr9duce and agro-products. Production is coded 1,

‘ whilé'marketing is coded 2. Respondenfs_Stdted the
'éspéctg‘of dgristihess they engﬁge in specifying the
main fypeu THe main type was coded.accordingly and

used for analysis.
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CHAPTER FOUR

,FINDINGS'AND7DISCUSSIONS 0F RESULTS

In thié,Chapter data colleEtéd'through the use of

questionnaires, interviews and official records .are discussed

and analysed; descriptively and statistically as the case mqy'

be,

Socio~economi¢c Characteristics of CBs Agribusiness

Borrowers

. The socio-economic characteristics of agribusiness CB

borrowers which may influence their loan.acquisition and re-: .-

payment rate include age, sex, loan‘'size, educational level,
net income, fomily size, type of agribusiness, and experience

in the main agribusiness.

Most loan schemes are revolving.  Their sustendnce

'.depends on the repayment. rate.. Alexander and Scott (1974)

and - Imo B.P. (1986) made inputs on how to improve loan
repayment rate. Improvements in loqn repayment rate could

be ‘achieved by advancing loans only to those who possess.the
desired socio-economic characteristics that make for loan -
repgxmént. 'Theirecognitioﬁ of SQéh-goad credit risk borrowers
cbdld be ascertained by analysing the financial position §f
applicants, and the Qpblibation of regression and discriminant

functions on their socio-economic characteristics.

Findingé indicate that no defined pattern of loan

distribution was observed.  Loans were granted to some
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socio-economic characteristics indiscriminotely. ' Findings
also ihdicote'thot'the people of the study area possess
good repayment qualities as 39 persons or 787 of the Flfty

borrowers have completely repold their loans, while 11

persons or 227 were at various stages of complete repoyment ._'3.

- It is lnferestlng to note that no person showed the tendency

for complete defqult

Age of Borrower

Table 4,1 shows age distribution of borrowers,
classifying themAinto sex,'ronge of Ioon received and
- repoyment rote - Under oge'ronge,'fhe number and percentoge
in ‘each- age group benefltlng from the loan.are shown. The
number of males and females in each age group is also shohnu'

- Table 4.1: Age Distribution of Borrowers by Sex, Range
= - of Loan Obtained and Repoyment Rates

Age Ronge Sex Loan Range (i) ‘Repayment Rate
' ‘Less % o

- 5000- 10001 Above 1-99 100

Years No. % M F. than full _
S " pogo- 10000200001 20000 (No) (No) Repay *

<38 2 4 2 - - 1 - 1 - 2 100.0
30-39° 12 24 7 5 2 4 1 5 2 10 83,3
40-49 20 4015 5 2 5 6 7 4 16 80.0
50-59° 10 20 6 4 2 3 4 2 8 80,0

>59 612 5 1 - S 2 .2 2. 3
Total 50 1003515 6 13 ~ 12 19 11 39

4 - 7030 12 26 24 38 22 78

Soorce: Field Survey Data, 1996. - -

*,Repoyment.

3 500
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"persons 1n each age groyp who have madé part repayment ond

“back occord,ng to its: product1v1ty Gﬂd net 1ncome.
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The number of benef1c1qr1es in.each loan range is shown

accordlng to cge groups. On repayment rate the number of .

full repayment are showna Also shown is the percentage of e'

each age group who hoye'mode complete repaymenf.

‘The table shows that ioon distribution inoreosed along -
with age up to.40—49 years and then decreoeed as the age -
increqsedn .Percentage Full loon repayment decreased .
orogressiQely with age os.showno This suggests that the-

younger ones were more productive and ‘also maintained a high

>degree of moral suasion. Each group therefore may - have pold

[

Sex of Borrower

Loan distribution is more in favour of males than

“femoles;_ The ratio of male to female recipient is shown by

age group. It is observed that there was no female reoipient
in the under 30 years category and only one in'the above 59
years category. This development may be:ottribufed'to'tne‘
fact that at tnese ages women-moy;not be free7or5oopoble-of

carrying on agribusiness on their own as to attract bank

.loons. Under 30 yeors they are controlled by their pGrents:

or‘husbcnde; Above 59 they. may not- be qsvstrong as their

molencounterports to carry on enough ogribusiness to the

~extent of attrqcting productive loans from banks.
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4qurly Net Income of Borrower

" Table 4,2 categorises agribusiness borrower into
different.het income groups; . The number of people and

peréentqge compoéition.in'eaéh group and the category of

~ loan received are also shown. The table reveals no

particulai relationship between net income and amount of -

loan received.. However the net income group of more than

#500,000 had all their loans ‘in the last two categoriesVof:

loah;ianges portraying a pichre of high income,. high loqn;;-

chlé'4.2; {.oan Range Received and Repayment
- Rates by Net Income Groups.

Net Income Range ' "~ Loan Range (N) Repayment

Source: Field Survey Data, 1996,

Rate (%)
. . . —5000- 10001~ 7299 700 % of
. [ <
(%) o Neo % <5000 16000 20000729990 (o) (No) Full.
< 10,000 8 16 2 3 3 - 2. 6,750
10,000-30,000 12 24 ~ 3 2. 7 4 8 66.7
30,001-50,000 .9 18 4 3 . - 2 3 6 66.7
50,001-100,000 -5 10 - . 2 1 2 4 80.0
100,001-500,000 12 24 1 -~ 2. " 6 3 -7 12 100.0
> 500, 000 4 8 L -1 3 1. 3 75.0
Total 50100 7 13 13 17 11 39
% | 100 100 - 14 26 26 34 . 22 78
*Repayment S .
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Ali members of the N]O0,00]_- 500,@00 Het iqdome gfoﬁp“
repdid all their loghs, showing a 100% full repqyment>rate°'
TEe full repayment rqté'of other cqtegériés'of net income
earners are shown. Net 1ncome played an appreciable part
in loan fepcyment | On the overage, income could be said to
hqve dlrectly affected repcymeni p051t1veiy. A line graph

and hlstogram show the trend of full repqyment (flo 4,1).

' Educatlonql lLevel of Borrower.n

| Among the sampled'CB -agribusiness borrowers only one

‘person - hod no formal educqtlon, representing 2% of the sample.~'

o The other forty -nine persons or 987 of the somple had formcl

'educatlon. The number of persons-in: eqqh.educatlonql.group,
their percentage composition of the sampleﬁ_fhe number'and"
percentage that gdt whatever loan rcnge”are shown 6n table  v :?
4.3, | | |

Table 4.3: Loan Range Receipts and Repayment Rates
. . According to Educational Level.

Y < _ ' ' ‘ Repayment
Edqcatlonql Level . Loan Range (#? Rate (7)
, . - | 5000~ .10001~ _ 1-99 100 * 0
Attainment - No % <5000 1000 -20000 > 20000 (No) (No )full
e . Repay
No formal Edu.. 1 .2 . - - 1 - - 1.100.0
Primary v 16 32 2 4 3 7 3 13- 81.3
Secondary " 19 38 3 7 2 7 6 - 13 68.4
Tertiary " 14 28 1 2 8 3 2 12 85.0
Total - 50 100 6 . 13 14 17 11 39
%2° 100 100 12 - 26 28 34 22 78 -

Source: Field Survey Data, 1996. . _ '
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The highest number of loans went td:the secondary educated

people. Loan receipt by other categories are also shown on-

table 4.3.

All the categories of berrewers, formally and nen—‘

formally educated repald whole or part of their loans. The

different levels of educatlon had. some full repayment.. Thls
_decrecsed with hlgher educctlon,lthat is education showed a

.negative effect on loan repayment. This may be attributed to

the fact that a higher educcted person mdy have more invest-

ment opportunltles‘ This. may. ledd to loun dlver31on

'resultlng to low rate of loqn repqyment But the tertiary

"~ educated borrowers repaid more than those of the séeondqry

and primary. levels} ‘This may be attributed to more under-

standing of loan issues and by their level of education

- showed more patriotic attitude{

deily Size oF'Borrower'

" Table 4.4 cqfegorlzes borrowers into three qullles _
of different sizes. The middle group family had the hlghest .
number of loan receipts‘maklng family size to p051tlvely
influence loan receipt up to a‘point before it hud a hegative-
effect. The middle group family is likely to haQe ﬂere
productive middle. aged members who could help in the fomily.

qgrlbu51ness-o The tqble shows the number of famllles

'belonging to each family elze, thelr.percentqge cqm9051tion

of the sqmple;.the rqnge of loans and the number of families

that received each.
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Table 4.4: Loan Distribution and Rebqyment'
Rotes by-Family Size,

.-chily Size = ~ Loan Range (i) Repayment the

No of No of % of 5000~ 10001 199 100 % of
Persons Families Fomllles<5000 10000 20000 >20000 (No) (No )éeééy
1- 5 19 38 2 8 3 6 4 15 80.0
6 - 10 25 .50 4 4 6 11 619 76.0
>10. 6 12 1 12 2 1 5 83.3
Total. - 50, . 100 7 o131 19 11 39
% - 100 100 14 .26 22 38 .22 78

Source;"Field SUrvey'Dcra, 1996.

The table also shows the number of families that pqld

part of their loqn, the number thqt p ¢ ail and the percentqge
of each family group. thqt completely repald her loan. Family
size c0uld be seen to have both negative and positve effects:
on loan repayment,» The mlddle famlly,'lnstead of maklng the. o
highest‘percentuge of full repayment as it made the highest

loan chuisition, had the least percentage of‘full repayment,
That family size has negative or posrtlve effect on loqn :

‘repayment depends on how energetlc and @nterprising members

of each family are.



4,1.6 Loan Size Received

' Téble 4.5; Size of Loan Receiv

'Rdtesu

ed and Repayment

76

- Loan Range (i)

Repqyment.the.(%)

91.7 Ce

- T 1 - 49 50 - 359 100
Amount . (M) o No % ) No ) %. NO % No % o
<5000 6 12 = - - - 6 100,0
5000 - 10000 13 26 - -1 7.7 12 92.3"
110001 - 20000 12 24 - -1 8.3 M
> 20000 © 19 38 421,15 25.3 10 52.6
Total . 50 100 = 4 7 39
% 100 100 8 14 78

| Source: = Field Survey Data, 1996.

Table 4.5 shows loan raﬁge against the number and

percentage of recipients and rate of repayment. . The

repayment rate was further subdivided into three as shown. .

While percentage part repdyment increased with. the

amount of loan receipt, percentage

the reverse order. From the table

has o negative effect on full lddﬁ

and line grabh show how loan size

rate, - .

full repcjment was in

the size of loan amount

repayment. A histogrom.f,' -

affects full repayment
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Size of loan could manifest a hegqtive or positive

effect on repayments The type of effect depends on economic

élimate. If there is

business boom higher loan receipt

should have higher repayment rate all thngs being'equcl,‘

but if there is a business recession, repayment rate may

be in the reverse order,

Type of AgrbesinesS

Tgblé 4,6 Distributidﬁ and Repayment Rates of Loan

According

to Agribusiness Type.

