
14 

 

 

Deposit Money Banks, Agricultural Financing and Growth 

of the Agricultural Sector in Nigeria: 1981-2015 

 
1
Onyema, J.I. (Ph.D)

 
&

 2
Agada. R. C. 

 

Department of Banking and Finance, 

Faculty of Management Sciences 

Rivers State University, Port Harcourt, Nigeria 
1
joseonyema@yahoo.co.uk; 

2
agada.royal@gmail.com 

ABSTRACT 

This study examined the contribution of agricultural financing through the agency of deposit money 

banks to the growth of the agricultural sector in Nigeria. The objective is to investigate the extent to 

which deposit money bank financing has led to the growth of the Nigerian agricultural sector. Time series 

data were collected from Central Bank of Nigeria Statistical Bulletin from 1981 to 2015. Percentage of 

agricultural sector gross domestic product to total domestic product was used as the dependent variable 

while percentage of deposit money bank credit to agricultural to total deposit money banks credit, prime 

lending rate and maximum lending rate were used as the independent variables. Cointegration test, 

Augmented Dickey Fuller test, granger causality test and error correction model are used to determine the 

short and long run relationships that exist between the dependent and the independent variables. The 

result found that deposit money banks credit to agricultural sector is not done in such a volume that will 

guarantee a positive contribution to the growth of the agricultural sector while prime lending rate and 

maximum lending rate are found to contribute positively to the growth of the agricultural sector. The unit 

root test found that all the variables are stationary at first difference; the cointegration test indicates the 

presence of long run relationship while the granger causality test exhibits a uni-directional causal 

relationship between the dependent and the independent variables. From the regression summary, we 

conclude that agricultural financing has no salutary effect on the growth of agricultural sector in Nigeria. 

The study recommends that efforts should continue to be made to develop the sector through the use of 

modern tools and removal of other traditional constraints such as land fragmentation to make the sector 

more productive to attract more funding by the private sector.  

Keywords: Agricultural Financing, Growth of Agricultural Sector, Prime Lending Rate and Maximum 

Ending Rate,  

 
INTRODUCTION 

Boosting the productivity and the development of the sector in Nigeria has been a major concern of the 

federal government, state government and the monetary authority such as the Central Bank of Nigeria. 

The inadequate financing of this sector in question has been identified as a major factor hindering 

agricultural production in the country. For this reason various programmes and policies as well as 

institutions have been established with the aim of providing easy finance to the sector including financing 

by deposit money banks.  

Prior to the discovery of oil in Nigeria, the agricultural sector was the engine of Nigerian economy. It was 

the major source of government revenue and foreign earning (Iyoha, 2004). The past five decades in 

Nigeria, agricultural sector suffered a great setback due to neglect by the government, financial 

institution, the policy makers and agricultural practitioners leading to poor performance of the sector. The 

financial institutions do not consider it profitable enough lending to this sector even though it falls in the 

preferred sector.  This poor performance of the sector has left a deficit in the food production of the 
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country that the country resorted to   huge importation of foods and raw materials to the country (Onoh, 

2008). 

The effect of deposit money bank lending on the growth of the agricultural sector has well been examined 

and documented in literature. However, some of the studies failed to integrate into the model variables 

that affect deposit money bank lending and its impact on the growth of the agricultural sector in Nigeria. 

For instance Obilor (2013) examined the impact of deposit money bank credit to the agricultural sector on 

agricultural development. This study failed to integrate factors like lending rate that determines 

agricultural financing in Nigeria. The study of Anifowose and Ladanu (2015) studied the role of deposit 

money bank in agricultural growth in Nigeria. The study failed to include   in the model commercial 

banks lending to the agricultural sector while the study of Adeyinka, Daniel and Olukotun (2016) 

examined the contribution of deposit money bank to agricultural financing in the Nigerian economy. The 

study failed to recognize lending rate into the model but include liquidity ratio and cash reserve ratio. 

From the above knowledge gap, this study intends to examine the effect of deposit money bank financing 

on the growth of Nigerian agricultural sector by integrating interest rate and deposit money bank lending 

to the agricultural sector into the model. 

