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ABSTRACT

The study was conducted in the Dangbe West District of the Greater Accra Region. The main
objective of the study was to find out how rice farmers access and manage credit to improve their
families standard of living. The specific objectives were to find out about available credit
packages for rice farmers at the Kpong Irrigation Project, examine why rice farmers at Kpong
Irrigation Project access credit, determine the benefits rice farmers may derive from using credit,
evaluate the problems (if any) that rice farmers encounter with the use of credit and also access
how rice farmers manage the credit taken. It was hypothesized that Ho1 There is no relationship

between source of credit accessed and the use of credit. HO2 There is no relationship between

type of credit facility accessed andannual income. The snow ball sampling was used to select two
hundred rice farmers for the study. Six key informants were also purposively selected. The
respondents were interviewed using a structured interview guide. The data was analyzed using
the Statistical Package for Social Sciences (SPSS) software to generate frequency and percentage
distributions. The chi-square statistic was used to test the null hypotheses. The results revealed
that majority of rice farmers were aware of two or more sources from which they could access
credit. These sources include formal, semi-formal and informal sources. Respondents accessed
loans to finance their farming activities in areas such as land preparation, purchasing farm inputs
such as seed rice, agro chemicals as well as for harvesting and threshing. The results revealed
that respondents derived benefits from the use of credit including purchasing inputs and use of
machinery to ensure high yield, undertaking land preparation, attending to welfare needs of
family members as well as marketing their produce from accessing credit. Challenges
encountered include small loan sizes, delays in disbursements and high interest rates. The chi-

square analyses revealed a significant difference between source of credit and use of credit so
HO1 was rejected. It was concluded that rice farmers had adequate knowledge about credit

facilities and accessed credit from a variety of formal, semi-formal and informal sources to help
in their farming activities. Farmers derived benefits from these loans in the short run. They faced
certain challenges like late disbursement of loans. Due to training given to clients before and
after disbursement of loan, rice farmers were able to use loans effectively for the intended

purpose. It is recommended that credit providers repackage loans to make them more attractive,



and also intensify training programmes so that loans are used for the intended purposes and

encourage more women to undertake rice farming so as to improve standard of living of families.
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CHAPTER ONE
INTRODUCTION

1.0 Introduction

This chapter deals with the introduction to the study. It gives a brief background to the study,
statement of the problem, research questions, objectives of the study, significance of the study
and definition of terms.

1.1 Background information

Agriculture is the bedrock of the Ghanaian economy and has contributed immensely to the
growth of the Ghanaian economy since independence (ISSER, 2002). It employs sixty six
percent (66%) of the labor force, accounts for over forty percent (40%) of the total gross
domestic product (GDP) and about seventy percent (70%) of exports (World Bank, 2000; 1SSER
2002; Statesman, 2006).

Rapid agricultural growth has been perceived as a key to achieving a country’s developmental,
social and economic goals (National Development Planning Commission,1997; Poliquit, 2006).
In spite of the agriculture sector’s importance as well as potential, the rate of growth of the sector
has been declining over the years (ISSER 1999, 2002; NDPC, 1997). This has been attributed to
the fact that most farmers especially those in the rural areas (who form 65% of the Ghanaian
population) are subsistence farmers, with small land sizes, who depend directly or indirectly on
rain fed agriculture and related occupations for their livelihoods (World Bank, 1995; Ghana
Statistical Service, 2002). Use of poor technologies, outmoded land acquisition, lack of technical
know-how as well as continued reliance on rain fed agriculture has resulted in low crop yield and
low standard of living (NDPC, 1997; ISSER, 1999 and 2002).

A vital area necessary for the modernization of Agriculture in Ghana is irrigation (Kyei Baffour
& Ofori, 2002). Irrigation will ensure consistent food supply reduce poverty at household level,

reduce the rural- urban migration, allow commercial production of food for the local market
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forexport, allow for increased possibilities of crop diversification, and for the attainment of food
security. Another crucial resource, needed in farming is access to funds. Most subsistence
farmers have inadequate access to finance or capital so they seek credit from various sources

including banks, individuals, susu collecting agencies and money lenders among others.