Type of Agribusinéss

Repdyment Rate

;.- Loan'Range (%) (%)

< 5000~ 10001- »  1-99 100 % of

Dummy ,
Variable No "% £600 10000 20000 20000 (No). (No) UL
- _ Repay.
‘Agribiz.Prodn. (1) 32 64. 3 . 10 9 . 10 8 24 75.0
Agribiz.Mkting. (2) 18 36 3 4 4 7. 3 15 83.3
Total - 50100 6 14 13 17 11 39
% 100100 12 .28 26 34 22 78

"Source: Field Survey

Table 4.6‘shows

Data, 1996,

that 32 pérsons_or 64% of the sampled

.. agribusiness CB borrowers engage in agribusiness production,"

while 18 persons or 36% engage in ugribdsiness marketing.

L.oan range distribution to borrowers in this two sub-sectors

of agribusiness are shown on the table. - Also shown are the

number of fully or partly repaid loans. The percentage full

_repdyment-i; equaliy shown,
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Agribusihesshpréduction fully‘rebdid 24 loans or 757_
of its loan portfolio while cgr1busxness murketlng Fully
repq1d 15 loans or 83.3% of its loans. " Type of agri-
business in this study seems not to hqve much effect on
loan repayment rate., It is possible that either could
the a higher repayment fote depehding‘on the trend of

business at a particular period.

4,2.0 Sources of Agribusiness Funds

Intraduction

| Agfibusiness operators:hove différent qus of
sourcing fund- for thplr business. These'inclqde formal
and lnformal sources. While some of_suph avenues dare
‘known qnd_open to some agribusiness men others are not,
The avenues may include personal savings, friends; rela-
tions, traders, money lenders, thrift saving groups (Esusu),.
clubs, unions, qodpéfqtiVe sdcieties,ICOmmerciql banks,

loan agenﬁies, Peoples Bank of Nigeria,vCQmmunity Bans‘etc,

4.2.1 Comhunity Banks' Loan to Agribusiness in Imo State

;Communﬁty‘Banks“ mobilized funds are given out as
loans. and advances to eight sectors of the ﬁqtional economy.‘
nqhely Agficulture and Forestry}.Mining and Quqfry, _
Manufacturing and Food Processing,:quufqéturing (Others);
Real EState; Commérce,1Tron$p6:t and Cbmmunication, and

Others (NBCB Form 4OO,IAppendix I); - Agribusiness sector
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in the schédule is covered'par%lQ'by-Agriculture and
Fbrestry/»Maﬁufacfufing and Food Processing,.both of
which are agribusiness production, Agrib;siness

marketing is covered in .general Commerce.

Table'4,7:shows the totql and agribusiness production
loan portfoiiaiof the sampled CBs in Imo State. The table
shows the tdtql lqan.portfolio of each-gqmpled bank; the
amount of money, the percentage dohfribUtion‘and the yearly . . °
average'lpqn to agribUSiness producticn. for the period
under review. The mean percéﬁtcge contribution was.

obtained as 8.21%.

Tab19.4.7: Community Banks' Loan to Agribusiness
) - Production in Imo State - (1993-1995),

Respon—lTotal'Loqn Loan to % to Agri- Av.Yearly Av.Yearly

dent Portfolio Agribiz. biz.Prdn. Loan Port-Loan to Agr’
CBs (#) °  Prodn(i) (%) folio (¥) Prodn: (i)
1 46716606 1017215 2,18 15572202 339072
2 3537082 352779 9.97 1768541 176390 - -
3 28708734 3922185 13.67 . 9569578 1307395 .
4 - 573387 449860 © 7.85 1911129 149953
5 13760469 559314 4,06 4586823 186438
6 14305966 605000 4,23 4768655 201667
7 2922876 450713 15.42 1461438 225357
8 - 7096184 2201800 '31.02 2365395 733933
9 10249794 644566 =~ 6,29 - 3416598 214855 .
10 - 8857460 2650800 29.94 . 2952487 883933
11 3518184 545094 . 15.49 1759092 272547
12 - 24951815 587594 2.35 8317272 195865

Total/ 0358557

Mean

113986920 x= 8,21

Source: lNBCB Zonal Office Enugu, 1996.
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From toble 4,6 the rdtlo of ogrlou51ness producvlon
and agribusiness marketing proactices were obrolned as 16: 9
respectively,  Following the sqme,rotlo agribusiness marke-" -

ting loan from CBs is coloqufed as<

Agribiz.Prdn, _ 16 §igﬂé:
' Agribiz.Mkting. 9 T ix
. x = 4.62%,
where . x = ogr1busrness morketlng.

’. Agribusiness percentage. sponsorshlp = agribUsiness
productlon percentcge sponsorship + ogrlbu51ness morketlng
percentoge sponsorshlp, thot is

8. 2]% +. 4 627 12, 83%a

Thls compores w1th an eorlrer report thot ogrlculturol
loans occounted for ]8 8% of CBs outstondlng loan portfolio
(CBN, 1993). The 12,83% is thus below the average national
performooce of CBs. This is not expeoted in q_stoté with'u
»suoﬁ number of CBs and such number of,rorol populace at
which CBs ore,supposed to‘torget. .

4.,2.2 Communlty Banks! Rote of Sponsorshlp of
- Borrowers' TInvestments

CBs have vorledly sponsored borrowers” J.nves’cmen‘cs°
Some were badly sponsored some fairly, some ell and others
over—sponsored following -the ratio of loan sum to investment

‘'sum. . The rates of sponsorship'ore'shown'on table 4.8.
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_Table 4,8 Percentage Sponsorshlp of Communlty Banks
R Borrowers! Invéstments and Thelr Rates of.

‘Reprmeht .
: Rate of Repayment (7)

gercentcE§ ?O Oft 1-99 100 % of part % of full" Remarks

ponsorship - lnvest. (No) (No) Repayment Repuyment ‘ S
1 - 30.4 27 2 25 7.4 92,6  Padly

. : ) , _ ' . . _ sponsored.

30.5 - 60.4 12 . 4. 8- 33,3 66,7  fairly "

60,5 -100.0 5 . 4 20,0 80.0  well "

. >100 . 6 4 2. 66,7 33,3  over "

' -Soufcéﬁ fFieid Survey Data, 1996.

L As it were, it Qaé the.bddly sponsored projects whiéh‘
made: the highest full fepayment,of 92.6%, while the over
| qunsoredAfUlly-iepaid only 33.3%. The percentage ‘of full

and part repayments are shown for each category of spo.néorshipe

h - The badly sponsored group.who made - ne hlghest full
repayment may -have ‘sourced fund from other avenues espec1qlly
personal sqv1ngs,-dnd in an attempt to be good customers to
earn further CB sponsorship made 1mpre351ve repayment OVer
sponsorshlp must hcve led to dlver510n of loan fund resultlng

to poor‘repayment.

The fifty sampled CB borrowers altogether invested the:
sum of N]O,209,614 CBs sponsored these investments to the
tune of #2,029,200, a 19.88% sponuorshlp, table 4,9,
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Table 4.9: Investment Funds of Fifty Agfibusiness
‘ Community Bank Borrowers,

No of Sum_ CB  _Owners' Average Av, Owners' Av, CB CB %
Invest— Invested Loan. FEquity Investment  FEquity Loan Spon-
“ments’ '»(N) (#) (3#) ' (#%) o (R). (#) sorship

50 10209614 2029200 81804]4'204192g28 163608,28 40584 19,88

Source: Calculations from Field Survey‘Dqtc,,1996;

The table shows the total cnd average amount of money contributed
by borrowers to thelr 1nvestments and those by CBs. The 19.88%

,sponsorshlp shows a badly sponsored prOJect by our cla551flcqt10n
on table 4 8 - ' N

4,23 - Awareness of;CommUnity Banks® Services

‘Owing'fo the fact that adequate business funds do not
‘redch'most of the graesrbot egrlbusiness men despite the so
far implemented Rural Banking Programme, government.in 1990
set up a nerlty'grassroot bank, the Community Bank to fill
the flnanc1al gap.. The problem of CB -ever since has been to
create .awareness qmong the bus1ness class including the
agribusiness men. Table 4.10 shows awareness of. CB uct1V1t1es

;

among the ninet y agribusiness respondents.

- Table 4.10: 'Respondents“ Awareness of Commqnity—ﬁcnkS“
Services., - '

No operating

‘No aware No of No granted account - No not operating
~of CB CcB cB . vith account with
Services Customers_ Loan Other banks any bank
No 90 66 50 81 9 |
£ 100  73.3 55.6 . 90 . .10

Source:" Fleld:Survey Dafo,_]996;
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" All the respondents clqiMed.knowledge of th§ exiéfenté.fq

. of CBs ‘and their sérvicéé; that ‘is qi1007 qurenéSsgﬂ This'

agrees W1th the statement of the Central Bank of Nigeria
boss that CBs have achleved a good spread (nguma, ]994)
Distribution of CB services enjoyed by respondents: are’

shown on table 4.10." Fifty persons-of 55.6%.of the ) |
reépdndents-or>7508%'of CB.éustomérs”received loan from

CBs. 'Eighty—dne pefsons7or 90% of the re"pordent5~enjdy’

banking services. - Only nine. persons or 107 have no access

to banks. This 1mplles some more work for rBs to extend

banihg'serv1ces to them.

Other Sourcns of AgrlbUSLness Funds to Communlty

Banks'! Agribusiness Borrowers

’Table 4.11: thér Sourcés of Funds to.CB'

Agrlbu51ness Borrowersy.p

Friends Thrifts/ Coop ‘Mer~ Unions

So;rcz qf' Pgrs?nal and Esus Socie-chant/ and -~ PBN
rune Gylngs Relations SUSU ties Dev. Clubs
L €@ = ' R Banks :
No Benefiting = 43 5 4 4 f“ 2: o3 ':1
% Benefiting ™ 86 . . 10 .. & 8 4 . 6 2

SSurce: .Field‘SUrvey Ddta, 1996.

Table 4 11 shows other sources of funds to CB qgrlbu51nesst

borrowers. It is observed ‘that none of them borrowed from any -

‘Commercial Bank or money lender., It could be .they hqd softer -

loan conditions in CBs compared to the stringent conditions .

of commercial banks and money lendeis'since all of them only
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borrowed from CBs. This vindicates CBs-as the emancipators

ofidgribusiness;holdings;

_ However, forty—three personsfbr 86% of the bdrrowers
had to cugment their investment funds from personql sav1ngs,

showing hequ dependence on the mecgre scv1ngs of some

small holder ogrlbu51ness men., " This results to gress under-

funding of the sector. .Other sources of funds are as shown

on the table.,

_ Analysisdof Regression Results

Introduction

Mulfiple regression analysis is ' a method of measuring
concurrently the.effects bf several independent variables on

the dependent varioble (Schroeder, Sjouist et'cl 1990)

" This was applied to loan repqyment to see how the chosen.

independent varlables QFfect loan repaymen+ 1nd1v1duqlly and -

vcollectlvely°

Functional Form of Best Fit

| Of the three models tried, the doubleilegarithm'Was' .
preferred because it proved'the most wglid, - Even though the
R2 wds low, F-test proved it valid, since nidh R2 is not the
sole determlnant of validity of «a regre551on model (Schroeder;

SJoqu1st et al, 1990).
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Both double and semi'logarifhmicff@nétiohs5wére valid
but the dduble~log;1Qas prefe;:ed_becauée its'infercept of
791345 in « loon_ﬁdMinistrdtibh'modéI implies that at the":
Qorst!of loﬁnAdeFault, 7% of'the_loﬁn must be'repcid;'wh;le.
the intercebt of semi log, 25301826, implies that at the

- worst 253% ofifhe loan must'be_paid back. The latter.is
not very poséible in loan administration wher= the-téndency“‘
“to default is.qlwqys there (Oy:a.'t'o"ye,‘1981).u Table 4,12

shqwéathe results of the three functional forms.

