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Abstract 
 

Small scale farmers are at the centre of food production in Nigeria, but, credit is crucial to farm 
enterprise operations and expansion. This paper accessed available credit sources, utilization, factors 
determining access to and its impact on poverty status of rural farming households in southwest 
Nigeria. Data were collected from 320 randomly selected arable crop farmers and were analyzed 
using descriptive statistics, Logit regression, FGT poverty index and OLS Regression Analyses. 
About 48% of the farming households were able to secure loan while others could not due to lack of 
adequate collateral, credit rationing, disappointments and other procedures involved in loan 
acquisition. Majority of the farmers got loans from cooperative societies, informal contributions (ajo) 
and microfinance banks. The logit regression revealed that education, gender (in favour of male), 
possession of tangible asset, indigeneship and membership of cooperative societies were the 
significant factors affecting the likelihood of having access to credit for small scale farming 
enterprises. Such loans were utilized for land clearing, tillage and planting. The three indices of 
poverty i.e poverty incidence, depth and severity were higher among non-credit users. It is 
recommended that policies that will enhance provision of micro-credit be formulated in order to 
reduce poverty and achieve food self sufficiency. 
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INTRODUCTION 
 

The 19th century assertion by Adam Smith that food production was growing at arithmetic 
progression while population growth was at a geometric progression is still valid in this 21st century 
especially in the developing countries of Africa, Asia and the Latin America. The low level of 
mechanization in some of the countries in these regions put small scale peasant farmers at the centre 
of food production. This describes the situation in Nigeria, the most populous country in Africa. The 
country which occupies a land area of about 923,768 squared kilometre has a projected population of 
about 170 million people. Despite the fact that about 81 million hectares of land are cultivable in the 
country, substantial quantity of the food needs of the country is still being imported. In reaction to the 
worrisome performance of the agricultural sector, the Federal Government of Nigeria had made 
various attempts aimed at reforming the sector and put it back to its enviable position in the Nigerian 
economy. Some of these programmes include: National Accelerated Food Production Projects 
(NAFPP) 1980; River Basin Development Authority 1970; Operation Feed the Nation 1976; Green 
Revolution 1980; Agricultural Development Project (ADP) 1975;  Directorate for Food, Road and 
Rural Infrastructure (DFRII) 1986; National Agricultural Land Development Authority (NALDA) 
1991; National Directorate of Employment (NDE) 1986; the National Fadama Development Project 
in the early 1990s whose Phase III which took off in 2009 is being rounded off and the Commercial 
Agricultural Development Project (CADP) which also started in 2009 and the Agricultural 
Transformation Agenda of the present government. However, government efforts over the years did 
not seem to yield sufficient desired result as the country still witness increasing high cost of food, 
general high cost of living and perpetual poverty. According to Akinbode (2013) the various 
programmes have not been able to significantly reduce poverty in Nigeria largely due to insincerity in 
implementation and large scale corruption. Furthermore, in most of the government intervention 
programmes the issue of access to credit and its availability were given little attention. The emphases 
have been on development and transfer of technology which involves training and agricultural field 
monitoring. It is a known fact that agriculture like any other business concern requires good capital 



outlay in the first instance prior to the expected subsequent cash in-flow. Some of the few government 
policy programmes which focused on credit were the Agricultural Credit Guarantee Scheme Fund 
(ACGSF) which was a policy instrument of the Federal Government of Nigeria on Agricultural 
Credit. The Scheme was established by Decree Number 20 of 1977 but started effectively in 1978. 
Others were the Nigerian Agricultural Insurance Corporation (NAIC), the World Bank Assisted 
FADAMA project and the Commercial Agriculture Credit Scheme. 
 Microfinance Bank was initiated in Nigeria to mobilize savings and enhance capital formation 
among the low and the middle income people. The overall objective is to serve as a source of credit 
for the establishment and expansion of small and relatively medium scale enterprises. According to 
Develop Africa (2014), “microfinance” is a term used to describe financial services like microcredit, 
microsavings, and microinsurance that are given to disadvantaged and impoverished 
individuals. Furthermore, in practice, microfinance also motivates individuals with otherwise 
inaccessible funds that will expand his or her business options while also reducing risk. There are 
about 817 Microfinance Banks in Nigeria located in both rural and urban areas. This represents a 
reduction in number when compared with 900 of such banks with valid operational licences as at the 
end of 2013. The reduction was mainly due to the liquidation of 83 Microfinance Banks.   