 

LITERATURE REVIEW 

Concept of Bank Credit  

Credit is the extension of money from the lender to the borrower. Spencer (1977) noted that credit implies 

a promise by one party to repay money borrowed. Credit cannot be divorced from the banking sector as 

banks serve as a channel for funds to be received in form of deposits from the surplus units of the 

economy and passed on to the deficit units who need funds for productive purposes. Banks are therefore 

debtors to the depositors of funds and creditors to the borrowers of funds. Bank credit is the borrowing 

capacity provided to an individual, government, firm or organization by the banking system in the form of 

loans. According to Central Bank of Nigeria (2003), the amount of loans and advances given by the 

banking sector to economic agents constitute bank credit. Bank credit is often accompanied with some 

collateral that helps to ensure the repayment of the loan in the event of default. Credit directs savings into 

productive investment thereby encouraging economic growth. Thus, the availability of credit allows the 

role of intermediation to be carried out, which is important for the growth of the economy.  

Empirical Review  

In this review we shall dwell more on commercial banks since commercial banks mean one and the same 

as deposit money bank. Adeyinka, Daniel and Olukotun (2015) examined the contributions of commercial 

banks in agricultural financing in Nigeria. The study discussed a number of challenges that affect 

agricultural financing in Nigeria with a view to shedding light on the relationship between banks and the 

agricultural sector and evaluated the extent of banks involvement in agricultural financing. Secondary 

data (2002 -2014) on sectoral distribution of commercial banks’ loans and advances to agricultural sector, 

liquidity ratio of commercial banks, cash reserve ratios of commercial banks and money market minimum 

rediscount rates, etc. Data were sourced from various statistical publications of the central bank of Nigeria 

(CBN). Data collected were analyzed using multiple regression of ordinary least square to achieve its 

objectives. It was revealed that the parameter of cash reserve and discount rate is not statistically 

significant and the parameter of liquidity ratio is not statistically significant. It was also discovered that 

agriculture credit was found as a decreasing function of discount rate, liquidity ratio and cash reserve, this 

lower the volume of agricultural credit 

Udoka, Mbat, Stephen and Duke (2016) examined the effect of commercial banks’ credit on agricultural 

output in Nigeria. Four research hypotheses were formulated to guide and direct the study. The ex-post 

facto research design was adopted for the study. Data for the study were collected from published articles 

and the Central Bank of Nigeria Statistical bulletin. To estimate the specified equation, the ordinary least 

squares regression technique was employed. Based on the results obtained, the following result arose; the 

estimated results showed that there was a positive and significant relationship between agricultural credit 

guarantee scheme fund and agricultural production in Nigeria. This means that an increase in agricultural 
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credit guarantee scheme fund could lead to an increase in agricultural production in Nigeria; there was a 

positive and significant relationship between commercial banks credit to the agricultural sector and 

agricultural production in Nigeria. This result signified that an increase in commercial banks credit to 

agricultural sector led to an increase in agricultural production in Nigeria. Again, there was a positive and 

significant relationship between government expenditure on agriculture and agricultural production in 

Nigeria and a negative relationship between interest rate and agricultural output also confirmed 

theoretical postulations.  

Anifowose & Ladanu (2016) reviewed the role of commercial banks in agricultural growth in the period 

2010 – 2014. The study reviewed the works and views of eminent scholars. Their views were diverse, 

some shared some views and some disagreed. Some scholar realized the role of the agricultural sector in 

economic development but failed to emphasize the fact that there was a great need to develop this sector. 

These scholars went further to detect important variables or catalysts or prerequisite for the development 

of the sector like technology and research. The study also had an overview of the impact of commercial 

banks as safe keepers and channels of funds to needy sectors like the agricultural sector. In conclusion, it 

was discovered that the deposit money banks have actively been playing quite a great role under the 

policies of the apex regulatory body, the Central Bank, in financing agriculture. So, to justify the 

hypothesis of the study that if one of the major factors that aid the agricultural sector which is finance, is 

channeled into this sector, the sector will develop and also increase its output and play its role effectively 

in economic development. 