:'Toble‘4,12; .Regréssion Resultsvof ‘the Functional ‘

" .Forms. >
Functional Intercept =~ 2 . 0" p"2 s g. 5.5, * M.S.
Forms (Constant) :

Linear S A : .
function 119.3118 0.1549 1.3134 0,03790 21,86734 3768.203 628,034
Y = X.) | T A ,
1 .
Semi-log. o .o _ . ' L
- function 253.1826 0,3314 3.5561 0.2384 19,4466 8068719 1344,787
'(Y=Var.Xi) o , ‘ e

Doqblé;log o , S ' E
?;g;?;f” 7.1345 0,3193 3.3623 0.2244 0,3407 2,341 - 0,390
Var.X. ) o g o . o

1 ) ) T

2 P . .

R = .Coefficient of Determination

. R™% = Myltiple R
S.E.= Sfandard Error ’ Lo e

S;So= Sum of Squafes
- M.S.= Mech Squares _

D.F.= 5egr¢e'of Ffeédém ;,(6,43);' _
~_Source: Cbmputed from Field SUrvey Data, 1996o
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Test of Significdnce of Deﬁble Legarithmid'Fuhcfion

"R Square'(Rz) The‘R2 was 32%, show1ng that chonges in the

1ndependent varlqbles account for 327 of the varlqbllltles

Lin the dependent variable., The other 68% was attributable

to error term or the non- 1ncluded varlables. R2 was not
high, but F—test‘valldqted the model since high Rziis not

the sole determinant of validity.

F-test. The F-tabulated was read at 6 and 43 degrees of
' ,Freedom’qs 2034&>v3ihcé F-qalcuiated, 3.36:>F5tqbulcted,‘
"2.34; the null Hypothesis”fhof the'Hodel'is nbt significant

is'rejecfed . The statlstlcal 51gn1flcance of the model was

therefore qccepted and used for anqu51s.

Test for Pdrqmeter Estimqtesp'.The parameter estimates were

tested.at'0.01, 0,05 and O.10e1e9els of probability, ' Table

4,13 shows tHe ones'thot are signifircnt'cnd those‘thaf are

, not. These are the most commonly used levels of tests

(Lewis-Beck,. 1990)

~The independent variables which included age (X]>,

net inéome (Xz), educational leVel‘(Xs),’fqmily-size (X4),

‘loan size (X5)}'ahd type'of.qgribusineES (Xé) of.the

borrqwef were regressed on thevdependent variable (Y) ond

the following results were obtained, table 4,13.
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Tqble 4;T3:» Reéression'Results of fhe Iﬁdependent

Source: Computed from

Not significant,

Variabiles, '
Independent Regression . Standard T-Value Level of
Variables Cbefficient Error ' e Significance

X, -0.5213  0.2267  2.,2300 0.05, 0.10

X, 0.0681 0.0302  2,2550 0,01, 0.05, 0,10 . -

Xy -0.0577°  0,07997  0,7215 N.S.

Xy 0.0437 0.1121 . 0.3898 - N.S. |
Xz - -0.1456 . 0.0409 3.5600 0.01, 0.05, 0.10
X, 0.0670  0.1434  0.4672 NS,

‘ fInfercept,'bé = 7.1346
R? = 0.3193
Fecal. , -~ = .3.,3623 ~
NoS. . =

‘Field Suivey Data, 1996.

From tqble 4u13;ihdependént vqricblevx1; age of

borrower; X2, net income and X5, loan size were found-

signifiéant leading to the rejection of their nuil:

hypotheses that they had no sighificunt effect on 'the

dependent variable, Y.

Variables X

g educational level;

'X4; family size~und'X6, type of qgr;bUSiness'were found

to have no significant effect on the varicbilities of the

dependent variable. Their‘nbll.hypdthéses were therefore

retqined.
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~Es%gbiished Regreesion Line, The regression line was

‘established as:

+0.06811ogX

fog ¥ = 7;1346-0.52-1_3109x1 2_0.0577;§gx3+o.o437logx4
S.E = (0,2267) = (0,0302) ~ (0.07997)  (0.1121)
;fo.ﬂ4éélogx5+o,o¢701ogx6 fﬂ. o
| (0,0409) (0.1434)
| SoEO'.= _Standqrd_Error
. N = 504(sqmpieleize)'
R = 0.3193 | |

F-Cal.= 3.3623.

The regre551on line thus disagrees with the addltlve

: property of multlple regression (Lew1s Beck, 1990) and has

become one of fhe exceptlonql cases,

Effects of the Independent Variables (Xl) on

. loan Repayment (Y)

Some of the rndependent Qoriables affected loan repay-

ment differently.

Age of borrower-(x1)s”

Age of borrower had- harginal COntribu{ion of -0.5213
on loan repayment,'w1th an inverse relaticnship.’ This agrees
w*th the finding on Table 4.1. The table shows loan repayment

decre051ng as age incredases, ThlS is in agreement ‘with a.

priori expectation. A young man starting life and sourcing

money for business repayé his loams t0- his banker: so as to be
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able to borrow cgaiﬁ for7reinVesEmentQ But cs‘he grows
older aﬁd.qccumulqtes his own capital, hé may tend to be
less concerned about, 105h repqymént since he coulﬂ do
w1thout further loan. This diffefs from hrglers“.
statement in 1975 that "the pay of f probability of an
appllcant who 1is flfty years is twice as nqu as that

whose qge is twenty flve years"

When =ubjected to a t-test of significance, dge’ was
found 51gn1f1cant at 0.05 and 0,10 levels of probablllty
leadlng to the reJectlon of the null hypothe51s that age.

"~ has no 51gnlflcant effect on loan repayment. The result

"obtalned is 1n line w1th earlier work by Arene (1990) and

Mejlehq (]991)

Net Income(Xz)

'Net income éhowed d positive felationship'with loan "
repayment rate. It has a marginal cohtriEution of O. 0681
'Thls agrees with a priori expectlon as observed by Arene in
1990, As one has more dlsposqble income the better: plqced
one is to repay one’s “loan if moral sausion is anythlng to
go by. This agrees with the fihding on table 4,2, Even |
" though repayment decreased from ‘the first income group to
the second, it thereaFter 1ncreased progross ve1y to the
fifth income group before it decreased again to the: last
group. - On the average loan repayment increased as income

“increased,
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When subJected to’ test of 51gn1flconce, 1t was . found
highly 51gn1f1cant at-O Ol 0. 05 and 0,10 levels . of pro-
babilities. Thus it has very . hlgh contribution to repay-
ment rate. The null hypothe51s was therefore rejected and

the alternatlve accepted.

Educationql Level‘(X3)a

Educqtionql level had a'mcrginel conffibution on
loan repayment rate follow1ng a regre551on coeff1c1ent of
-0.0577. Its negatlve 'sign-is in line.with expectaflons
- as beople W1th higher education have more avenues.For ‘
inVesfments wHich could:result to diversion and loan,def_c:ulfu
Thls agrees with the flndlngs on table 4 3, whele people
with no formal educatlon had more full renoyment than those
with primary education; and those with primary edueatlon
had more than those wifh secondcry education. But the
tertiary educated borrowers repcld more fully thqn those
of primary and secondary educational levels. Thls could
be attributed to .the fact that their Higher educaticn may
have made fhem more-reeponsible'citizens.qnd heﬁce'more

prone to4keeping'to loqn_qg:eementq
Test of statistical significgnce proved its estimate

nen—significant_at the three le?els of probcbility leading

.to the retention of its null hypofhesisq
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Family Size (X4)

A marglnul contrlbutlon of O 0437 was made to-loan
repayment by fqmlly size. The sign =7 the coefficient - was
positive suggesting. that loan repayment increased qlong the,'
same line with family size, This.depends on the,situctioh:n.
in the family, 'If family.members are hroductive, size will
show posifiVe response, otherwise it shews negative, Table

4.4 ehows both negdtive and positive.responsesu

The test of 51gn1f1cqnce showed that Famlly size made =
no statistical significant. contrlbutlon to loan repayment.
" The null hypothesis then remained valid.

Loan-Size (x ) o

Thls showed a marglnal contrlbutlon of -0, 1456 to
qun repayment. It had a t-value of 3. 5600 whlch provea
highly significant at the three levels of measurement’
'commphiy used. This agreed with earlier findings of
Arene (1990) and Mejieha (1991). It however showed a
negatiye relationship, show1ng that os loan size 1ncrecsed
repaYment moved in the opp051te dlrectlon,' The results on
table 4.5 egrees'hith-the'eXpectetibns'ofAthe ;egre351on
result, ' | g |

But loan size could hcve a. negetlve or p051t1ve
effect dependlng on. the economic cllmqte. If there is

boom, profltqblllty will be high leading to high loan”

repayment, ceteris paribus. If there is recession,



93

profitability:begomes low leading tc negative qftitude

to repayment.

' The null hypothesis that loan size -has no significant

effect on rate of repdyment was thrown out. B

Type of Aéribusihgss (Xé)f.

" This variable marginclly contributed 0.0670 to loan
repayment rate, with a.non-statistical significance. 'The';"
a priori eXpectqtion of the régression showed a posifive
requionship,i This might not qbply'Strictly in practical
_____ "life as either COUld'be_positivé or negative at different
times.v.Table 4,6'showed little:difference in,tﬁeir full
1”repayﬁéht rates as to warrant sigﬁificqnt di_fferenéen
The null hypofhésis‘could be accepted with some

reservation.

4,3.4 Summary of Test of Hypothesis ' o L

Table 4.14: Summary of Tests of Hypotﬁesis on Loan
o Repayment Rate for Independent Variables.

, ) . Level of . :
HypothE§lS | Significance Rejected
1 Loan iepdyment'rate is not affectéd '
" by age of borrower = . -0.05, 0,10 . . Yes
2 Loan repdyment is not influenced 0.01, 0,05,
by the net income of borrowers . 0.10 : Yes

- 3 Educational level is of no signi- _
ficance. to rdte of loan repayment N.S. : No
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Table 4,14 (cqnt;)

: . Level of ~
Hypqthe51s Slgnlflcqnce Rejected'
4-'The size of the family does not. : o
influence loan repayment : NS, ~ No
5 That loan size does not cffeci ' .-0.01, 0,05,
loan repayment rate . 0.10 - Yes
6 Thqt type of agribusiness has no . e .
- effect on loan repayment - c "N.S. No

Sources; Summary of Statistical Regression Tests of
- Significunce of Field Survey Data, 1996.
The flndlngs qbout 51gn1flcqnce and non- 51qn1flcqnce
of the 1ndependent VGIleleS contrlbutlng to loan repayment.
are summarised on table 4,14, The null hypotheses of the.

varlables thqt made: statlstlcqlly 51gn1flcant contr;butlons

'

‘were rejected, The probability levels ai which they were

significant are specified, Those variables which made no "

statistical cbntribdtions'hqd‘théir null hypotheses qcceptedt':

Performance of Community Banks Agribusiness

Borrowers and Community Bcnks Agribusiness
Non-Borrowers

introduttion

Thn performcnce of CB agrlbu31ness borrowers and non-
borrowers were compared° The comparison was based on thelr

mean net incomes (Tuble-4.15 and Appendix II;°'
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Table 4,15: Total and Mean Net Incomes of the Fifty
SR Community Bank Agribu51ness Borrowers
and the Forty Communlty Bank Agrlbu51ness
Non-Borrowers.