Agriculture contributes about 40 percent of the nation’s GDP and it is the largest employer of 
labour. Contrastingly, only 1 percent of the total loan given out by Nigerian banks goes to the 
agricultural sector. Banks in Nigeria usually avoid advancing loan to the productive sector but rather 
channel their funds to the oil sector and the stock market. It was reported that Nigerian Banks lost 
about N900 Billion invested in shares when stock market crashed. The few first generation banks in 
the country that give loans to farmers only do so for rich farmers who are close to the top echelon of 
the financial institutions. However, low and some middle income individuals usually organise 
themselves into groups in order to mobilise savings and enhance their business. These include 
cooperative societies, mutual contribution (ajo), Local Money Lenders e.tc. 
 Poverty is conventionally believed to be a rural phenomenon. Though, recent studies (e.g 
Akinbode 2013; Adetunji 2012 e.t.c) revealed that it is also an urban issue. The glaring issue is that 
factors that encourage poverty such as lack of access to credit, poor infrastructure; diseases; lack of 
education; divorce; teenage pregnancy; underemployment; immigrant status and irrational decision 
especially those related to culture are common in the rural area. According to NBS (2012), relative 
poverty which is defined with reference to the living standard of majority in the society is 69 percent 
in Nigeria while absolute poverty which defines poverty in terms of the minimal requirements 
necessary to afford minimal standards of food, clothing, healthcare and shelter is 61 percent in the 
country. However, the national figure could not be broken down into micro and specific groups of 
people.    

It has been widely accepted that Microfinance is a viable policy option for poverty reduction 
by the people in several communities, international organizations, governments and nongovernmental 
organizations. Aliou et al. (2000) posited that access to credit has noticeable effects on household 
welfare by increasing its risk bearing ability and alters its risk-coping strategy. It was further opined 
that households may subsequently be willing to adopt new and more risky technologies which are 
possibly very productive and profitable. Meanwhile, some people have seen certain credit sources as 
potential sources of poverty due to high interest rates, unfriendly repayment policies, demands for 
specific collaterals and so on. There is therefore the need to assess the poverty status of users and non-
users of credit especially among the cropping households in rural areas who have been emphasized to 
be playing important roles in food production in the country. This study aims at investigating the 
impact of microfinance on the poverty status of rural crop farming household in South-West Nigeria. 
Specifically, the study attempted to: 

- identify various sources of microfinance available to rural farming household  
- assess the poverty status of rural farming household by determining their head count ratio, 

the poverty dept and severity 
- determine factors affecting access to credit        
- compare poverty status of credit users and non-credit users 
- identify determinants of household welfare in the study area 

 
  



METHODOLOGY 
Study Area 
The study area is Ogun State located in the south-west corner of Nigeria. The state was created in 
1976 by the then Federal Military Government. It is one out of the six Yoruba speaking states created 
from the former Western Region. The population of the state according to the 2006 is over 3 million 
people. Predominant occupations of the inhabitants of the state are farming, civil service, transport 
services, artisanship and trading. Sub-ethnic group found in the state include the Egbas, Ijebus, Yewas 
and the Eeguns. 
 
Sampling Technique, Sample Size and Data collection 
Multistage sampling technique was used to select rural farming households used for this study. One 
Local Government each was selected from each of the four agricultural zones in the state. The next 
stage was the random selection of nine villages from each of the three earlier selected LGAs. This was 
followed by the random selection of ten farming households from each of the selected villages. This 
gave a total of 360 rural farming households. However, 320 were eventually used for the study as 
others were discarded due incompleteness and discrepancies which rendered them unusable. Data 
were collected with the aid of well structured questionnaire. The focal persons were majorly the 
household head. Therefore, they were asked relevant questions and their responses were recorded. 
Questions asked included their access to credit, sources of credit, amount of loan requested, amount 
obtained, repayment plan, interest rates, loan utilization, household consumption expenses e.t.c. 
 