Obilor (2013) aimed at evaluating the impact of commercial banks' credit to agricultural sector under the 

Agricultural Credit Guarantee Scheme Fund in Nigeria. Until the mid-seventies, agriculture was the 

primary foreign exchange earner for Nigeria. Now it has lost its prime position to the mineral sector. Of 

these factors, inadequate capital is considered as the single most important factor affecting the 

performance of the sector. It therefore empirically examined the impact of Agricultural Credit Guarantee 

Scheme Fund, agricultural product prices, government fund allocation and commercial banks’ credit to 

agricultural sector on agricultural productivity. The result revealed that Agricultural Credit Guarantee 

Scheme Fund and Government fund allocation to agriculture had a significant and positive effect on 

agricultural productivity, while the other variables had a significant and negative effect.  

Enya, and Alimba (2008) examined the effect of commercial bank funding on the Nigerian agricultural 

sector from 1986 to 2005. The result from the Ordinary Least Square multiple regression revealed that 

agricultural sector repayment ability, cash reserve ratio and interest rate have the theoretical signs 

indicating that an increase in interest rate and repayment ability of the agricultural sector causes an 

increase in the amount of credit by commercial banks to the agricultural sector while cash reserve ratio 

increases tend to decrease commercial bank funding to the Nigerian agricultural sector. This means that a 

percent increase in lending and repayment ability caused a 0.0014 per cent decrease in the supply of 

agricultural credit while a percentage increase in cash reserve ratio will result in 0.06 per cent decrease in 

the supply of credit by commercial bank to the Nigerian agricultural sector during the study period.  

Udah and Obafemi (2011) undertook an empirical investigation of the financial sector reforms effect on 

the Nigerian manufacturing and agricultural sectors by employing annual time series data between 1980 

and 2007. The estimation techniques of impulse response and variance decomposition were employed in 

the estimation of the equation. The results showed that credit to private sector positively impacts on the 

agricultural and manufacturing sectors of the economy and capacity utilization. This implied domestic 

investment would be facilitated with increased credit to private sector. Furthermore, results of findings 

revealed that currency outside banks had a negative impact on actual output of agriculture and 

manufacturing sectors in the short run. Also, currency outside banks boosted agricultural and 

manufacturing sectors and capacity utilization in the long run. However, gross domestic savings impacted 

negatively on capacity utilization and a positive influence on manufacturing and agricultural outputs. 

Nevertheless, political instability declined agricultural and manufacturing outputs in the short period and 

the both sectors experienced increase in outputs in the medium and long periods. The results further 
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showed that political instability caused expansions in capital utilization in the short period, while 

contractions were experienced in the subsequent terms.  

Omojimite (2012) carried out a study on the relationship between the growth of the Nigerian agricultural 

sector, macroeconomic policy and institutions and found a significant signal in sustenance of the 

hypothesis that institutions are more critical in economic growth particularly the Nigerian agricultural 

sector growth. The study recommended that interest rate should be liberalized to the agricultural sector 

and institutional supports should be strengthened basically in the areas such as extension services to 

farmers and subsidized inputs. 

Amassoma, Nwosa and Ofere (2011) examined the nexus of lending rate, deregulation of interest rate and 

agricultural productivity in Nigeria using annual data spanning 1986 to 2009.The authors used ordinary 

least squares (OLS) econometric estimation technique and cointegration and Error Correction Model as 

well as long run relationship was revealed among the variables from the cointegration test while the error 

correction modelling revealed a significant and positive relationship between interest rate deregulation 

and agricultural productivity. The study further recommended that, interest rate should be market 

determined so as to serve as a catalyst for improved agricultural productivity. It is also expected that 

government must make it possible for the financial sector to carry out the policies that will guarantee 

available credit to the preferred sector, especially every sort of farmers and not bigger borrowers only like 

the government alone for the sole aim of boosting the productivity of the Nigerian agricultural sector.  