Agr%—' Total Net Mean Net Sta?dqrd . Lo o

business » Devia- : T-Value D.F. -
, Income (%) Income(i#) .. A

Group o . . tion

sg “8 .. 11195402 223908.04 629972.240) | N
rr wers . ' . . ) .-l°35 . 88

- 40 Non-CB 3370513 84262.83 1868439476) | |

BorrowerS" ' )

:Sourpé Computed Total and Meqn Incomes of CB Agrlbu31ness

‘ Bcrrowers and Non- Borrowers from Fleld Datq, 1996

Pércéntage of Meon Performance:,

'f'The bercentqge of the mean net income of the fifty CB

borrowers over that of the forty CB non-borrowers is

. established, .
Mean Net Income of 50 CB.Borrowers: = ﬁ223908.04 _
Mean Net Income of 40 CB Non-Borrowers = ¥ 84262.83
Mean difference of borrowers oyer ﬁon— . _ ‘ .
borrowers ‘ = N139645,21
Percentage Mean Performance = 'j39645¢21 - 100
S 78426283 % "1

i

165.73%

Test. of Significance of Means

A tetest'stotistic.of.significcnce was conducted on the -

mean net incomes of the two sets of agribusiness operators at -
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a t-calculated value of 1.35 and 88 degree of fréedom(tdble-4;15)qt
0.10 level of éigniffcance;‘ The t-tabulated was read,

t-tabg 05, 85 - 1,658

Since t-cal, 1.35 < t- tab, 1.658, we hold the null
hypothesis that there is no significant difference in the
mean net incomes of the CB agribusiness borrowers and non-

borrowers. -

However a significdnr difference was notiredvat OQZQ
- level of probqblllty ' . : |
';m;pﬂy.il*i- t-taby 1o, gg = 1+289 /. | o
o HrSiﬁpe t-cqla,.1.35ﬁ>‘t-fqb; 1.289, we reject the null .
hybofhesis that there'is<no significant differehéé in the
means of CB agribusiness borroWers.qnd non-borrowers.df 80%‘
confidence interval. o | o

4,5,0 Capital Structure and Credit Risk Position of_r
" Community Banks Agribusiness Borrowers

Introduction

| The history of institutional credit administration =
in ngerlq has not been impressive wHeq evaluated on
repayment basis (Arene," 1993) The 51tuatlon crlges from
wrong assessment of financial p051t10ns and poor methods of
selecting borrowers. To 1mprove ‘the repqyment p031t10n, the

_fqulty qssessments have to be redressed
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4,5,1 Financial Ratios

The flnonc1al position of an 1nd1v1duol or groups
of 1nd1v1duals or compqnles is obtained from flnon01ql
records or statements of occountsg: The financial stote-
ments are analysed to determine ‘the overall’ position and
to_find out certain fihonciol'ospects such as earning
prospects and debt paying obility orvcrodit worthinessc
Flnqnc1al statement analysis requlres that the relation-
ship- between items or groups of items be hlghllghted
(Pyle, Whlte et al 1980) '

In thls section the f1n0n01al position of the. flfty
agrlbu51ness Community Bank borrowers’ holding is .examined.
A number of .assumptions made in order to effect the analysis’

1nclude -

the fifty. agrlbu51ness borrowers formed a

general partnership holding; _

- the company had 40,000 ordinary shares worth
approx1motelv N204.52 each, '

~ interest charge on the loan sums was in- bullt
‘in the stated loan qmounrs, .

~ the compooy had a-single capital structure,

hdving only commoﬁ_shares,lno preferred

shares. and no bonds. -~

‘Financial ratios were applied on the following

information found on the company's statement of accounts.
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sﬂown on table 4,16 for the purpose of cssessingxthe

capifcl structure,

Table 4,16: Company's_Sources‘cnd Uses oF:FundsA(ﬁ)

Creditors’ Intereéf Opera- Net G.o R
Equity Charge ~ tional Income .Ticzme
(Loan Sum) (214)  Cost ' =0

8180414 2029200 426132, 110209614 11195402 21405014

. Owners’®
Equity’

Source: Cd;culations~From‘Field Survey Data, 1996.

LeVeruge Ratio. The following_leVerdge ratios were applied

‘to the company's capital. structure.

(i) 'aDebt/EQUity Ratio

= Creditors’ eﬁuity .x 100
Owners® equity

= 2029200 100
© Bi80414 T 1

= 24.81%
(i1) | vDebt/Totdl Capitqlqutio

= Creditors' equity N x' 100
. Creditors'+4+Owners’ equities o

" 2029200 100
10209674 X T

il

19.88%

. The lower the two ratios, the better for the share-

holders be;duse:mOSt of the prbfit~goes to them as dividends.

RS RGN AN T S R e S B R TG A e Ty T

ey g e S RO T T
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(iii) Equ1ty/Total Capltql Ratio

= Owners' equ;¥y - - 100
' .- Creditors® 4+ Owners® equities

‘= 8180414 100
- 70709614 1

= 80.12%

Credltors like to see ngh proportlon of this rctlof'
beccuse ownersU equity acts qs a cushion in absorblng’

losses”qnd ensures high repayment rate of creditors® equity.

(iv)f‘r'vaerage ‘Ratio’

= Income before tax and interest charge x 100-
Interest charged i . 1

Net income + Interest charged « 100

Interest charged . 1
. 11195402 4 476132
426132 X 1%9
= 2727.21%

,This-méaspres the extent fo which income genercted.
covers tax and interest on loan. THis compqhy is on tax
holidays and liable to né tax. The higher the ratio the
more secure is the credltorsU equity and the hlgher ‘the
leldend of shoreholderso It showed How many times the
income realised covered the interest on ldqn°\ Tt sthed
mdnagément”s’cchbility to utilize investment funds

effectively,  .
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b  Rate of Return.L> The ratios assess the returns made on

investmeht items,

(i) Total

Asset Ratio

Net profit after tax (and interest chqrge) 100
Total CGpoGl investment : 1

11195402 100
- 70209614 ¢ TT

109.67%.

The company had more - thun 1007 proflt

(11) Return

on Owners Equ1ty'

| Net proflt after tax {and interest charge) . 100 

:Owners® equity , , h 1
11195402 100
§180414 . ¢ T

136.86%

(iii) Return per Common Shaie-Cépital o

Before

Net income -
No of common- share capitdl

11195402
40000

N279.89

performance is Fianly assessed, the amounf'A

earned is- compqred W1th the earnings of - other such companies:

in the snme 1ndustry. It could be compared t6 a generally
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set standard for the indus%ry'or-that seffby the eompany
probably'ot a base year., It helps investors to deeide
the company on which to invest for maximum returns. It
is usually quoted in. the weekly stock market report for

pUbllc companies,

4.5.2 . Discriminanf-Analysis

Because of the qulty mefhodslused in selecting
borrowers, d'lot of defaults have been noticed. It
therefdfe'becomeszneCessqu_to adopt a more efficient

"méthod whlehvwillldlserimlnqte between good ‘and bud-c;edif
risk borrowers with greater preclsion. This is foend in
discriminant analysis, CHurchill (1976):definedfdlscrimi—‘
nant analysis as a linear combinqtion'of-independént
varigbles that maximally differeﬁtiqtesbeTWeeh and among
groups. | | '

| The set of socio- ecoﬁomlc varlobles studled and
dlscrlmlncted are age (X ), net 1ncome (X ), educatlonal
level (X ), famlly size (X4), loan size (X ) qnd type of

agrlbu51nees (X ), as in regression arqusxs.

_ The agrlbu51ness borrowers were groeped into two.>
Eleven persons who repaid less than 100% of tHelr loans
were grouped I, .bad credlf r:Lska Thirty-nine who repaid
1004 of tHelr loans were grouped II, good credit risk
(tdblev4,19 and Appehdix ITI).



102

Test of Siqnificonce for Developed Discriminant Model

The developed model was subjected to statlstlcql test

of significance.,  The results are presen+ed in taoble 4.17.

Table‘4.l7: Results of Statistical Test oF_Significonce
" : for the Developed Discriminant Function,

Canonical Correlation -~ = ,0,3171851
Wilks® Lambda - E— 0.8993936
CHi—Souare (Calculated): : £ 4,7716
Degree-of Fteedom (d.f.) A l ' = 6

3.43

I

Chi-Square (tobulated)o-75 6'-
) o 9

Source: Computed from Field Survev Dalo, ]996;

.The low canonical correlqtion'coefficient'of~0.3171851H'
and the high Wilks' Lambda of 0.8993936 indicate that the
Adlscrlmlnont function developed does not’ prov1de sufficient
information for measuring credlt rlsklness of ogrlbu51ness
borrowers. However the calculated X " was found 51gn1flcdnt
at 75% level of probability, thus rendering the function |
" valid. Since X2colu, 4,7716 > X tab, 3.45, the null "
rhypothe51s that none of the dlscrlmlnant vorlobles made
519n1flcont ‘contribution to credit worthlness of ogrl—.
business borrowers is thrown off - The developed dlscrlml—,
'Jnant functlon can therefore be used to dlSLrlmlnte between

good and bad credit rlsk borrowerso
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Contributions of Individual VcriableStfo the Model. The‘ 

greup centroid for group I was 0g6]703'and group IT was
-0017404. "This means that the higher the coﬁposite score
of qny-qgribusiness,man,'the higher the probcbilify that
he will be clossified credit worthy or otherwise, The .
estimated Functien for the agribusineseimen using stepwise
_discriminant analysis and their percentege contributionsh~
to the model « dre.shoWn on tqble'4 18.

' fanle 4.18: Coeff1c1ents of. Independent Vquqbles “and

their Percentage Contributions to the
Total Discriminant Score.

