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Abstract

The recent global and economic crisis has ledrenawed interest and developmental focus on aguieul In
the Nigerian context, this economic upheaval haasl Ito a decline in crude oil earnings and has ageén
brought to the front burner the urgent need to difye the economy and the revenue base of the cpunt
Diversification has long been identified as a sipngm non for accelerated development of the econeitty
agriculture playing a competitive role. However,n@jor challenge facing many developing countries,
especially in Africa, is devising appropriate deyghent strategies that will capture the financialvices
requirements of farmers who constitute about 7@edrof the population. In fairness, the Federargboment
of Nigeria has instituted various policies to agbidhis aim, including a commercial bill financisgheme;
regional commaodity boards (later called nationahomwdity boards); an export financing and rediscdaaility
(1987); the Nigerian Agricultural Cooperative andr& Development Bank Ltd; Community Banks, Peaple’
Bank; the Agricultural Credit Guarantee Scheme HA@GSF); and the Small and Medium Enterprises &qui
Investment Scheme among others. In retrospect.e thedicies have impacted minimally in improving
agricultural production in Nigeria. This paperréfere takes a cursory look at agricultural finawgcin Nigeria,
presenting the capital market source of fundingaagable option for financing agriculture by alens of
government in Nigeria. The capital market optiopufsued will provide the much needed long terrarfiting
for accelerated agricultural development.

Keywords: Agriculture Financing, Capital Market, Economie&lopment

1. Introduction

There is no gainsaying the fact that agriculture reen the mainstay of the Nigerian economy degpitiecline
especially since the oil boom of the 1970s thatlded the petro-dollar era. Till date, a greatepprtion of the
population — about two thirds of the total laboarcke of the nation, depends on the sector for theitihood
and the rural economy in particular is propelleddgyiculture. It is the main source of food for shof the
population and also the dominant economic activitierms of employment and linkages with other sexcbf
the economy, serving as a major source of raw matdefor the agro-allied industries and a potenirse of
foreign exchange. The sector has been the higloestibutor to the nation’s GDP over the years eoaating
for 42.07 percent in 2008, 35.8 percent in 2009 2rdpercentage points to the growth in real GDRirgt
quarter of 2010 (Enebeli-Uzor, 2011).

It must be remarked that in the era preceding tbeotlery of crude oil in commercial quantity, agitare was
the major source of foreign exchange for the ecgnofor instance, the groundnut pyramids of theth&rn
region, cocoa farms of the Western region and palntations of Eastern Nigeria were the major sesirof
foreign exchange that sustained the respectivemsgi The level of decay and neglect of agricultorBligeria
is often highlighted by the pathetic story of Maan farmers learning the rudiments of palm cutiorain
Nigeria but now exporting palm products to Niger@il palm is currently Malaysia’s leading agriauthl export
and the country is the world’s largest producethef commodity. The success story of the sectdinérpre-oil
boom era has been relegated to the footnote ariisvllowing the emergence of crude oil as thengrimover
of the nation’s economy. This, in turn, createdabe sense of affluence which impacted negativaly
agriculture culminating in low productivity and eglation of the once thriving sector. The declméhie share of
agriculture in foreign exchange earnings is anilastration of negative correlations with oil reuge earnings
(Enebeli-Uzor, 2011).

According to Sanni (2010), Nigeria has become ampbrter of food, including staples such as ridesre local
production accounts for just 500,000 tonnes, wherganual consumption stands at over 2.3million ésnn
leaving a huge deficit of about 2 million tonnesiethhas to be met with imports. It is estimatedt tthe
country spends over US$300 million annually on imports alone. In the heat of the food crisi2@08, it was
reported that the federal government spent N8Gobilln one instance for the importation of rice aado

113



Research on Humanities and Social Sciences www.iiste.org
ISSN 2222-1719 (Paper) ISSN 2222-2863 (Online) ,!'—,i,!
Vol.3, No.13, 2013 IIS E

slashed duties on rice imports from 100 to 2.7 gretréo cushion the effects of food shortage oncttizenry.
The large volume of rice import has over the yearstained rice farmers in business in other caminhile
domestic opportunities abound and largely untappctording to Enebeli-Uzor (2011), current forddaghat
sub-Saharan Africa, including Nigeria, will need double grain imports to 60 million tonnes by 20h3a
fiercely competitive world market. The massive artption of agriculture produce is dangerous it thdoes
not only drain the nation’s scarce reserves, ib agposes the economy to external shocks and esgari
especially inflation.