Kolawole (2013) empirically investigated the effect of interest rate and some macroeconomic variables on 

the performance of the Nigerian agricultural sector using time series annual data from 1980-2011. The 

study employed the error correction model within the framework of ordinary least square regression 

estimation. A long run relationship was revealed among the variables and the error correction model 

found out that there was an inverse relationship between interest rate and agricultural productivity. There 

was also a negative relationship between exchange rate and agricultural productivity. This means that 

assuming the interest rate spread levels and exchange rate is increased, there will be a decline in the 

degree of agricultural value added in the country.                                                     

 

RESEARCH METHODOLOGY 

The study adopts quasi experimental research design. Furthermore, for the purpose of this research, the 

secondary data collection method will be used, and the multiple regression data analysis method will be 

used. The two-tailed test will be used in testing the hypotheses formulated. The nature of this study is 

such that the use of secondary data will be used. The secondary data will be sourced, from Central Bank 

of Nigeria Annual Report and Statistical Bulletin various issues and other relevant publications. In 

analyzing the data, and results of this study, the multiple regression analysis will be employed with E-

VIEW. This is used to test the hypotheses and the variables in the study. The relationship between the 

variables will be examined with the use of this statistical tool.  

Functional form  

Agric GDP/TGDP = ƒ (DMBA/TC, PLR, MLR)  

Explicit form  

Agric GDP/TGDP = β0, + β1DMBA+ β2PLR+ β3MLR+ µ 

Where     

Agric GDP =  Output of agricultural sector  

DMBA/TC = Percentage of deposit money bank credit to agricultural sector as a ratio of total credit. 

PLR = Prime lending rate 

MLR = Maximum lending rate 

µ = Error term 

β0 =  Regression intercept 

β1-β3 = Coefficients of independent variables. 
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Data Analysis Technique 

The technique used in this study is the Ordinary Least Square (OLS) estimation technique. The test 

instruments in the OLS are the t-statistics and F-test which were used to test the significance of variables 

and the overall significance of the regression respectively. Other test instruments that were employed are 

the Durbin Watson test which was used to test the presence or absence of auto correlation between and 

among the explanatory variables and the adjusted R squared to test the percentage variation of the 

dependent and the independent variables. 

Unit Root Test for Stationarity of Series  

This involves testing whether a stochastic process is stationary or non-stationary and the order of 

integration of the individual series under consideration. Currently, the most accepted method for the 

testing for unit root is Augmented Dickey-Fuller (ADF) test due to Dickey and Fuller (1979, 1981), and 

the Phillip-Perron (PP) due to Phillips (1987) and Phillips and Perron (1988). One advantage of ADF is 

that it corrects for higher order serial correlation by adding lagged difference term on the right hand side. 

It relies on rejecting a null hypothesis of unit root (the series are non-stationary) in favor of the alternative 

hypotheses of stationarity (Engel & Granger, 1987). The tests were conducted with and without a 

deterministic trend (t) for each of the series. For the purpose of this study, the ADF unit root was adopted 

and the general form of ADF test to be estimated by the following regression:  
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Where Y is the time series, t is the linear time trend, is the first differential operator, α is the constant, n is 

the number of lags in the dependent variable and e is the random error term. 

 

Cointegration Test 

For the cointegration test, the maximum likelihood test procedure established by Johansen and Juselius 

(1990) and Johansen (1991) was used. In the test, if Yt is a vector of n stochastic variable then there exist 

a P-lag vector auto regression with Guassian errors. Johansen methodology takes its starting point in the 

vector auto regression (VAR) of order of P given by; 

tpttt ePyyy  1      3.3 

Where yt is an (nX1) vector of variables that are integrated of order commonly denoted (1) and is an 

et(nx1) vector of innovations. In order to determine number of co-integration vectors, Johansen (1989) 

and Johansen and Juselius (1990) suggested two statistic tests, the first one is the trace test (trace). It tests 

the null hypothesis that the number of distinct cointegrating vector is less than or equal to q against a 

general unrestricted alternatives q=r the test calculated as follows: 

 



1

1)(
RI

tInTrtrace 
 3.4  

T is the number of usable observations, and the I is the estimated eigenvalue from the matrix. The second 

statistical test is the maximum eigenvalue test (max) that is, calculated according to the following 
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formula; max(r, r+1) = T In (1-r + 1). The test concerns a test of the null hypothesis that there is r of co-

integrating vectors against the alternative that r +1 co-integrating vector. 