Analytical Technique 

(i) Descriptive statistics: This was used to describe the socioeconomic characteristics of the 
households sampled. It mainly involved the use of means and standard deviations. It was 
also used to describe the sources of micro credits in the study area  

(ii) Logit Regression: The model is mathematically 
stated thus: 
퐿 = 퐼푛 = 훽 + 	훽 퐴 + 	훽 퐸 + 훽 푁 + 훽 퐺 + 훽 푋 + 훽 푆 + 훽 푉 + 훽 푅  
where 
Pi = 1 if the household (head) had access to credit for farming activities 
Pi = 0 if the household (head) had no access to credit for farming activities; 
A = age of the household head in years; 
E = educational level of household head in years spent in schools; 
N = Indigeneship (1 if the household head in an indigene of the community; 0 if otherwise) 
G = Gender (1 for male headed households, 0 if otherwise); 
X = Extension contact (1 if household had contact with extension agents in the last one year) 
S = Membership of cooperative society (1 if the head is a member, 0 if otherwise) 
V = Possession of tangible asset (1 if the household has valuable asset which can be used as 
         Collateral for loan acquisition, 0 if otherwise) 
R = Years of residency in the community  
 

(iii) FGT index or P-Alpha measure of poverty: This technique was used to examine the 
poverty situation of rural small scale crop farming households in the study area. The FGT 
poverty index is a family of additively decomposable measure of poverty which was 
proposed and developed by Foster, Greer and Thorbecke (1984). It has been widely used 
in empirical poverty studies (e.g Ayinde et al. (2002), Akerele and Adewuyi (2011), 
Asogwa et al.(2012), Adetunji (2012), Olaolu et al. (2013), Akinbode (2013) e.t.c). It is a 
generalized measure of poverty which measures the outfall from the poverty line and also 
considers inequalities among the poor. The higher the FGT statistic the more there is 
poverty in a society. The FGT formula is given as: 

  푃 = 	 ∑   
Where Pα = Foster, Greer and Thorbecke index (0 ≤ Pα ≤ 1);  
N = total number of households sampled for the study;  
z = the poverty line (World Bank new recommendation of $1.25 equivalent to N212.5 Nigerian 
currency at $1 = N170 exchange rate);  



yi = the per capita expenditure of the ith household;   
α = the FGT parameter (where α takes the values 0, 1 and 2, depending on the degree of concern 
about poverty.  

If there is increase in the value of α, the aversion to poverty as measured by the index 
increases. In line with this, when there is no aversion to poverty α = 0, the index simply becomes:  
푃 = 	 푞	 = 		 = 퐻	 
This is referred to as the head count ratio or measure of poverty incidence. When α = 1, the index so 
generated is a measure of poverty depth or poverty gap. Finally, when α = 2, the index generated is 
the poverty severity and the closer the value is to 1, the more severe the poverty situation is such 
society or group. 
 

(iv) Multiple Regression Analysis: The Ordinary Least Square (OLS) multiple regression 
analysis was used to determine socioeconomic characteristics of household affecting their 
welfare which was proxied by their per capita expenditure. The model is written as:  

W = ɳ0 + ɳ1G + ɳ2E + ɳ3G + ɳ4M + ɳ5Z + ɳ6D + ɳ7C +ɳ8T + ε  
Where W = Per capital expenditure of the ith household 
A = age of the household head in years; 
E = educational level of household head in years spent in schools; 
G = Gender (1 for male headed households, 0 if otherwise); 
M = Marital status of head (1 if married, 0 if separated, divorce, single, widow or widower) 
Z = Household size 
D = Dependency ratio)  
C = Access to credit facility (1 if head has access, 0 if otherwise)  
T = Remittances recipients (1 if household receives regular remittances, 0 if otherwise) 
 