‘Mean : % Con- . f

Varidbies Ceefficients difference - Product o tribution o

X, 0.74019 491609 3.6388406 . _ N.S.
X, 0.68535.. 225852, 28 154787.86  94.83
Xq ~ =-0.39635 . 0.81818  .0.324856  N.S.
X, . -0.13431 ©0.13986 ~ 0.0187846  N.S. -

X 0.38555 21862,005 8428.896 5.16
X -0.31037 . 0.,0979 0.0303852  N.S.
' N.S. Not Slgnlflcant

Sonrée{_ Computed from Field Survey Datc, 11996,

The coefficients of some of the variables show,fhot

some‘que boSitiVe effects'(%able 4,18). Net 1ncomeA(X2)
had a p051t1ve contrlbutlon of 94,83% to the model This
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means that as net_income increases, the chances of becoming -
good credif_risk inctreases for the qgribueiﬁess man. Loan-
size (X5)‘hqd e‘bositive.contribufioh<of 5.16%, showinge'
that as size of loqn,increases,-the qiedit worthiness of
3,’X4 qnd Xg had

negative coefficients, shoWing that as- their values

the borrower increases. Variables X

increase, the chances of the.borrower'being credit werthy'e
decreases; However their contrlbutlons to the model were
statietieally non-significant. Vqucble X1 had no SthlS—:
tical s;gnifibanqe but had ‘a p051t1ve‘contr1butlon.' This
- finding agreee:with Altima's ‘stand qsiquoted by Orgler
(1975) that financial ratio vdriqﬁles,are better discri-
minaters. \
The percentage of "grouped" cases correctlyvqlqssified
(Pcc) was 70%; table 4019,

Table 4.19: Classification Results of Estimated
Discriminant Function.

Actqql“Group: ,EZSZE ‘ 1Prgiiszéd -AMembership
-\ R S

R R & 7 . 4

Bad credit risk o ‘ A .63.6% :3604%.
2 - 12 R S

Good credit risk 28.2% 71.8%

Percentage of "Grouped" Cases: Correctly C10551— .
- fled (Pcc) ' - : ‘ . ' 70.00%.

Sou;ce:' Computed from Field,SQrvey Daota, 1996.
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ff the>bercentoge of "grouped".coées-coofectly N
CIQSSified (Pco) is high, the function could be used for
predlctlon, but the’ actual predictive eff1c1ency is tesfed
on a fresh somple of the same population (Churchlll 1976).
Since fhe‘Ppcﬂof theideveloped model is as hlgh as 70%, the
model Qosgteeted—oh‘onother sample to ascertain its predic-
tive effioacy, THe oercentogedof-bdd credii~risk elossified
oefgpod.cred;t risk is 36.4%. This will lé?ﬁ‘fQ loss of
'Fund and eventual shrinkage of:loon'volume; It may -
_furtHef'leqd to total liquidation. The pefcentdge of
good credit -risk borrowere classed os.noo-worthy is 28.2%..
'Thls will lead to the recovery of. foregone loan but is not

.enough to cover the loses sustained by the mlsclo551f1cotlonﬂ

A fresh somple of & qu Credlt risks ds group I and
20 good credit risks as group II was used to teést the
'predlctlve efficacy of the developed function. _The
clossificotioq wos bosed on rate of repoyhenf,"less thohd
100% for the former ‘and 100% for -the latter.. The percen-
tage of "grouoed"’eoses correctly classified is:76.92% :
.(Table'4.21);.

A statistical test of the predictive function was
conducted ‘and found 51gn1f1cont at 0.50 level of
.51gn1f1cqnce (loble 4, 20) '
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Table 4.20: Results of Statistical Test of SLgnlflcance
i for The Predictive Discriminant Function,

Canonical Cérrelqtion | - . 0.5356740 - -
Wilks® Lambda L 0.7130534
Chi-Square (cal.) - . 7.1022

D.F. | | 6
th-Squqre'(téb)Ou5O,6 '  ‘.- - '_ 5,35

Source: Computed from Field Survey Dctu, 1996,

Since chclu, 7.10 > X2t b 5, 35 the null hypothesis

that there is no significant dlffereﬂce in mean between the
characteristics of credit worthy and non-credit worthy
borrowers is rejected, hence there is a significant

differenbe.

The proportion of the bad credlt risk borrowers
wrongly c10551f1ed as good risks is 33.3% (Table 4. 21).
This has a diminishing effect and eventucl liquidation
on Joan packageu Whereas this may lead. to default, the
20% mis-calssed good credit rlsk borrowers as had credlf
risk borrowers will ledd to recovery of foregone loan
amounts. Even though this is not high enough to cover -
loses due to mis—clqssificatién of bad crédit,ris5
borrowers, the Pcc of "groubed" cases ié.high enouéh"

‘(76.92%)‘to allay the fears of'mié-classificctionu}
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Table 4.21: (Classification Results of the Predictive
.~ Efficacy. of the Developed Discriminant
" Function.

notoal g:oUPI "No of Prédicted'g%oup Membership

cases . : 1 2
e 4 2
Bad credit risk - 66.7% 33.3% .
2 20 4 16
Good credit risk . S 20.0% 80.0%
Peréentage'of:"Grouped? Cases Correctly Classi—:

fied (Pcc): | : 76.92%

Source:‘-Computed~from Field Survey Dota, 1996,

-~ The Pcc.of'grouped'cqses in the validity test is high

enough t0'qlldy the fears qsspcidted with misclassificctioﬁ

_errors. 76.92% is high when‘éompdred'to_75% obtained by

Bauver and Jordan (1971),'74%'by Matiezo {1978) and 69% by

Arene (1993).

Frbm this analysis it'is observed that credit riskiﬁeSs':'
is directly related to siie of net income and size oFAloan
amounf.‘ Bcth made statistical significant contributions
6nd are- therefore important determindnts in loan repayment

rate.

Community Banks Agribusiness loan Administration

Introduction

. There are problems and obstacles in most human’

endeavours. loan administration is not left out,
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Community Bank agribusiness borrowers face a number of
problems in their loan acquisition and repayment. The

bank officials have some administrative ‘problems too.

Problems of Agribusiness Loan Administration

Borrowers® Problems, The major acquisition problems

-encountered by agribusiness . borrowers are shown on table

4,22,

Table‘4.22:.ﬁProblems of Community Bank Agribusiness
‘Loan Beneficiaries.. .

Late Much. =~ Insu- Ldck High Poor ~ Insuffi-

- Pro-- dis- | docu- ffi-~ of inte-~. loan.. cient-
blems burse- menta- cient secu-- rest  educa~- super-
. ment. - tion loan  rity rate tion  vision
No . _ ’ - o
affec- 23 - 35 18 16 3 5
- ted’ o . U ' <

SoUréei'Iqucuquion from Field ‘Survey Data, 1996,

The numbef of borrowefs eXperiegcing each pfoblem.
is_éhown on thé table, The most acute 1is insufficient loan
amount.  C0mplicated documentations éf commercial banks are
no proBlems of CBs. This makes CBs banks for semi- and

highly-ilitefote.customers.

The major identified rebqyment problems are those of
lack of moral suasion and inadequate revenue. Some'pebple
genefqte énough revenve and moke adequate business profiféi

yet they lack the morals to hOnéur loan repayment agreements,
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Others do not generate enoQgh revenue due to diversion of
loan fﬁnd or due to poor business climote and are there-
fore unable to repay. Another problem of repqymént is
often due to the shortness'df the loan durationu 'Problems
of repayment also result from_an—posséssion.of the

desirable socio-economic characteristics by borrowers.

Bank Officials? Prbblems_

Tqbiev4°23:r_Problems of Community Bank Officials
o “in Agribusiness Loan Administration.

~ Insu- Illi- o Inaccu- Irre- L
Low . Insu-—. : Com-~
ffi- tera-_ .. No rate gular .

-~ loan . ffi- . .- plete
Pro- _ cient cy cient credit Infor-" repay- Hon -
blems' -%®” loan among . officer ma= ment '

mand. staff ) fault
fund- borro- . ‘ . tion
: Wers '
No. - _ . - - . :
uffeq—' 1 8 | 9 1 .0 - 6 R 0
ted , . L :

Source: Calculations from Field-Survey Data, 1996.

: The"probiem most encountered by bank officials is
irregular repayment of loan. " This ié followed by improper
complefion'of'formsa One bank complained of low lcan demand
as répdfted ngiﬁst Nsﬁ CB (Ijere, 1994>. These and other

problems experienced by banks- are shown on table 4,23,



4,

6.

2

110

Profitability Rating of Aspects of Agribusiness

Soﬁé CBs rated different uspect$ of agribusiness
diffgrently dnd,sdme'they rated1alike;. Table 4,24 shoﬁs
the rofings‘and scores mode.by‘different'qgribusinessv
enterprises qdcdrding'to‘the.rdnking of differént'banks.
The'qvefoll rating positions are shoWho The table shows -
the number of CBs sponsoring each enteférise and the rqfe
at whiCh>thei: opérators make loan repayments. .All enter-

prises received sponsorship and made repayments. The

ratings are weighted as shown in brackets.

Table 4.24: Profitability Ratinguﬁf Agribusiness
- Enterprises by Community Banks.

Agribysi- ° ° Rating/points;and No of  Total Total Over-
ness Enter- - CBs/scores . . No of .Sco- all
- prise rated T1st 2nd 3rd 4th 5th 6th CRs Tres ran-.
(&) (5) (4) (3) (2) (1) - king
Livestock 4 . ; : ) L o
e 4(24)3(15)3(12) 1(3) 1(2) - 1286 st
Agro- ' \ : Co S SR R
marketing  2(712) 3(15) 2(8) - - - 7 35  2nd
Agro- ' o .
processing 2(12) 3(15) - - - - 5 27 3rd
Crop Far- , , : ;
ming- . 2(12) 2(100.1(4). - - é - 5 26 - 4th
Input supply 2(12) 1(5) = = 2(6) - = - 5 23  5th .-
‘Manufacturing - - - 1(4) -~ 2(4) - 3 8 6th-
" Tree Crop . p : o
farming T ST ',2(8) - - 2. 8 . 7th
Tool/equip. . o ' S
. making o= - - - ](2)-1(1) 2 3 8th -
Fish farming -~ - . - "~ - = - (1) 1" 1 9th’
Totals 12(72)12(60)9(36) 3(9) 4(8) 2(2) . 42 187

Source: Calculations from Field Survey Data, 1996,
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FlSh farmlng recelved the least sponsorshlp und
ranklng w1th an overall score of 1 p01nt and came last
on the overoll rcnklng p031t10n. Only one bcnk sponsored

it and gave it the 6th. posxtlon on the ranklng scale. The"

‘situation could be attributed to the high technlcql skill

required’ for fish farming. Many agribusiness men may not .

be able - ‘to acqu1re them and practise fish fcrmlng, hence

-the llmlted sponsorshlp leestock farming has the over-

all first p051t1dn hcv1ng had four first p051t10n rctlngs
by four banks and other ‘ratings as shown, and making a
'totcl,score of 56 points. This may be attributed to the
high demand of livestock products dand itsﬁqﬁick'%urnover
which satlsfles the short term nature of most bank loans. .
W1th the ‘other ratlngs in the toble, agro- mquetlng took".
the second p051t10n w1th 35 p01n%s. Agro-processing,

crop fcrmlng.und input’ supply with their:respective -

points took third, fourth and .fifth posxtlons.l The

rest of the enterprlses took the p051t10ns indicated

against them.

Measures Against Default

In many- loan admlnlstrction, cases of defaults

-cboOnd Thls ranges from untimely repayment to 1rregulcr

repayment to non- repayment or totcl defoult The me05uresA'
cdopted by sumpled CBs to avert defcult 51tuatlons are
shown on Table 4. 25 | ' '
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Meqsures Against Default by Communlty

Banks.
~ Community Peer group Use of Sales of  Civil
Measyres . oy . - o .
, sanction pressure guarantors: pledges action
. No of . : L L
" CBs .3 6 ' ]1 : A 4 . 2

Source:ﬁ“Caltulatibns.From Field Survey Data, ]996°

' The most adopted measures are-use of guarantors and..

peer group pressure.