Error Correction Model (ECM) 

Where cointegration exists among series, then the next step is to construct an error correction mechanism 

to model dynamic relationship. The essence of the error correction model is to show the speed of 

adjustment from the short run equilibrium to the long run equilibrium state (Koutsoyiannis, 1997). The 

greater the co-efficient of the parameter, the higher the speed of adjustment of the model from the short 

run to the long run. The study represents equation (2)) with an error correction form that allows for 

inclusion of long-run information, thus the error correction model (ECM) can be formulated as follows; 

logAGDPt=α0+


n

i 1

α1tlogACBAt-1+
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Where the first difference operator is the error correction coefficient and the remaining variables are as 

defined above. 

 

VAR and Granger Causality Test 

The test of cointegration ignores the effect of the past values of one variable on the current value of the 

other variable. So, the study will try the Granger causality test to examine such possibilities. Granger 

causality test whether lagged values of one variable predict changes in another, or whether one variable in 

the system explains the time path of the other variables (Granger, 1969). The test for Granger causality is 

performed by estimating equations of the following form; 
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Where et and μt are white noise disturbance terms (normally and independently distributed), m is the 

number of lags necessary to induce white noise in the residuals, and ECMt-1, is the error correction term 

from the long-run relationship. xtis said to Granger-cause yt, if one or more a2, i(i = 1,m) and   are 

statistically different from zero. Similarly, ytis said to Granger cause xt, if one or more β2,i(i=1,m) and are 

statistically different from zero. A feedback or bi-directional causality is said to exist if at least α2,I and β2,i 

(i=1,m) or  and  are significantly different from zero. If on the other hand, α2,0 and β2,0 are statistically 

significant.  

A-priori Expectation of the Result 

The variables are expected to have a positive impact on the dependent variable. It is mathematically 

expressed as: β1, β2, β3. > 0. This means that commercial bank credits to agricultural sector, prime lending 

rate and maximum lending rate will impact positively to the growth of agricultural sector. 
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ANALYSIS AND DISCUSSION OF FINDINGS 

Table 1: Time Series Data of the Variables 
Year AGDP/TGDP DMBA/TC PLR MLR 

     

1981 18.07 0.64 7.75  10.00  

1982 19.9 0.79 10.25  11.75  

1983 21.62 0.82 10.00  11.50  

1984 26.12 0.95 12.50  13.00  

1985 25.44 0.97 9.25  11.75  

1986 26.52 1.34 10.50  12.00  

1987 26.04 1.24 17.50  19.20  

1988 28.01 1.18 16.50  17.60  

1989 23.09 0.92 26.80  24.60  

1990 22.56 0.89 25.50  27.70  

1991 22.59 0.92 20.01  20.80  

1992 21.03 0.80 29.80  31.20  

1993 27.10 0.99 18.32  36.09  

1994 31.81 1.27 21.00  21.00  

1995 27.18 0.87 20.18  20.79  

1996 26.55 0.83 19.74  20.86  

1997 28.92 0.67 13.54  23.32  

1998 33.61 0.68 18.29  21.34  

1999 30.50 0.66 21.32  27.19  

2000 22.47 0.61 17.98  21.55  

2001 29.23 0.81 18.29  21.34  

2002 54.54 0.77 24.85  30.19  

2003 46.26 0.63 20.71  22.88  

2004 43.25 0.59 19.18  20.82  

2005 41.29 0.33 17.95  19.49  

2006 40.47 0.27 17.26  18.70  

2007 41.40 0.72 16.94  18.36  

2008 41.57 0.44 15.14  18.70  

2009 46.89 0.55 18.99  22.62  

2010 23.96 0.24 17.59  22.51  

2011 22.29 0.41 16.02  22.42  

2012 22.05 0.44 16.79 23.79 

2013 21.00 0.43 17.09 12.96 

2014 20.24 0.54 18.26 13.25 

2015 20.86 0.00 16.93 26.96 

Source: Central Bank of Nigeria Statistical Bulletin (2017) 

Keynotes: 
AGDP/TGDP  = Percentage of agricultural GDP to total GDP 

DMBA/TC  = Percentage of deposit money banks credit (to agriculture) to total credit. 