Credit is any form of deferred payment (Finlay, 2002). Agricultural credit or lending can be
defined as giving out of credit (in cash and kind) to small scale farmers for the purpose of
farming (Abbot & Makeham, 1979). It could also be described as the process of obtaining
control over the use of money, goods and services in the present in exchange for promise to
repay at a later day (Adegeye & Ditto, 1985). These agricultural loans are considered seasonal
loans and payable after the crops have been harvested (MCPI & AIM, 2007). Credit is usually
advanced for those items we require but cannot immediately afford. For instance, it is given for
productive purposes, for consumption, housing or special occasions (Ledgerwood, 1999). Credit
can be invested in a household’s future prosperity by purchasing assets such as plant machinery
and farm inputs such as fertilizer and bullock ploughs.

Credit is advanced because it helps improve the social relations that keep these farmers in a
poverty situation. Credit also plays an important role in agricultural development. It is an
important instrument used in poverty alleviation, livelihood diversification and increasing the
business skills of small farmers (DBSA 2005; Poliquit 2006). Access to credit facilities
increaseincomes of farmers in the short run and enables farmers establish and expand their farms
(Llanto, 1987; Yaron 1992; Okurat et al 2004). Provision of credit also encourages farmers to
use modern technologies and procure inputs for farm use, thereby increasing their level of
productivity and incomes. Credit can be used to invest in a household’s future prosperity by
purchasing assets such as plant machinery and inputs such as fertilizer and bullock ploughs. It
helps improve the standard of living of the poor through increasing food production, raising
incomes and therefore permitting increased saving. Access to credit also enables farmers acquire
lands, inputs, both skilled and unskilled labor and also access good markets for their produce

which would ultimately result in an improved standard of living.



Because of these benefits of using credit, there seems to be a strong demand especially for
agricultural credit by farmers (Yaron et. al., 1997). A major constraint faced by farmers however
is access to finance or credit. Access to finance or credit seems to be limited to few people and is
particularly a problem for the small holder farmer and more so for women than for men (SPORE,
2000). This is because these small holder farmers (especially women), lack information and
knowledge about existing credit facilities and requirements. They are also normally disqualified
from formal loans due to high transaction costs, high interest rates and a lack of both collateral
and capacity to pay (Yaron et al, 1987). As a result of this, projects go for group loans for its
members as is the case at the Kpong Irrigation Project. Credit packages are accessed mainly from
the banks or other lending organizations for the production of rice. These credit packages are
designed as part of development interventions by government as well as nongovernmental
organizations. The credit provided could be in the form of cash, inventory or supervised input
credit. Such credit packages encourage expansion (e.g. increase in farm production and wealth)
which invariably leads to greater prosperity and greater spending power (Makeham and Malcom,
1986; Robinson, 2001).

The management of credit is a factor which may determine the independence or otherwise of
small farmers. Improper appraisal of loans, poorly prepared lending programs and management
of credit, may all contribute to the loan not being utilized properly. It is likely that whilst credit
may be seen by the lending agency as a productive resource, the small holder farmers may take
credit for other purposes. When this happens, the returns from such investments may not be able
to support the repayment of the loan. This could go a long way to affect the family finance. On
the other hand if credit is utilized properly it can be a key to success, as well as independence

from “shylock” moneylenders and help improve families’ standard of living.

1.2 Statement of the problem

Farming generally requires some form of financial investment and rice farming is no exception.
Rice farming requires quite a substantial financial investment to cover operations from land
preparation to harvesting and processing of the rice grains. Despite the provision of credit to

farmers under the Kpong Irrigation Project, anecdotal evidence suggests only a minority



(600farmers) access credit from the Agricultural Development Bank (ADB). What is preventing
other farmers from accessing credit? It has also been observed that farmers who accessed credit
do not show any observable improvement in their farm production, families® standard of living
or any benefits of the credit accessed. This is evident from their inability to pay back their loans
as well as their dependence on further loans for farming, year in and year out. Thus their inability
to provide basic needs for the family. The study therefore hopes to find out how rice farmers

access and manage credit to improve their families’ standard of living.

1.3 Research Questions

1) What credit packages are available and how accessible are these packages to rice farmers
at Kpong?

2) How beneficial are credit facilities to improvement of family livelihood of rice farmers.

3) What relationship exists between timely accessibility of credit and management of credit?