'fheﬁnumbe: of

The least adopted is civil action.

bqhksiqdopting each measure is shown on the

: fuble. .'
.6.4 Ppatronage of Cohmuﬁity Banks Services
In this section, the responses of bank officials on
the patronage their bans enjoy from respohdenfs-ore
assessed. 'it‘ls compcred with the _ratings for respondents“
‘awareness and patronage on Table 4 7. :
Tqblé 4,26 Patronoge of Communlty Bank SerV1ces
- ‘us Rated" Bank Officials, ‘
] ' Very ' Impré- Just Not o
. Pqtronage_ impre- Sszve impre- impre—'. TQtal
ssive . . ssive . SSi\J/e : - )
CBs responses 3 7 1 T 12
L'V_Weightiﬁé 4 2 [ 10
Totak weights 12 "7 21 2 1 36
- Mean Wéight_ 9
Source: Field Survey Data, 1996.



113

- Seven bcnks'reSponded,that t%ey enjoy an impressive
patronage,.ihree responded very impressive; one each
responded jﬁét impressive and not impressive. - The rates
of pqtronqge'were weighted 4’13'.2 and 1 respectively as,":
shown on the table. The'fotdl'WeigEts c:é equqily shoWn;
The hean of the weights is obtained as 9,. and is closest
to weight‘TQ."The pctrondge of CB services could theref

fore be said to be very impressive.

The rating is thus seen to tal1y with the ratlng

for respondents“ patronage of 73. 3%.
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CHAPTER FIVE

SUMMARY RECOMMENDATIONS AND FONCLUSION

Summary.-
Lack of adequate investment fund'is the major problem -
of'most business concerns especially in developing economies.

The agribusiness sector of the developing economies is the

_wdrst hit because of the meagre per capita income of the

operators. This creates the need . for agribusiness‘produc-

tlon loans. Government's efforts to mqke such loans reach

: the grqssrnois has failed because the opequLons of the

formal flnan01ql houses respon51ble for the credit admini-

stration are not grassroot oriented., A grassroot oriented
bank, the Community Banking Sysfem was launched on 31st
December.]99Q to extend the much desired credit to the

rural economy especially the agribusiness men.

Imo State qu}purpisively chosen for the study
because of the prevailing economic éondifions in the
state, It is theAsecondflqrgesf operator of Cbmmuhity ‘
Banks after Lagos State, and qbout‘80% of its citizens live
in rural areas, It therefore provides a nice fheotre fof |

the ihplemeqtdjion of CB concepts.

. Owerri and Orlu were randomly selected among the
three agricultural zones of ‘the stqte for s‘cudy_u Six CBs

were randomly selected from each zone, one coming From a
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local governménf.cfea; Five CB agribuéiness bofrowe:s were
randole'selected from a list of qgribusiness_loqn benefi- -
ciaries of each sampledAbank.- Another five were selected
from the rest of the agribuSiness men of the‘community

whose CB is sampled. This gave 120 agribusiness respondent§.'
Aﬁ official of ‘each of the twelve sampled banks formed the
“bank respondent.- This made up the total number of respon-
dents to 132. Ninty of the qgribusinésé questionnaires ‘were
recovered while the twelve of the banks were all retrieved.
_Both qUestionﬁqires set out to collect information from

1991-1995 but could effectivély cqver«:"l993—1-995u

. The CBs were found fb hdvé'distribufed different
sizes of loans to borrowers irrespective of their socio-
economic characféristics.' The ﬁiddle age group (40-49
yecrs) got the largest volume and value.of loan. It had
more loans than the othe; age categories in all the
differenf‘locn,ranées, .The secbnd-qflthé net income
group (#10,000 - 3C,000) had the largest number and
amount of loans. ' This gave the impressicn:of the banks -
helping»beg%nﬁers to establish. Educational level . showed
' no,pronouncéd;effect on loqn.abquisition. Loan disbursemént;'
inéreaséd as family siie inéredséd, giving an impreséion of .
a consumption lduna' More loans were made to'qéribusiness_: 
production than to agribusiness marketing, 64% and 36%

allocations respectively.
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it was oBSérved thai Imo_CBs gave oﬁly 12.83% of
their loan fund to ;gribusine_ssu This fell below the
national pefformqnce~of 18.8% ih.]993;'q situat;oh most
unexbeCted folloﬁing the prévqiling cohditi@ns in the
state, While -10% of dgribusinéss.projeCtsvof borrowers
were well’sponsored,'12% wére'bVer'spOnsored, while'78%
<were.under-sponsoredq On thehdverqge ohly 19.88% invest-
ment of Imo CB.agribusineSs borrowers’ projects were
spoﬁsored by CBS& Though other sources of funds were
opehAtQ some of them, CBs dnd personal savings remained -
- the greatest sources of qgribﬁsinqss funds, an indication

fhat ugribusineés Still remains under=funded in the state,

Regre551on analytical flndlngs on the effects of
sotio-economic churacterlstlcs on loan repayment qgreed
with some of the descr;ptlve findings. Regression
analysis found age, 'net income dnd loan size respecfively ,
contributing 52%, 7.7% and 16q5%'{o.loqn repayment. Wheréd$ ,.
loan'size.qnd cge had negqtiyé éffects, net income had a |

positive effect.

The CB borrowers were found to have made higher net
income than their non-borrower ﬁountérpqrts, makiné as
mUch as 165.73% gain above them. However the mean
_ dlfference 1n net income proved stqtlstlcally non-
519n1f1ccnt when 5ub3ected to t-test of 51gn1flcancel

~ of means,
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. The 1mpre551ve performance of the CB qgrlbu31ness
borrowers“ firm was indicative of ‘the golden opportunltles'
qw01t1ng would be agribusiness investors in the state.

The favourable financial ratlos obtained show that agrl—r".
business in the state is more ebonsored by owners"equity
and it-is indicative of the borrowers' ability to repay
berrowed fubds‘ahdvshould'encouroge finonciql institutions
to extend loans to ogribueinessp The.-return to common
share capitqi of»#279.89 is attrddtive.enough for agri- .

business investors.

The discriminant onalyeis showed that among the | ‘
independeot variables, only nef'income.and loan size made
51gn1f1cant contributions-to loan repayment, While net
income contrlbuted 94.83%, loan size contrrbuted 5. 16%.
Both contrlbutrons were positive. Thus financial ratio
variables were found making more contributions to_loon-.
repayment as put forward by Orgler,(1975) quoting Altima.
The onalyeis predicted borrowers with these chorcoteristite,
ds .good credit risks and those w1thout them as bad credlt
' rlsks. During classification, eleven borrowers were
classified as bad credlt risks and thirty-nine were rqted
good credit risk borrowers0 Statlstlcalry-they were re-
classified ae ergbteen bad bredit risks and thirfyeth
good oredit riske, thus fbrther reducing the‘chqnces of

defaylt. The developed model showed the percenrqge of
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gr0uped"coses correctly classified, Pcc, as 70%o This
was high enough to allay the fears inherent. in loan
classification when compared with 51mllqr previous
-works. The predictive efflcacy of the developed model

on a new sample of’ the some‘populotlon is 76.92% pcc.

o The problems of CB loan cdmlnlstrotlon.were
identified to be - both borrowers' and institutional
oriented. The major acqu151t;on problems were in-
Sufficiént'fonds ond lute disbursement, while non-
geoeration of enough revenue and at times lack of moral
suasion tO‘Honour repayment termo despife~ovoiloble
revenue were among the repayment problems on the side

of borrowers.. The 1nst1tutlons complain about 1rregulor

répayment,,insuff1c1ent fund and’ 1lllterqcy amohg borrowersrll'

Anofher problem of the loan administration is the non-
profitability of some cgripusiness enterprises. Fi;h ‘
fcrhing was found to be the least profiting whilevlive—.'l
stock farming was the most profitqueg. Tc fight loan
'defoult and its tenden01es, use of guarontors and peer

‘ group pressures were mostly odopted.

The potronoge of CB serv1ce§_were,found very

impressive both for the ratings on behdalf of respondents

and the rating by bank officials.
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’

Recommendations

It was identified that CBs gave loans indiscriminately

to borrowers who possess repayment qualities Gﬁd'those who

~do not. This compcunds repayment problems. - If loans were

given only to those who possess the rcpayment socio-

economic qualities, loan repayment problems would be

eliminated. Special consultancy servicés on loan
administration should be introduced. A teqm of  specialist
dccountants should. be commiSsiohed to study fhe socio~-

economic characteristics of borrowérs that make for

"efficient loan repayment. - Use of:precise tools like

reg:eﬁsioﬁ and discriminant analyses should be used to.

determine'sdth characteristics. To avoid loan repayment

problems sdch identified characteristics should be.hondedl"

down_ to CBs for strict compliahce iﬁ,loqn disbursement,
Literature shows that CBs have mobilized much funds

yet its loans to qgrlbu31ness are ‘not as encouraging as.

expected., An 18.8% natlonal and 12, 837 Imo State CB

loan . funds to agrlbu51ness is an eloquent testimony of

CBs' inadequate agribdsiness funding. In view of CBs-

strategic p051t10n and its expectq+10n~ of the rural.

‘populatlon and the whole Nigerian nation, CBs are

supposed to play a more dynamic role in agribusiness

which is the main economic activity of the rural area
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and developlng nations. - More thqn 607 of qgrlbu51ness
1nyesiments should be sponsored byvCBs. A specific
pércentqge of its loqn‘portfulio shcuid be set aside
tu'aéhieVe thiso Withdrawdl'of opefqtioncl licenqé
ceuld be uséd‘as a penaglty for defaulting banks. -The
complaint by borrowers of 1nsuff1c1ent locn fund is an

eloquent testimony that the loqn structure on NBCB form

400 which started with the system has outllved its use-

fulness and needs an urgent upward review to help

- benef1c1ar;es”kegp_abreust W1th the high cost ofilnpUTs

‘ To enable CBs meet up the 60% sponsoréhip.targeﬁ,
they should be helped to mobilize more funds. This

could be achieved by issuing oF'permanent licences to

~ banks which ‘hlave operated éuccesstliy for twu yedars.

THiE will help them pqrticipcte‘in the Central ’Banks -

on- lendlng programme. CBs should also increase their

"~ share cqpltal to ten mllllon naira, d good many of them

hcve,met five mllllon naira tqrge.., Given more funds
it is expected that CBs will bring about the economic

turn about of the rural economy. much fqéfer‘thah @f is

'presently doing.

The already existinglgodd finqncicl structure of

'CB borrowers of agribusinesses should be sustained and
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improved upoﬁ.;'Their meanvnet income over thoée of non-
bofrowers should fucther be ‘improved to have statisfiqql
dlfference. 'Such:q'glqring difference will attract more
customers into the CB fold and hence 1mprove both CBs'
and customers’ performcnces.- For a more organized
agribuﬁiness projects spoﬁsorship,.CBs should,sponﬁor,
projects from infqncy to maturity. Thi's will attest
more to their effbrts at Eringing economic salvqtioﬁ to
rural areas than "the present 1ndlscr1m1ncte, sporadic

and . uncoordlnated loans.