PLR   = Prime lending rate 

MLR   = Maximum lending rate 
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Table 2: Presentation of the Result 

     
Variable Coefficient Std. Error t-Statistic Prob.   

          DMBA/TGDP -3.321933 5.439767 -0.610676 0.5459 

MLR 0.151950 0.406363 0.373928 0.7110 

PLR 0.298016 0.508040 0.586599 0.5617 

C 23.27663 7.576945 3.072034 0.0044 

R-squared 0.770157     Mean dependent var 29.27029 

Adjusted R-squared 0.619828     S.D. dependent var 9.317821 

S.E. of regression 9.409744     Akaike info criterion 7.428579 

Sum squared resid 2744.842     Schwarz criterion 7.606333 

Log likelihood -126.0001     Hannan-Quinn criter. 7.489940 

F-statistic 10.77965     Durbin-Watson stat 0.592279 

Prob(F-statistic) 0.000027    

Source: E-view software 9.0 

 

INTERPRETATION OF RESULTS 

The result in Table 2 shows the effect of commercial bank financing on the growth of agricultural sector in Nigeria 

as formulated in the regression model. It is evident that the independent variables explain 61.9% variation in the 

growth of the agricultural sector. The F-statistics coefficient of 10.77965 and the probability coefficient of 0.000027 

validate that the model is fit and significant. The Durbin Watson statistics proved the absence of serial 

autocorrelation in the model. The positive coefficient of the regression intercept shows that the independent 

variables have significant impact on the dependent variable at constant. However, prime lending rate and maximum 

lending rate has a positive though not significant effect on the growth of agricultural sector while commercial bank 

lending to agricultural sector has a negative but not significant effect on the growth of agricultural sector 

Table 3 Presentation of Unit Root Test at Level 

Null Hypothesis: AGDP_TGDP has a unit root  

   t-Statistic   Prob.* 

          Augmented Dickey-Fuller test statistic -2.341565  0.1655 

Test critical values: 1% level  -3.639407  

 5% level  -2.951125  

 10% level  -2.614300  

Null Hypothesis: DMBA has a unit root  

   t-Statistic   Prob.* 

Augmented Dickey-Fuller test statistic -1.369177  0.5856 

Test critical values: 1% level  -3.639407  

 5% level  -2.951125  

 10% level  -2.614300  

Null Hypothesis: MLR has a unit root  

   t-Statistic   Prob.* 

     
Augmented Dickey-Fuller test statistic -3.257734  0.0251 

Test critical values: 1% level  

-3.63940 

7  

 5% level  -2.951125  

 10% level  -2.614300  

*MacKinnon (1996) one-sided p-values.  

Null Hypothesis: PLR has a unit root  

     
   t-Statistic   Prob.* 

     
Augmented Dickey-Fuller test statistic -3.395360  0.0182 

Test critical values: 1% level  -3.639407  

 5% level  -2.951125  

 10% level  -2.614300  

Source: E-view software 9.0 
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The result in table 3 indicates that stationarity test of the variable ate level. Evidence from the result 

shows that AGDP and DMBA are not stationary at level while PLR and MLR are stationary at level, thus, 

we have to test at first difference them and test again for stationarity. 

 
Table 4 . Presentation of Unit Root at First Difference 

Null Hypothesis: D(AGDP_TGDP) has a unit root  

     
   t-Statistic   Prob.* 

Augmented Dickey-Fuller test statistic -6.033013  0.0000 

Test critical values: 1% level  -3.646342  

 5% level  -2.954021  

 10% level  -2.615817  

     
Null Hypothesis: D(DMBA) has a unit root  

     
Augmented Dickey-Fuller test statistic -6.936275  0.0000 

Test critical values: 1% level  -3.646342  

 5% level  -2.954021  

 10% level  -2.615817  

          
Null Hypothesis: D(MLR) has a unit root  

Exogenous: Constant   

Lag Length: 1 (Automatic - based on SIC, maxlag=8) 

   t-Statistic   Prob.* 

Augmented Dickey-Fuller test statistic -6.507069  0.0000 

Test critical values: 1% level  -3.653730  

 5% level  -2.957110  

 10% level  -2.617434  

Null Hypothesis: D(PLR) has a unit root  

Augmented Dickey-Fuller test statistic -5.712150  0.0000 

Test critical values: 1% level  -3.653730  

 5% level  -2.957110  

 10% level  -2.617434  

Source: E-view software 9.0 

 