DISCUSSION OF RESULTS 

Table 1 shows the distribution of sampled small scale crop farming households by various 
socioeconomic characteristics and credit related variables. Majority (90 percent) of the sampled 
household heads were male while the average household size was 7. Household heads have been 
living in the community for an average of 22 years. The age of household head was 44.6years with a 
standard deviation value of 12. This implies that average head was still in the active population group. 
Majority (62.2 percent) of the sampled household heads had primary school education. The low 
literacy level may impart negatively on adoption of improved technologies, ability to approach 
financial institutions for loans and it may also affect their general farming practices. It should be noted 
that as high as 16 percent of the household heads could not read nor write.  

Majority (51.9 percent) of the farmers did not have access to credit while 60.9 percent did not 
receive agricultural extension services. The lack of access to credit is expected to have negative effect 
on the ability of the farming households to expand their enterprises such as the area of land cultivated, 
value addition, storage e.t.c. In the same vein, majority (66.9 percent) of the sampled household heads 
did not join any cooperative society in their community or elsewhere and this could limit their access 
to credit with its obvious implication. In the same vein, only 20.6 percent patronize Microfinance 
Banks. Microfinance banks were established to mobilise savings and help in capital formation in order 
to expand business. However, majority (64.1 percent) participated in rotational mutual contribution 
(ajo). Meanwhile, this is usually very meagre. Only 19.4 percent got one form of loan or the other 
from family and friends. About 24 percent of the respondents got loans from cooperative societies 
while only 19.1 percent got loans from Microfinance Banks. Other sources of microcredit identified 
were Agricultural banks, Local Money Lenders and Non-Governmental Organizations. 

 Aside having access to credit, the amount of money farmers are able to borrow are equally 
important. In this regard, farming household in the area received an average of N16,500 ($97.06) for 
the farming season. It should be noted that 51.9 percent could not obtain credit while as high as 30.6 



percent secured less than N20,000 ($117.65) while less than 1 percent were able to secure more than 
N100,000 ($588). Majority (84.6 percent) of the respondents stated that lack of collateral was a major 
problem to the acquisition of loan while 81.9 percent were of the opinion that high interest rate was 
also a problem. Other constraints to loan acquisition identified were cumbersome procedure, illiteracy 
on the part of farmers and lack of the right connection with highly placed individuals (Table1). 

Determinants of Access to and use of credit 
The Binary Logit Regression model estimation revealed that education (α= 0.05), 

indigeneship (α= 0.01), gender (α= 0.01), membership of cooperative societies (α= 0.05) and 
possession of tangible assets (α= 0.01) were the significant factors determining access to and use of 
credit in the study area. It should be noted that all the coefficients came up with the expected positive 
sign. The positive and significant coefficient of education implies that the likelihood of credit use 
increases with increase in years spent in school which was used as proxy for education. Specifically, 
the marginal effect value of 0.0821 implies that one year increase in years spent in school by an 
average farmer increases the probability of being able to secure and use credit by 8.21 percent. 
Therefore, the higher the level of education, the higher the probability of being able to secure and use 
microcredit for arable crop farming. Indigeneship was a dummy variable where household heads who 
were indigenes of the study area were scored 1 and otherwise they were scored zero. In the light of 
this, the positive and significant coefficient of indigeneship variable implies that farmers who were 
indigenes of the area were more likely to secure and use microcredit or loan. This may stem from the 
fact that they would be better known to the potential creditors, hence, their relative credit worthiness 
and ability to secure loans. In the same vein, male farmers had higher likelihood of securing 
microcredit compared with female farmers. Membership of cooperative society increases the 
likelihood and probability of being able to secure and use credit for arable crop farming. This is also 
in line with the a priori expectation as provision of thrift and credit is one of the main objectives of 
Cooperative Societies. Finally, possession of tangible assets which could be used as collateral also 
increases the likelihood of credit utilization among the sampled arable crop farmers. 