It is worth re-stating the fact that Nigeria’s geidyears in agriculture was before the discoveryibfin
commercial quantity and consequent consignment gofcalture to the backyard. The golden years of
agriculture was also when the regions were fullyolmed in agriculture; each of the regions speziafi on
products where it has natural comparative advantddee export earnings from these produce madeeiiens
financially and fiscally independent from the centrAll these were to change with the discoveryibfand
accretion of oil revenues to the federation accdontistribution to the various tiers of governméal-Rufai,
2011).

The decline in crude oil earnings and the resulaop in revenue accruing to states from the faaeraccount
have once again brought the reality of looking belthe federation account to bear on many statedcaal
governments in Nigeria. There appears to be a esude-awakening and even panic, thus economic
diversification has now become the buzzword in ébenomic development vocabulary of many stateién t
federation. Consequently, a lot of state goverriméave showed renewed commitment in agriculturaras
alternative source of revenue. For instance, ibeY&tate, the government is embarking on largeescal
production of castor oil seeds. This initiativeeigpected to engage about 100,000 farmers and timamel 0,000
hectares of land will be cultivated. Castor oilsha plethora of uses in the aviation and pharmaadut
industries. The Yobe State Castor oil projectdttrmcted over N2billion carbon credit from the \ddBank as
part of global warming initiative because of theiesnmental friendliness of the crop (Enebeli-Uz20,11).

Also in Katsina State, the government has steppetti@i cultivation of Neem tree (locally known agydoyaro)

to serve the dual purpose of combating diversificaind earning foreign exchange. The plant isseful
source of raw materials in the production of fex#it, soap, waxes, cosmetics, pharmaceuticalstingkes and
lubricants. India is believed to earn over US$Ridn annually from Neem export. Kano State too, a
predominantly agrarian state has also renewedoitsmitment to agriculture by offering farmers sulystd
enable them acquire farm machinery and seedlingse Kwara State government has embraced commercial
farming and this has contributed to earning théestaNational Long-term rating of AA-(minus) andrgpterm
foreign and local currency ratings of B+ from FitRating Agency. Even states in the oil rich Niglta
region appear not to be regaling in oil wealth aagen For instance, in Delta State, the governrhastbeen
encouraging farmers through its micro-credit finagcscheme to revamp agriculture in the state (Eldlzor,
2011). This initiative recently earned the stateegnment accolades from the Central Bank of Nagefihese
are steps in the right direction but a lot stileddo be done to boost agriculture production igeXia. One area
of urgent need is financing. Modern agriculturaisapital intensive industry and the gestatiorniopeletween
capital commitment and reward is long term in nzetes and therefore, require long time financiiis is
where the capital market option comes in. The@fithis paper is to propose capital market optmmfihancing

of agriculture in Nigeria especially by States dratal Governments. To this end, the rest of thpepas
divided into five sections. Following this introction, section 2 provides an overview of agricidtim Nigeria
and factors that has contributed to the decliregiicultural production in Nigeria. Section 3 ws the current
financing efforts of government towards revampingiaulture while Section 4 introduces the capitarket
option. Section 5 summarizes and concludes therpap

2. Overview of Agriculture in Nigeria

Agriculture has been the main stay of the Nigeeapnomy long before the discovery of oil in comnadrc
quantity in Oloibiri (in present Bayelsa State) 1854 (Glick, 2009). To emphasize Nigeria's agticral
potential will amount to restating the obvious. gélia as a country spans an area of about 924 f@fres
kilometers with topography ranging from the Salfldan and Guinea Savannah of the North to the 8outh
rain forests — thus making it possible to produ@myrvarieties of crops and livestock. The couhtg a higher
diversified agro-ecological condition with a totdricultural land of 79 million hectares, surfacatev of 267
billion cubic metres, and a potential irrigableaacd 3.14 million hectares. About 75 percent ofétia’s land is
arable, of which over 50 percent is not cultivagetlt Some 10 percent of the total land is covevih forest,
including large strands of tropical tress includmghogany, walnut, and obeche — veritable sourtémber.
Bountiful flora and fauna, constituting rich sourgg biodiversity that could serve as a reservoir genetic
materials that can improve the nation’s food prdidacpotential towards self sufficiency. The caynis also
endowed with rich fishery resources and potenf@l$arge scale fish farming (Jude, 2009).
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According to Olagunju (2009) the diverse climatanditions allow for the production of a variety fobd and
cash crops, yet agriculture is still largely sutesise, characterized by smallholdings, traditicarad inefficient
method of cultivation, storage and processing. édwer, agriculture in Nigeria is still largely rafi@d despite
the preponderance of irrigation farming in mostpaf the world. Despite its decline, it is stile single largest
contributor to the well being of majority of the pdation, sustaining over 86 percent of rural hbogs.
Agriculture has the potential to be the industaiatl economic springboard for the nation’s questatmelerated
growth and development. The sector is strategigadkitioned to have a high multiplier effect oe gconomy
because of its linkages to the other real sectiotiseoeconomy. Economic development literatunedete with
evidences of the potency of agriculture as a driveisustained economic growth and development. The
experiences of Brazil, Malaysia and Indonesia -ntes with development characteristics similamNigeria,
are instructive. These countries have been allansform their agricultural prowess to facilitébe process of
industrialization from predominantly agrarian ecomnes (Enebeli-Uzor, 2011).