: To quicken early'disbursemeﬁ% of‘lodns for time-
'lineSS of qgrisusiness oberations more credit officers
should be engaged to man dlfferent loan portfolios other
' thcn the present practice of one credit officer. ThlS
will quicken the processing of loan application forms.
To avoid much loan aefaults, Coﬁmuni%y Development
Assbciationsfﬁho are major Shdreholderé in CBs should
be inen the legdl chking to Uée cohyentiondl and |
traditional methods of loan recovery to get back
defoulted amounts of-locns. Mortgaglng of defqulters
pieces of land or property until the loan is repald

shopld be encouraged.

}vaidencé of'chstomershiﬁ to CBs should:be used .

in distributing social amenities including agribusiness
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inputs. It should Glso be mode to attract tax rebate 1n

!

,1ncome tox qssessment

Conclusion .

The Community Banking System has taken some steps
in transformlng the rural areas which 'Looved llke Oliver
Goldsmlth”s deserted VLllqge into v1llqges bubbllng with
economic act1v1t1esg Agribusiness in the rural qreqs
have hqd some boost through CBs'® 1nJectlon of fund The}n

tempo should be allowed to 1mprove. CBs working with

: other 1ntegrated rural development agencies will mqke

agribusiness which is the major-economic activity of
the rural area bring economic salvation to Imo State,

its rural pecple and the entire nation,

Suggestions for Further Research

From this work it .is evident that Community Banks

sponsor many agribusiness enterprises. Future researchers

are advised to direct their studies to CBs’ sponsorship

of specific agribusiness enterprises,

In such studies attentien'should-be paid more to
financial variables in asse551ng the 50010 economic
charqcterlstlcs whlch make for hlgh rqte of loan

recoveryy
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APPENDIX I - - ' NBCB. 400
'NATIONAL BOARD FOR COMMUNITY BANKS
MONTHLY ANALYSIS OF LOANS AND ADVANCES

AS AT .’.;..O.;Jil.II"......ICD'.‘D.WQD‘DAY' OF O'O..'.'..'..‘...ﬂﬂtc

]90‘.0
NAMES OF REPORTING BANK ' ueusonenennooneeiecasncooesns Cieieehe
BANK CODE &vvnvunennnnns S T e
SIZE OF LOAN® — T T v
S/NO. SECTOR | I |IT  jIID |1V ToTAL
1 AGRICULTURE . _No. |
& FORESTRY - \
2 MINING ¢ o,
.. & QUARRY | Yy
3 MANUFACTURING. & . NO
. FOOD PROCESS: ‘\ .
4 MANUFACTURING N
(OTHERS) -
' N
5  REAL ESTATE & . NO
CONSTRUCTION N
6 . COMMERCE . No
| | o Y
7  TRANSPORT & S Noo
_ COMMUNICATIONS o i
'8 OTHERS “ - NO
- N
TOTAL . S ©NO
S | n
NOTES: *I = UNDER #5,000.00 " III = %10,000.00 - #20,000,00
II = #5,000.00 - #10,000.00 IV = OVER #20,000.00

<
1l

CTOTAL
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APPENDIX II: Community Banks Agribusiness Borrowers® Yearly
' " " Capital Structure, Percentage of CB Sponsorship
and Percentage of Loan Repayment; and -CB Agri- .
business Non-Borrowers' Yearly Net Income

CB Borrowers ¢B:Non-~
c o . Borrowers
Yearly S : o : : _ ‘
Opera- - Yearly ' Yearly: % of € of loan Yearly net
tional - net CB CB repayment’ income.
Cost income Loan Spon- ()
(&) () () sorship .
7700 30800 1200 15,6 - 100.0 ~ 10000
27400, 42600 10000 - 36.5 100.0 10500
96596 28978 10000 10,4 100.0 . 8000
53812 21188 30000  55.7 = 83.8 -+ 20000
196916 . 63600 60000 °  30.5 83.3 55000
285000 . 200000 4000 1.4 100.0 15255
185000 200550. 15000 8.1 100.0 20000
80250 45250 : 85000 = 105.9 . 471 " 4000
55000 45000 6000 10.9 - 100.0 . 8050
36400 236000 20000 54,9 100,0 16664
1360576 408172 20000 1.5 ©100.0 - 476968
136380 15980 20000  14.7 1 100.0 46800
1723317 276683 - 20000 3.4 100,0 54075
72133 454067 . 10000  13.9 100.0 35000
32430 313170 20000 61.7 . 100,0- 2000
1345032 302568~ 50000 3.7 100.0 800625
232071 127929 500000 - 215.5 100.0. 20000
12350 2050 5000  40.5 - -100.0

80500 -
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~CB Non-

15300

50000

198.0

40.0

nKCB Borrowgrs BOrrowers
Yearly ' o : S .
Opera- Yearly  Yearly % of - | Yearly -
tional net cB cB % of loan net '
Cost income Loan =~ Sponsor- repayment - income
) (3) () ship R (3)
19 260283 14173 25000 9.6 ©100.0 . '~ 61000
20 . 28040 46960 2000 7.1 100.0 12850
21 88000 17000 80000, - . 9.1 100.0 17754
22 177317 - . 77683 150000 - 84.6 1100.0 10450
23 140000 610000 160000 1143 . 100.0 84500
24. 298637 . 34963 250000 - 83.7 46.0 125860
25 1617000 693000 30000 1.9 100,0 824000 .-
26 10000 28000 10000, -100,0 100.0 2350
27 40000° 35000 - 3000 7.5 1100.0 26425
28 70600 8800, 9000 12.7 66.70 8566
29 - 85100 100 20000 © 23,5 100,0 5000
30 65000 55500 20000 20.7 100.0 . 18000
31 45500 = 26500 20000 43.9 50,0 . 14000
32 54000 46000 - 10000 18.5 100.0 - 36000
33 50000 30000 10000 20.0 100,0 25500
34 146450 103550 20000 S 13.7 100.0 61450
35" 23800 5720 2000 8.4 100.0 2256
36 250000 . 50000 - 10000 40.0 100.0 50000
37 94730 217740. 40000  42.2 7100,0 196340
38 100650 80525 5000 5.0 100.0 46600
39 85640 46000 30000 . 35.0 93.3 50000 |
40 25220 8175
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Std Dev.

629972, 24

o sorrovers R
Yearly . o ' ,
Opera- Yearly Yearly % of -~ R Yearly.
tion_al net CB . CB . feoz i:g: : Net
Cost income Loan Sponsor- . - pay inco_me

(i) () (1) ship () .
41 7800 6600 .- 6000  .76.9
42 . '58500 .- 23400 30000 - 51,3
43 25500 182000 30000 117.6
44 12500 - 7000- 20000 160,0
45 25400 ' 5056 1000 3.9
46 26539 9461 15000 . 56.5
47 52353 98847 10000 19.1
48 58217 1816783 15000  25.8
49 436000 4114000 50000 11,5 -
50 37225 247775 ~ 10000 26.9
tzi—J0209614 11195402 2029200  3370513.00
© Mean 22890804 84262,83

186843.48 -
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Appendix.III:..Cononicdl Discrimihan%'FUnctions'quluated S
" at Group Means (Group Centroids) (Theoretical)

Greup Func -1
1 0.61703
2 -0.17404
Seqnﬁm Actual Group o Discriminant Scores
9 2 ‘ ' -0.3569
2 -2 - -1.5735
3 2 ~0.3476
4 BRI v -0,3571
5 1 | ~0.3333
6 T2 “1.6627
7 2 S ~0.4298
8 (I I < V4
9 2 | ~0.7716
10 2 ~1.4206
11 2 21,1570
12 2. 0.0178
13 2 . 0,0210
14 2 L "~ 0.1459
15 2 wwx 10,2292
16 2. N -0,4893
17 Cowkx 14980
18 0wk . .0.3858
19 C2 e 0.4837
20 2 -0,1033
21 2 ~0.1180



Seqnuh‘
22
23

24

25
26
27
28
29
30

31

32
33
34
35
36 -
37
38
39

40 .

41
42
43
44
45

Actual Group

— NN

-—

NN S NN

NONN N NN RN -

R B R S R

*EF

B X 3

L XN

R

X

* 3

LE LR

Lk

-0,2980

 2,3151

0.9659
1.8845

0.3734
~0.5957

0,9119

-1.7354

~0,5274
0.4193
~0,4687

-‘0;9443 ’

0,2286

~1.2449
~0.6088"
~1.4571

0.0923

- -0.3621
~.0020
-1.0360

1.0343
0.8119

C1.1947
0.9733"

137

Discriminant Scores
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Segnum " - "Actudl Croup Discriminant Scores
46 L2 21,0570
47 - S 2 wxx 1.7560
48 - o 2 0.1806
49 T B . 3.2040
50 S 2. T _0,2032
wkr o

= Not correctly classified

. 70,00% = Percentage of “Grouped" ccsés'correcfly classified,
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Groﬁp"’

A

W W W W w W m W W w W W W w WP > P> >

Seqﬁﬂm"

1
!

- o0 U AW N

O N oW

11
12
13

14

15

Actual Group

.

—

NN RN R NN RN NMRNDRNDNDNDMRDNA = —

*HxR -

R

¥ W% H*

: Group

1
2

“—

Func
1.11275
—0033383

Canonical Discriminant Functions Evaluated
at Group Means (Group Ceptroids) (Practical)

1
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" Discriminant:Scores

0.3692
1.3476

- 1.2724

1.4428

S 2,6118
- -0,3674

0.0638

~0.8078

-0.1334
~0.8112
20,6122
_0.2553

-1.598]

~2,1755
-0.0715
-0.2573

. -1.8753

-1,0426

0.7510 .

0.0747"
1.6314
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Group Seqnum Actual Group Discriminant Scores:
B 16 - LD wwx 1.3317
B 7 S 2wx 71,2136
B 18 2w 0.4376
B 9 o2 -0.2885
B 20 . 2 L 0.7497
ok

. Nof Qbrrectly Classified
76.92%

Percentage of "Grouped" Cases Correctly Classified.
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Appendix V: Agribusiness Respondents? Questionnaire o

" Depantment of Aériculfural'Econémics
University of Nigeria, Nsukka

Dear Agribusiness Respondent, .

Postgraduate Research Questionnaire

Research Topic: An Analysis of Credit Acquisition and
: Repayment Performance of Agribusiness
Holdings under the Community Banking
System in Imo State, Nigeria.

Kindly'supply'the information required hereunder. Tick .
(V) or write where applicable, You may wish to make additional
-~ comments. - ' : ' '

'Evéry,infofmotidn'will be treated with the strictest
confidence, P ‘

Thanks,

- Persbnal Data

1 Sex: . (a) Male ( ) . . (b) Female ( )

2 Age: = ———mm——- years. - : 'A -

3 Did you attend scHool? (a) Yes () (b) No ()

4 . How many years did you spend in school? 47—é——-; years,

5 How many pedple dre in your fcmily?'-_;__; _____ %
Agribusiness Data

6 Name of agribusiness organisation (if aAny) =m=—m—em—e— e

- - -~ - (o S S i A 0 G e A T s o e =t Bt G T E G S e 48 GEE Mt S s S e e M e el o iy e e S e e P . vs e S

7 Town and L.G.A. of agribusiness

What aspects of qgfibusiness dd'ydu engage in?