Incidence, Depth and Severity of Poverty among sampled households 
Table 3 presents result of the FGT poverty indices among sampled households. The poverty 

indicators were consistently higher among non-credit users compared with credit users. For instance, 
the head count ratio values were 0.56 and 0.64 among credit users and non-credit users respectively. 
This implies that 56 percent of credit users households were poor (i.e living below the World Bank 
minimum per capita daily expenditure of $1.25 (N212.50)) while 64 percent of non-credit user 
households were poor. The higher proportion of poor households in the study area calls for urgent 
policy intervention. 
 The poverty depth value of 0.31 and 0.41 for credit and non-credit using households 
respectively implies that average credit using household needed to mobilise financial resources up to 
31 percent of  $1.25 (N212.50) per day for each household member to be able to escape poverty while 
non-credit using household needed to mobilise financial resources up to 41 percent of the poverty line 
in order to escape poverty. 
 The poverty severity value of 0.29 and 0.36 for users and non-user of credit represent the 
seriousness of poverty in the study area. The closer this value is to one (1), the serious the poverty in 
the area. The results obtained in this study is a little different from those obtained in some other 
studies. For instance, Akinbode (2013) reported incidence, depth and severity values of 0.34, 0.11 and 
0.06 respectively among urban households in South-West Nigeria. Adetunji (2012) reported poverty 
incidence, depth and severity indices of 0.47, 0.23 and 0.16 respectively while Asogwa et al. (2012) 
reported values of 0.6158, 0.2719 and 0.1546 respectively in Benue State North-Central Nigeria. 
However, one clear revelation is that non-credit users expectedly carried higher burden of poverty 
than credit users. They were possibly limited in the area cultivated, ability to process and value 
addition. 
 



Determinants of Poverty /Welfare Function 
The results of the estimated welfare function are presented in Table 4. Here, household per 

capita expenditure was regressed on suspected explanatory variables such as age, education, gender, 
marital status, household size, dependency ratio, credit use and remittance. Meanwhile, coefficients of 
education (α= 0.05), age (α= 0.05), and credit use (α= 0.05) came up with significant positive sign. 
The implication of this is that the higher the educational level the higher the per capita expenditure 
and by extension poverty level of the household. Furthermore, male headed households have higher 
per capita expenditure (PCE) than female headed households. Also, credit credit-user households had 
higher PCE if other factors are held constant. Meanwhile, increase in household size and dependency 
ratio reduces PCE thereby increasing poverty in the study area. The R-squared value of 0.596 implies 
that 59.6 percent of the total variations in PCE were as a result of variations in the set of explanatory 
variables included in the model. 

Conclusion and Recommendation 
The study looked into the issue of access to and use of credit among rural arable crop farming 

households in Ogun State South-West Nigeria and its implication on their poverty status. About 52 
percent of the sampled households had no access to credit and did not use microcredit in their farming 
enterprise. Those who use credit were only able to obtain an average of about N16,500 ($97) for the 
planting season. Sources of credit identified were cooperative societies, Microfinance Bank, Mutual 
contributions, Local Money Lenders, Family and Friends e.t.c. The study revealed that access to credit 
were significantly determined by education, indigeneship, gender (in favour of male), membership of 
cooperative societies and possession of tangible assets. Poverty indices were higher among non-credit 
users compared with credit users. Significant determinants of household welfare and poverty were 
educational level of household head, gender (in favour of male), household size, dependency ratio and 
access to credit. In the light of the foregoing, the following recommendations were made: 

(1) Rural crop farmers should be encourage by NGOs and government agencies to form/join 
Cooperative and Thrift Societies in order to serve as sources of microcredit when needed. 

(2) Specialized financial institutions such as the Bank of Agriculture (BOA) and Bank of Industry 
(BOI) should be strengthened to reach rural areas and be encouraged to lend certain 
proportion of their loan portfolio to rural farmers with stiff penalty for non-compliance. 