The above tests the stationarity of the variables at first difference where all the variables now became stationary at 

first difference.  
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Table 5. Presentation of Cointergration test 

Unrestricted Cointegration Rank Test (Trace) 
 

 

Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

     
     
None*  0.491022  49.51199  47.85613  0.0004 

At most 1*  0.266783  37.22542  29.79707  0.0004 

At most 2*  0.128470 2 6.98507         15.49471  0.0014 

At most 3  0.071480  2.447395  3.841466  0.1177 

     
Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized  Max-Eigen 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

     
     None*  0.491022  32.28657  27.58434  0.0040 

At most 1*  0.266783  30.24035  21.13162  0.0018 

At most 2*  0.128470 24.53767  14.26460  0.0087 

At most 3  0.071480  2.447395  3.841466  0.1177 

     
     
Source: E-view software 9.0 

 

The cointegration test justifies that there is long run relationship that exists between the dependent and the 

independent variables as the result found at least two cointegrating equation. We therefore accept the 

alternate and reject the null hypothesis and accept the alternate. 

 

Table  6. Presentation of Normalized Cointegration Equation 

AGDP_TGDP DMBA MLR PLR  

 1.000000 -45.50516 -26.32671  34.66784  

  (55.1654)  (5.54501)  (6.98646)  

Source: E-view software 9.0 

 

The normalized cointegration above shows that commercial bank credit to agricultural sector and 

maximum lending rate have negative long run impact on the growth of agricultural sector while prime 

lending rate have positive long run impact on the dependent variable. 
Table 7. Presentation of Parsimonious Error Correction Model 

Variable  Coefficient Std. Error t-Statistic Prob.   

C 0.194708 1.282900 0.151772 0.8807 

D(AGDP_TGDP(-1)) 0.191197 0.258517 0.739590 0.4674 

D(AGDP_TGDP(-3)) 0.086942 0.226518 0.383820 0.7048 

D(DMBA (-1)) -0.024089 7.927739 -0.003039 0.9976 

D(DMBA (-3)) -9.093273 7.751474 -1.173102 0.2533 

D(MLR(-1)) -0.025201 0.280874 -0.089724 0.9293 

D(MLR(-2)) -0.307939 0.270897 -1.136740 0.2679 

D(PLR(-1)) -0.476805 0.336683 -1.416186 0.1707 

ECM(-1) 0.719542 0.166812 -1.915580 0.0685 

R-squared 0.688985     Mean dependent var -0.169677 

Adjusted R-squared 0.030434     S.D. dependent var 7.171045 

S.E. of regression 7.061080     Akaike info criterion 6.984773 

Sum squared resid 1096.895     Schwarz criterion 7.401092 

Log likelihood -99.26399     Hannan-Quinn criter. 7.120483 

F-statistic 10.11771     Durbin-Watson stat 2.102415 

Prob(F-statistic) 0.000574    

Source: E-view software 9.0 
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The parsimonious error result found that the variables relate negatively with the dependent variable. The 

R
2
 and the adjusted R

2
 found that the independent variables can explain 71.9% and 68.8% variation on the 

dependent variable. The speed of adjustment is 47.6% (ECM (-1) annually. 

 

Table 8. Presentation of Granger Causality Test 

 Null Hypothesis: Obs  F-Statistic Prob.  

 DMBA does not Granger Cause AGDP_TGDP  33  0.07339 0.9294 

 AGDP_TGDP does not Granger Cause DMBA  1.19610 0.3174 

 MLR does not Granger Cause AGDP_TGDP  33  0.02074 0.9795 

 AGDP_TGDP does not Granger Cause MLR  0.17550 0.8400 

 PLR does not Granger Cause AGDP_TGDP  33  0.83495 0.4444 

 AGDP_TGDP does not Granger Cause PLR  0.63498 0.5374 

Source: E-view software 9.0 

 

From then Granger Causality test, the study found no causal relationship between the independent 

variables to the dependent variables and from the dependent variable to the independent variables. We 

therefore accept the null hypothesis that there is no causality among the variables.  