As earlier stated, Nigeria is endowed with richls@nd favourable climatic conditions that alloves the
cultivation of a wide variety of food crops, incind cassava (of which Nigeria is the world largesiducer),
millet, sorghum, maize, yams, plantains, banare and so on. The principal export crops for Ngare
cocoa, cotton, groundnuts, (peanuts), palm oil radber, which together account for nearly 60 peroémon-
oil merchandise exports. Livestock also thrivettie country. These include cows, donkeys, duckese,
goats, chicken, guinea fowls, pigeons, pigs, shemg turkey. The main export destinations for Nagjer
agricultural produce are the European Union, thgddrStates and Canada. Nigeria is reputed thdevorld’s
fourth largest producer of cocoa, and the cropescountry’s second largest foreign exchange eafter crude
oil. Cassava is unarguably the most cultivatedrooutity in Nigeria — accommodating over 40 milliarmers
who are able to produce (inspite of all odds) 4Bieni tonnes annually. The country has enormousparative
advantage in cassava production which if well hesed could enable its cultivation to be a strorigedrof
growth (Shinka, 2009).

The nation is also one of the top producers of pailnn Central and West Africa region although guotivity
has greatly dwindled in recent times. Rubber stla@r major source of export earnings, althoughpriegluction
has also fallen significantly over the past twoatkes. Citrus fruits are also cultivated and exgbetithough its
share of the market is still very negligible. @attwhich is predominantly produced in the north saffered
decline despite being a major cash crop, due tmdes’ preference for sorghum and corn. Althougte ri
production has expanded by about 50 percent yegeanbetween 2000 and 2009, domestic demandastill
outstrip production by well over 2 million tonndsngbeli-Uzor, 2011).

Rice imports represent well over 25 percent ofadfral imports in Nigeria. The commodity is anportant
staple food in the diet of a greater proportiorttef population. The United States Department afichdture
(USDA) quoting from Jude (2009) observed that ricene of the most important staple foods for almma-half
of the world’s population. The rice industry ingeria is about 70 percent import based despitedbatry’s
potential to produce the commodity to meet domeaitimand and even export surplus. Rice can bevatdt in
all the ecological zones of Nigeria, although wittrying prospects from one location to the othathat is more
demand for rice in Nigeria is expected to be susthias the commodity has become the most popuaplest
food as it is no longer the exclusive preservehef d@ffluent, thus it has exited the list of luxdopds (Sanni,
2010). Besides, the demand from households whichibeen on steady increase, the bourgeoning fads fo
business or joints presents a new frontier for deemand with increasing urbanization. Accordindeteebeli-
Uzor, (2011) in order to meet the surging demarmes firms are already beginning to look inwards in
developing interest in domestic production whilbess have already commenced production. For iostan
Veetee Group invested about US$15 million in rigkimy plant in the Ofada rice growing area of Odbitate to
boost domestic production of rice. Also, Notoree@ical Industries Limited has ventured into therdtive
rice farming segment of the agricultural sectorheTirm recently signed a Memorandum of Understagdi
(MoU) with the governments of Cross River and Tar&tates. The two projects have 500,000 metrice®of
rice milling capacity, which would provide employnidor over 70,000 individuals. The Churchgate @roa
major player in the rice industry in Nigeria has sp rice farms in about five states in the countStallion
Group too has also embarked on large scale ridingiventures throughout the country in collabaratiwvith
world leaders in rice production. All these effodnd initiatives have impacted minimally on adtimal
production in Nigeria. We review briefly the prebis militating against agriculture in Nigeria.

2.1 Problems Confronting Agriculture in Nigeria

It is no gainsaying that agriculture has faced osevichallenges in Nigeria since the discovery dofimi
commercial quantity and subsequent leapfroggingoibfearnings over agricultural earnings. From then
agriculture according to Uzor (2011) has experidnstinted growth. Between 1970 (when crude oiloeixp
gained momentum) and 2010, agriculture grew at abdupercent per annum on the average. This groate
is highly worrisome for a country with a populatigrowth rate of 2.7 percent per annum on the aeeraés
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observed elsewhere, although agriculture has pezbelconomic growth in countries that share devekqal
similarities with Nigeria notably Malaysia, Indofeesand Brazil, the pletheora of challenges théosdtas faced
due largely to neglect has relegated the natioth@oinfamous list of net importers of food and gagthough;
even the ones the country has natural comparativergage over other countries.