1.4 Obijectives of the Study

1.4.1 Main Objective:
The main objective of the study is to find out how rice farmers access and manage credit so as to

improve their families’ standard of living.

1.4.2 Specific Objective:

The specific objectives of the study were to:

Find out about available credit packages for rice farmers at KIP.
Examine reasons why rice farmers at KIP access credit.

Determine the benefits (if any) that rice farmers derive from using credit.

Evaluate the problems (if any) that rice farmers encounter with the use of credit

o~ w0 oPE

Asses how rice farmers manage the credit taken.

1.5 Hypotheses

HO1There is no relationship between source of credit accessed and the use of credit.

HO2There is no relationship between type of credit facilities accessed and income of farmers.

4



1.6 Significance of the study

The findings of the study would:

1. Add to existing literature on access and management of agricultural credit by farmers.
2. Provide information which would contribute to increased rice yields and therefore to food
security, self-sufficiency and a better standard of living of families.

3. Help credit providers put in place a sustainable, efficient and effective credit scheme that
would help improve the welfare of families.

1.6 Definition of terms
Credit —

In the context of the study credit is defined as the providing goods, services and cash and
paying at a later date.



CHAPTER TWO
LITERATURE REVIEW

2.0 Introduction

This chapter discusses what credit is, factors that affect credit use and its importance to farmers
as well as institutions that provide credit. It also discusses what irrigation is, its importance and
bottlenecks faced with irrigation projects. Finally, the review includes rice production and

challenges faced by rice farmers in Ghana as well as management of credit.

2.1 Definition of credit

Credit is any form of deferred repayment. Credit is the trust which allows one party to provide
resources to another party where the second party does not reimburse the first party immediately
but instead arranges to repay or return those resources at a later date (Finlay, 2009; Ingham,
2004). Owusu Acheampong (1986) also defines credit as temporary transfer of capital resource
from an individual or institution to another person or institution for a specific period of time,
purpose and at an agreed interest charge. Bannock and Manser (1989) viewed credit as granting
the use of goods and services without immediate payment. Credit is an important mechanism for
providing food security in growing and diversifying rural communities in many low income
countries (Nsiah-Gyabaah and Edusah 1985). In the context of the study credit is defined as the

provision of goods, services and cash and paying at a later date.

2.2 Types of Credit

There are two types of credit- Consumption and Production credit. Consumption credit is granted
for the purpose of acquiring consumable goods and services whiles Production credit is advanced
for acquisition of factors of production. This could be in the form of cash credit, inventory or

input credit.



2.2.1Consumption Credit

This is granted for the purpose of acquiring consumable goods and services by the application of
which no further financial returns can be generated to enable the borrower pay off his debt.
Consumption credit provides security for enterprise funds to be used in productive activities.
Example of such goods are food and meat items, clothing, funeral expenses, school fees,
emergencies such as sudden needs to travel or accidents and marriage expenses. Consumption
credits are usually accessed as cash credit or inventory credit. Raeburn (1984) recommends that
lenders should understand all the loan needs of borrowers so that farm economic plans can be

complete and household consumption plans consistent with them.

2.2.2 Production Credit

This is the credit advanced specifically for acquisition of factors of production, the application of
which greater financial returns are generated from the enterprise to which the factors are applied.
Examples are farm inputs, such as fertilizers, insecticides and improved seeds; labour, land and
management (Owusu Acheampong, 1986). Production credit can be served to client as input

credit, cash credit or inventory credit.

2.3 Importance of Credit

The concept of credit in agriculture has been known since the seventeenth century when peasants
in China used credit in farm production to increase their cash income, and to improve their
standard of living (Ming-te, 1994). Also, in Western countries, the German Landshaften was
founded by Frederick the Great in 1769 and its principles were used by the Federal Farm Loan
System of the United States. According to Heidhues and Schrieder (1999), the origin of the

credit concept stems from the necessity of break the vicious circle of low capital formation.