 

DISCUSSION OF FINDINGS 

Agricultural financing has long been one of the policy thrusts of the Nigerian government since 

independence and most especially the low performance of the sector compared to the oil sector of the 

economy. The objective has been to increase the productivity of the sector and reposition Nigerian 

economy as an agro economy and not a monocultural economy of oil. Deposit money banks are one of 

the channels to which government financing policies are transmitted through.  

This study examined the effect of Agricultural financing on the growth of the agricultural sector in 

Nigeria. Evidence from the findings of this study shows that percentage of deposit money banks credit to 

the agricultural sector have a negative and non-significant relationship with the growth of agricultural 

sector. This finding is contrary to a-priori expectation of the study and runs contrary to objectives of 

government policies on agricultural financing such as the agricultural credit guarantee scheme. The 

findings strongly suggest that deposit money bank credit to the agricultural sector is grossly inadequate.  

The negative impact of deposit money bank lending on the growths of agricultural sector is central to the 

findings of Adeyinka et al., (2015) that deposit money banks credit can, to a great extent, affect the 

performance of the sector. It is also in line with the findings of Udoka et al., (2015) that increase in 

deposit money bank credit to agricultural sector will lead to an increase in agricultural production in 

Nigeria. It is contrary to the findings of Anifowose and Laduna (2016) on the positive impact of deposit 

money bank credit on the productivity of agricultural sector in Ghana and contrary to the findings of 

Obilor (2013) on the positive impact of agricultural credit guarantee scheme on the productivity of 

agricultural sector in Nigeria but confirm the findings of Udah and Obafemi (2011) that agricultural 

financing does not significantly affects the growth of agriculture.  Evidence from table 4.1 shows that 

percentage of agricultural credit to total commercial banks credit fluctuates at a very low rate of 1.34% 

and 0.00%. The low rate of commercial banks credit to the agricultural sector can be traced to the credit 

risk that characterizes agricultural financing. 

The objective of regulating cost of capital or cost of borrowing such as interest rate to the preferred sector 

of the economy such as the agricultural sector is to increase investment borrowings in the agricultural 

sector which will increase the productivity of the sector. The study found that prime lending rate and 

maximum lending rate have positive but insignificant impact on the growth of agricultural sector such 

that a unit increase on the variable will lead to 1.5% and 2.9% increase on the growth of agricultural 

sector in Nigeria. The positive impact of the lending rate on the growth of agricultural sector implies that 

government regulates lending rate to achieve the growth of agricultural sector such as government 
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policies of lending at low interest rate to preferred sectors of the economy such as the agricultural sector. 

These findings confirm government policies to regulate cost of borrowings to the preferred sectors of the 

economy such as the deregulation of interest rate in the last quarter of 1986. It also confirm the empirical 

findings of Adegeye and Ditto (2008) on the impact of interest rate on agricultural borrowings, it is also 

in line with the findings of Agu (2007) and Abiodun (2005). The finding is in line with the opinion of 

Shaw (1976) on financial sector liberalization. 

 

CONCLUSION  
Prior to discovery of oil in Nigeria, agricultural sector was the only vibrant sector in Nigeria. The 

important of agricultural sector cannot be over looked for economic development of the nation. It serves 

as a sources of raw materials for industries, create employment and earn foreign exchange to the country. 

The challenges facing the agricultural sector in Nigeria are many including the inadequate access to 

finance. Based on the findings of this study, the researcher concludes that commercial bank financing of 

the agricultural sector is abysmally low to contribute positively and significantly to the development of 

the sector.   

 

RECOMMENDATIONS 

This study recommends that the monetary policy of the Central Bank of Nigeria (CBN) should further 

direct deposit money banks and other financial institutions to extend more of their credits to agricultural 

sector for better performance. Besides, some institutional constraints that inhibit the practice of modern 

agriculture like land fragmentation should be addressed in order to make agriculture more attractive to 

invest in by the private sector. 
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