(a)
(b)

(c
(d) -
(e

9

10

11

)

)

(a)
(i)

(ii)

(iii)

(ii)

(b)
(1)

(iii)

(iv)

12

o Q

(¢}
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Crop farming '( ) (f) Agro—p;ocessing ()
‘Treé Crop farming. () (g) Agro;manuchturing ()
Livestock farming () (h);-Agro—markéting ()
Fish'farhiné (') h(i)"Input supply ()
Tool/equipment making( ) ’(j)_ Others —-—-;———-———-—a——-e‘“
Whlch is your maJor agr1business° ——ff—-——-———f—-----_-;;_
How long have - -you been in the business? —~—————e——- years.,

If you employ permanent staff,
How much do you pay out in a year? N
How many months do they work in a year7 —————————— mohthsJ

If you hire addltlonal labour, how much does it cost you

in a year? ff-——e———-

If you hlre dally labour for your "work, _
How much do you spend at the peak perlod7 N———f;~— ,
How many months are in this peak period? —-————=—-o months.

How much do you spend on labour when there.is less work7 N

How many months are in this period? ——=-=-——-iZ-Zo—= months,

What tools and equipments. do you use for your operations? .

Costvper Average life-

Tool/equipment - - |Number {7 1 (years)




13

(a)
(e)

14

(e)

o 0O

15

0

16

17

18

ATax

' Otheré

143

How much _do you spend on inputs every year?

1991 Remmmmmm e e (b) 1992 # mommemmmmmmme e 3
1993 Ni—-;...__.____.*__‘_, _____ (d) -4 1994 # _______'_.______;
1995 R e e y -

" How much do-you spend on other cosfs?

Year and amount (i)

Type of Cost 1991 - 1992 1993 1994

1995

lLand .rent

Hiring of équipments

‘Processing fee

Ent S S S St M S e G SRS SR S S S DR M (i S e S G S G4 Bk S G RS WSS G M SR G S S S e S S G M Ged WA A Gt M et G -y —

What quantity do you produce each year? (Unit of medsurement )

(@) 19971 —mmmm o (b)) 1992 mmmmmmem oo
(¢) 1993 mmmmmmmcmcmmmcmmceeen’ (d) 1994 oo e
C I L L S ——— ——— |

What was the selling brice each year? (a) 1991 $#--—---
T L R — (6) 1993 Hommmmmmmmmem
(d). 1994 Hommommmmemomlcemiocs (@) 1995 Mommmmmimmmooe
How much do ybu earn ffom other sources? (a) 1991 S
FO JR L7 R 03 B 11 I S ——— -

(d) 1994 Hmlommmimmmmmmemeeeee (6) 1995 VAR R
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20
21

22

;23

24

(a)

- (b)

1991
1992
1993
1994

1995

(c)
(d)
(e)
25

26

144

Bank Data

~ Have you heard about Community Banks?: (CB.)

(a) Yes () (k) Neo ()
Do you have account with CB?'(Q) Yes () (b) No ()

'If yes, when did you open the aceount? Datem——-—emeemam- '

Do you have account witH qnothef bank? (a) Yes ( )
(b) No () | | |
If yes, when did you open the account? Date—-—v——eww-- -

If you do not have account.yith-uny bank, thick (/) your

 reason(s)

Banks are far from me

Banks wdste time

()

_Tﬁgre is much filling of forms . ()
| ()

()

I do not have money

Have you got loan from CB for your dgribusineSS'
(a) Yes () (b) No ()

If yes, supply the information below.

Date of- Loan Amt Duration Date due for Amount paid Amt due but

Loan

R . (years) repayment = back (§) not paid(f)
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(a)
(k)

(c)
(d) -

(e)

6N
- (g)”

(h)

(i)
G
(k).
(1)

.. 28

(a)
(b)
(c)
(d)
29
(a)
(b)
-~ (e)

145

Through which of these sources do ybu save money and .

get loans for your major agribusiness?

Source/Institution

Year, amt saved

199—4-- 199%—N--

Year,loan interest

Self

Relatiohs'ﬁnd frieﬁds

;Money len&ers/trdders‘

Esusu/Thrift saviﬁg_
Unidns/ClubS' :

'Cbmmunity Bank |

Peoples® Bank .
Commercial'Bané -
Merchant/Dev. Banks.
Cooperative societies
Agric. loan Agencies.

Others

'199*#7—% 199—4-~7%

What security did you offer for each ‘loan obtained?

Source ‘of loan

A59curity_0ffer§

-,

- Give reasons for any amount of'locn’not.pdid'buck
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30 Estimate your outpuf in the years you had lodns ‘and in

i the years you had no loans

- With loan . Without lbon

..Ygars Amount .(#) Output Qutput ..
1991, | | |
1992
11993
1994
1995
31 _"WHqt‘p;oblems do .you enc&unter.in‘gétting.iocns from CBs?
- (a) Latelgfqntiﬁg () (e) High interest rate ()
J(b) - Much filling of forms ( ) (f) Poor iocn_eéucatioh ()
(c) Insufficienf loan () l(g) Litilé/nd'suﬁervisioﬁ ()
R I R T T — -

(d) * Lack of security
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" Appendix VI: Bank Respondents® Questionnaire

' Department of Agricultdrql_Economics
University of Nigeria, Nsukka

Dear Bank Respondent,

Postgradisate Research Questionnaire

Research Topic: An Analysis of Credit Acquisition_cnd
' . Repayment Performance of Agribusiness
-Holdings under the Communlty Banking
System in Imo State, Nigeria.

Kindly supply the information required hereunder. Tick ©)
or write where appllcableg You may wish to make additional .
comments@

It is hoped that the findings of this study will 0531st

Community Banks in fostering the socio-economic growth of ihelr‘
communltles. ‘ : '

Every. 1nformat10n given will be trected with the strlctest
confidence.

< Thanks.
1 ‘Town and L.G.A. of Community Bank : = mmm e o e m e

2 Date of EStablishﬁenf—A——-——F—;-—————-——————--5———7-—5——-;-—

What was your 1n1tlal share capital?’ N-—~-~;-————————f ——————

4 What is the'current share capital? (if different from abové)
B e o
5. Do you have agribusiness customers? (a) Yes ( ) (b) No (').

*(NB Any person who engages in the production, processing or
manufacturing and marketing of agricultural produce or pro-
ducts, tools and inputs is in agribusiness),



148

If yes, kindly estimate the nUmber of your agribusiness

CUstomers —————f—1———f —————————— e e e e bt

Kindly give the names and v1llqges or towns of your agrl- .
business customers (You may attach a sheet).

‘Name . o l Village or town/Contact Address

—— - —— - — i ay — P - TS A e W St Gt b i it e e v e G ey GRS A e A ey, G Gy e e e St e S e P e S

e e " i ot s 8 St o 2 P P B o o G e o St L kB 8 A} e e B e (o S B e 0 s i s e b P s o W et P o S

Dblyou finance agribusiness projects in.your community?
(a) Yes () . (b) No - () | _
IF yes, state the amount of'loqns.to_agribusineés and other

‘sectors of the _ecohomy°

Amt of loan to |No of loans to Total‘qvaiﬁ Total No of

Year agribusiness(#)!agribusiness |lable loan lloans granted

1991
1992
1993 .
1994
1995




10

a.

b'

C.

1

12

13

14
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Which aspects of agribusiness do- you sponsor? What securities -

do you require for etch?

Aspect of dgribusinessAsponsoréd ' Sécurity/sécqrities requiged
Crop'fafming ()
Tree Crop farming ( )
Livestock farming ( )
Fish farming ()
Agro-processing. (Sem1 Flﬁished products) ()
Agro manufccturlng (flnlshed products) ()
Tool maklng ' ()
' Agro—marketxné-'l ()
Tmput sopply ()
Others ———d————f-—F—f——f;————F

Which of the sponsored projects pay more than others?

Please rank according to the order in which they pay.

1st g  4th
2nd | | 5th
3rd | 6th

~What 1nterest rate dld you chcrge on loans in past yecrs?

(a) 1991 - (b) 1992 --%  (c) 1993 --% (d) 1994 -

(e) 1995 A . _ -
Have you experlenced loan defcults7 (a) Yes. () (b) No ( )
What measures do you cdopt to recover defaulted amounts°
(a) Commun¢uy sanction | () (b) Peer group pressure (

(

(c ) From guarantors o ) (d) Sale of pledged 1tems
(e) Others

P G e e d S o e e ey e e e T s S M B Grek e gt S m B S e e EE G e Gt e S A B R P e wome g SR S N pem et
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15 KihdLy suppiy the followiﬁg loan ihfdrmction |

Year Type of agri- J'’Amount Amount -[Amount Amount
9 | business project|{ demanded|granted{defaulted |written
sponsored . () () ()  Joff ()

16.  Which of these qualities do you prefer in an agribusiness
: operator to grant him loan?’

a. ‘Operate a savings account ), oper&fe a ﬁurfent qccbun}'(v)
b. Own his equipments ( ), rent equ1pmen+s ( )|
C. . Own land ( ), rent land ()
d. lUnder 30 years of age (), between 3] 60 years (- ),
- above 60 years ( ) _
e. .Experienced Qgribusihess~qperdtor (), a beginnef of
’ aarlbu51ness ()
f. Has income from agrlbu51ness and other sources ( ), has
income solely from agrlbUSJnesso | 4
17 Do'you study projects before‘grant;ng ioqns? (a) Yes () |
. 5 No () , , | T ‘
18 If yes, who does the study? (a) quqger ¢ ) (b) Accountant ( )
(c) Credit offlcer () ' L 'T 
(d) Others - ‘ - '

e M e ot gt S g ¢ Bt M g R P e N fany e e e M SER g G g S e SRS e S Gy W s S g e Ay S
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20-

21
(a)

(c)

(g)
(3)
22
(a)
- (d)
23

24

:151

Do you take your customers and their produce/products to

fTrade.Fairs? "(a) Yes ( ). : (b)‘ No ().

By what other means do you help your customers market their
goods? .

e 4 e O S o S B et S g B i 6 e e o o L B 00 e S i (00 . Mt Ao e P e i S e e e et ot P A e am e ot A e e

_Whot'problemé do you encounter in your loan administration?

illiteracy among borrowers \.( )Y (b) Low loan demanded

insufficient loan funds . () (d) insufficient staff

()
()
No crédit officer ( ) (f) inaccurate loan information kﬂ)
Noﬁ—rggﬁlar payment ( ) (f) loan default ( ).
Others ——-——-—m-mmoemoe 0 R SRV .
How‘do you assess the pdtroane to your bank? |
Very impressiVe () (b).impreésive,.( ) (E) Just impressive ( )'>
Not impressive () - ' ' |

Have you implemented any developmental project in your community? -

(a) Yes () - (b) No ()

If yes,_kindly?specify‘_____;___T_____;__________;I

I e e e . S At e i e o e o i T v e e e e R B2 At S B ot S o S e o s e o e o 3.t i e s Lt A e B e o
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