Fig 2.1: The Vicious circle of low capital formation

Low Per Capita Income

Low savings rate

Low investment rate

Low productivity

Source: Heidhues & Schrieder, (1999)

Fig 2.1 shows that the formation of capital is influenced by per capita income, saving rate,
investment rate and productivity. A low level in any of these factors will impact on capital
formation and ultimately the standard of living of families. The role of credit programs is to
break this vicious cycle of low capital formation, resulting in an increase in per capita income
and thus an increase in saving rate, Investment rate and productivity (Heidhues & Schrieder,
1999) and eventually in the standard of living of families. Families would be in a better position
to provide for the basic needs of its members. This may happen only if credit is managed

effectively.

Availability of credit can be the leading edge of rural development. Credit can be employed to
extend the total area under cultivation and invariably output. Farmers can further acquire farm
machinery and equipment that can help increase acreage and also buy and use important inputs
such as improved seeds, weedicides, pesticides and fertilizer.Credit provision to the poor makes
a lot of difference to the poor by raising their per capita income and consumption as well as
household net worth, thereby increasing the probability that the beneficiaries lift themselves out
of poverty (Khandker, 2002) and provide for their basic needs. Provision of credit to

smallholders helps households and individuals to achieve food security and alleviate their
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poverty (IFPRI, 2002). In Peru, it was observed that households receiving credit were better off
than their non-beneficiary counterparts and attributed some of these benefits to the participation
of beneficiaries in the Microloan program (Dunn & Arbuckle, 2001). Credit provision to the
small farmers allows small farmers some portion of cash necessary to pay for harvest labour.
This helps to eliminate the well-established custom of selling the first part of harvest to local
intermediaries (middlemen) who purchase at lower than competitive prices in return for cash

advances (Morss et al, 1975).

The provision of credit to smallholders especially women is not intended only for increasing
productivity but also to contribute to their empowerment (Goetz & Gupta, 1996). German
Technical Cooperation (GTZ) (1998) in a research study for Bank of Ghana observed that the
average income of those who borrowed were higher than the average income of all the
respondents of the survey. Microfinance provision offers unique opportunities to combine a
genuine humanitarian aid for the poorest with good opportunities for trade and investment
(Harper, 1998). Access to credit has the potential to significantly reduce poverty (Khandker,
1998) and has been found to strengthen crisis coping mechanisms, diversify income earning
sources, build assets and improve the status of women (Hashemi et al, 1996; Montgomery et al,
1996; Murdock 1998; Husain, 1998).

Finally, with credit, the farmer can increase his or her productivity which will ensure greater
farm output and increase income. Credit is essential for agricultural development and is often a
key element of agricultural modernization. It cannot only remove a financial constraint but it
could also increase production and income, and may accelerate the adoption of technologies
(Atieno, 1997). It can improve income by enabling the undertaking of additional income
generating activities, and the rural households also can finance more consumption and have
surplus finance available for further investments (Rosenzweig, 2001). Also, credit facilities will
help farmers purchase modern inputs such as high-yielding varieties of seeds, fertilizers, and

install irrigation to increase production (Vicente & Vosti, 1995).

At various points in time farmers rely on external credit because as producers they prefer to hold

their savings in physical productive assets on their own farms. It can be noted that farm



incomeand expenditures do not occur at the same time (Desai & Mellor, 1993). A good example
of this is a rice farmer who harvests his crops twice or thrice a year whereas his consumption
expenditure is continuous. Likewise, for a tree-crop farmer there is a big gap between the times
when income is generated and when expenditure is incurred (Desai & Mellor, 1993). Moreover,
in the event of unforeseen situations such as bad weather, accidents and illness, rural households
usually resort to emergency sales of assets and borrow from family and the informal sector
(Chowdhury & Garcia, 1993). The poor have traditionally obtained credit services almost
exclusively from informal networks because they have little or no collateral to offer (Zeller et al,
1997).

The majority of poor small farmers in developing countries are left out of agricultural extension
and credit systems (Lal et al, 2003). These households are characterized by landholding of less
than 1 hectare and very low crop yields. These rural households are unable to grow enough food
to feed themselves even though they focus much effort on producing food crops (Lal et al, 2003).
It has been noticed that most of the farmers are too poor and cash-strapped to be able to benefit

from any kind of access to credit (Diagne & Zeller, 2001).