(3) Formal banking should be encouraged in rural areas. 
(4) Extension Services should be strengthened to reach rural areas in order to serve as a source of 

informal education. 
(5) Social amenities such as good road, water and electricity should be provided in the rural 

areas. 
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APPENDIX 
Table 1: Distribution by Socioeconomics characteristics and microcredit related issues 
Distribution of household head by Age  Distribution by Cooperative membership 
Age range Frequency Percent   Freq. Percent 
≤ 30 years 59 18.9  Yes 106 33.1 
31 – 40 81 25.3  No 214 66.9 
41 – 50 60 18.8  Total 320 100.0 
51 – 60 104 32.5     
61 – 70 16 5.0  Participation in mutual contribution 
Total 320 100.0  Yes 205 64.1 
Mean age 44.6 years   No 115 35.9 
    Total 320 100.0 
Distribution of head by educational level     
Educational evel Frequen Percent  Patronage of Microfinance Banks 
No formal Educat 16 5.0  Yes 66 20.6 
Primary School 199 62.2  No 254 79.4 
Junior Secondary 28 8.8  Total 320 100.0 
Senior Secondary 59 18.4     
Tertiary educatn 18 5.6  Sources of microcredit   
Total 320 100.0  MF Bank 61 19.1 
    Cooperative 78 24.4 
Distribution of household by Gender  Agric. Bank 30 9.4 
Male 289 90.3  Comm. Bank - - 
Female 31 9.7  NGOs 10 3.1 
Total 320 100.0  LML 43 13.4 
    Relatives 28 8.8 
Distribution by household size  Friends 23 7.2 

1 -5 102 31.9  None 166 51.9 
6 – 10 203 63.4     
> 10 15 4.5  Amount of loan obtained (in Naira) 
Total 320 100.0  None 166 51.9 

    ≤20,000 98 30.6 
Years of Residency in the in the locality   20001-40000 21 6.6 

1 – 10 80 25.0  40001-60000 16 5.0 
11 – 20 33 10.3  60001-80000 10 3.1 
21 – 30 114 35.6  80001-100000 6 1.9 
31 – 40 13 4.1  Above 100000 3 0.9 
41 – 50 47 14.7  Total 320 100.0 
51 – 60 33 10.3  Mean N16,500  
Total  320 100.0     
Mean 22years   Perceived constraints to loan acquisition 

    Collateral 271 84.6 
Distribution by Access to credit  Long process 187 58.4 
Yes 154 48.1  Illiteracy 109 34.1 
No 166 51.9  High interest 262 81.9 

Total 320 100.0  Connection 182 56.9 
Distribution by Access to Extension service     

Yes 125 39.1     
No   195 60.9     

Total  320 100.0     
Note: MF Bank = Microfinance Bank; LML = Local Money Lender; $1 = ₦170  



Table 2: Results of the Logit Regression Model to determine factors affecting access to credit 
 

Variable Symbol Coefficients t-value Marginal effect 
Age A -0.0116 -1.06 0.0051 

Education E 0.0182* 2.41 0.0821 
Indigeneship N 0.0635** 3.24 0.2510 

Gender G 0.3241** 4.21 0.3121 
Extension X -0.9121 1.24 0.0141 

Cooperative C 0.6621* 2.24 0.4172 
Asset S 0.0712** 3.51 0.2913 

Source: Compute from field survey data, 2013 
 
Table 3: Incidence, Depth and Severity of poverty 
 

FGT index Credit users Non-credit users 
Incidence (Po) 0.56 0.64 
Depth (P1) 0.31 0.41 
Severity (P2) 0.29 0.36 

Source: Compute from field survey data, 2013 
 
Table 4: Determinants of Welfare 

Variable Symbol Coefficients t-value 
Intercept Bo 80.01 0.92 

Age A -3.421 -0.82 
Gender G 21.314* 2.24 

Education E 4.213* 2.05 
Marital Status M 12.017 0.92 

Household Size H -2.314** -3.18 
Dependency Ratio D -7.035** -3.401 

Credit use C 17.131** 2.51 
Remittances R 5.021 1.127 
R-squared R2 0.655  

Adjusted R2  0.596  
F-value  26.76  

Source: Compute from field survey data, 2013 
 