2.4 Sources of Credit for Farmers

Rice farmers access credit from different sources for their farming in order to realize
improvement in their lives. Littlefield, Morduch and Hashemi (2003) also explain that credit is
expected to enable the poor increase their household incomes, build assets and also reduce their
vulnerability to crisis. These in turn will enable the poor invest in education, health and meet a
variety of other cash investments. The financial system in Ghana falls into 3 main categories:

informal, semiformal and formal financial institutions.

2.4.1 Formal Institutions

Under the formal sector are mainly banks. These are Commercial banks, Development banks,
Merchant banks, Rural and Community banks. They are incorporated under the Company code

1963 (Act 17a) which gives them legal identities as limited liability Companies and they are
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licensed by the Bank of Ghana (BOG) (Steel and Andah 2002). These formal financial
institutions are not popular in most rural communities because of certain features like
cumbersome saving and lending procedures, lack of conventional collateral for low income
clients, general banking regulations which discriminate against low income savers and low
interest rates for savings (Miracle and Cohen 1980). The share of small holder credit in
Commercial banks is on the decline. ADB’s total lending declined to 15% in 1992 while the
share of lending to agriculture fell to 30% (Nisaanke and Aryeetey (1998) as cited by Steele and
Andah (2002). Credit from formal sources often involves delays and completion of many
formalities too complicated for the unsophisticated small scale and often illiterate entrepreneurs
(Nsiah-Gyabaah&Edusah,1995).

2.4.2 Semi-Formal Financial Institutions

The semi-financial institutions consist mainly of savings and credit cooperatives also known as
credit unions, rural and community banks and non-governmental organizations. Credit unions are
voluntary self-help associations which are usually organized on work place basis.
(Aryeetey1996). Their main activities are encouraging savings among members and lending is
limited to their members. They are usually urban based, formally registered but not licensed by
the Bank of Ghana (Steel & Andah, 2002).

A cooperative is a voluntary, democratically controlled association of people with the specific
purpose of conducting some sort of business. VVoluntary associations are established for all kinds
of social, political, cultural, recreational or defensive purposes. The essence of a cooperative is
that it is owned by its members who are its customers and it is an important element for reaching
small farmers. The principle behind establishing such a society is that a group of small farmers
which is legally constituted as cooperative society can borrow on better terms, can shoulder
some of the costs of loan administration and can offer better security than individuals borrowing

on their own account (Poliquit 2006).

In most countries, the cooperatives are weak and they cover only a small portion of the

population and provide only a slight fraction of total credit needs of small farmers (Desai
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&Mellor, 1993). However, in some other countries, cooperative credit is an effective tool for
farmers. Some of the collective farm or previous agricultural financing follows some of the same
principles in the formation of such cooperatives (OECD, 1999; Suresh, 1991). Furthermore,
agricultural credit cooperatives provide a venue for farmers to save and promote recycling of
funds in the farming sector (Mahalingam, 1996; OECD, 1999). NGOs usually have poverty
reduction as their focus. They are not licensed to take deposits from the public and so have to use
donor funds for micro credit. In the northern part of Ghana for example a lot of NGOs like
Action Aid, World Vision, Technoserve, United Nations Development Programme (UNDP),
Adventist Development and Relief Agency (ADRA), have helped to provide credit for the poor.
These NGOs play a positive role in the lives of the poor by simply increasing the range of credit
options available to them (IFAD, 2003).

2.4.3 The Informal Financial Institutions

The informal financial sector includes self-help groups known as micro saving schemes. They
include Susu, Rotating Savings and Credit Associations (ROSCA’s), Accumulating Savings and
Credit Associations (ASCRA’) and informal financial agents which include money lenders,
traders, pawn brokers as well as friends and relatives (Aryeetey,1998). These informal
institutions were usually set up by village workers with the aim of achieving the needs of its
members. The union provided members with mutual aid such as support in times of
unemployment, sympathy and financial assistance in the case of emergency. Self-help groups are
also defined as voluntary groups valuing personal interactions and mutual aid as means of
altering or solving the problems of its members (Zeller et al, 1997). The self-help groups are an
important source of informal loans in many developing countries and play an important role in
rural credit as an efficient channel of credit to the rural poor (Rangarajan, 1994). It has been a
long tradition in developing countries that groups designed like self-help groups (SHG’s) are

used by members to cope with daily financial problems (Lal et al