The major problem of agricultural sector in Nigeigahat the sector is still largely informal, sigbent, rain-fed
and lacking mechanization. Transportation whicimigortant for the evacuation of produce from theal areas
is virtually non-existent, leading to huge lossdsiol in turn discourage farmers in the next plantsgason.
The efficient flow of agricultural produce from tHarms to the markets requires good feeder roadankt
between the rural areas where agricultural prodocthainly takes place and the urban areas wherermaj
markets exist (Enebeli-Uzor, 2011).

Another major problem of the sector is lack of atpr facilities. The absence of storage facilitigininates in
huge post-harvest losses especially during perdddsimper harvests. It is estimated that betwegmarid 40
percent of agricultural commodities produced in ¢o@ntry are lost annually through post-harvesttevas a
result of lack of processing and storage facilitieBhe absence of an efficient pricing mechanisraristher
serious disincentive to farmers. There is virpald provision to compensate farmers during perimidsharp
price fluctuations to cushion the effects of losseshem.

Moreover, there is dearth of skilled manpower ia Hector especially male manpower. It is estimated
women constitute 70 percent of the total workfdrcéhe sector. Able bodied young men that wouldehbgen
more productive in agricultural production oftengnaite to the cities in search of white collar jolishas been
observed that this rural-urban migration becametea@iter the famous ‘Udoji awards’ when stupendous
remuneration was approved for public servants énetirly 1970s. The new found wealth encouragefligate
spending among the urban dwellers who at the timewnainly public servants. This affluent lifestylf these
urban dwellers attracted their compatriots in thledpminantly rural agricultural areas who subsetjyen
jettisoned agriculture and migrated from the vidado the urban centres in search of paid employmera bid
to produce skilled manpower for agriculture, a éargumber of tertiary institutions were establistedrain
agricultural scientists and extension workers wiesaipposed to come with research findings andegorame
to practitioners in the farms for improved produityi. The low level of agriculture in the countig/a testimony
that these institutions have impacted minimallyttogir supposed mandates (Enebeli-Uzor, 2011).

Lack of and affordability of farm inputs especialbrtilizer is also a major constraints to agriaedt in Nigeria.
Fertilizer in particular is very crucial to the sess of modern agriculture. In order to meet #nslizer needs of
farmers in the country, the federal government bdistaed the National Fertilizer Company of Nigeria
(NAFCON) in Onne, Rivers State, in 1981, the fastd the largest modern nitrogenous fertilizer caxphot
only in Nigeria, but also in West Africa. The plaommenced production in 1987 but come comatosesye
after. In its renewed bid to meet the fertilizereds of farmers, the federal government througtBtimveau of
Public Enterprises (BPE), privatized the moribundRCON and sold it for US$152 million to core invest.
Now Notore Chemical Industries Limited, the compdras undergone complete rehabilitation to realige i
potential and meet the fertilizer demands of Nigerfarmers. The fertilizer plant which gulped dato
investment sum of US$400 million has the poteribadlominate the sub-Saharan Africa agro-allied miaakad
become number one agro-allied company by markeesiad profitability in Africa if well managed (Ebeli-
Uzor, 2011).

Another problem that militates against agricultizdack of large expanse of land for modern farmihg to
land ownership system in most parts of the coun®ynall land ownership and family ownership of lastil
predominate in most parts of the country makindifficult to access large expanse of land for madend
irrigation farming.

3. Agricultural Policies and Financing in Nigeria

In this section, we review past government poli¢giresgriculture and financing options with sped@atus on
Agricultural Credit Guarantee Fund Scheme of that@é Bank of Nigeria. It must be stated from tbisset
that Nigeria has never been bereft of policy messtw encourage agricultural growth. To this entcessive
governments in Nigeria have introduced one fornpalfcy or the other to encourage agricultural sectbor
instance, from the early to mid 1950s, Farm SettlenSchemes (FSS) modeled after the Isreali Moskhpe/-
agriculture were formed to create farmsteads irgdntb increase agricultural productivity and geteera
employment for young school leavers. Shortly atter scheme was introduced, the nation gained enttignce

in 1960, the National Food Acceleration ProgramiN&KPP) was introduced by the new nationalists who
sought to use periodic national economic developrmdéans as a means of achieving sustained growth an
development. The First National Development P&ranning 1962 — 1968, had agriculture as its ntaimst
with an investment of 2.3 billion US dollars proed for by the plan. The focus of the plan was the
establishment of farm settlement schemes that woaldxclusively dedicated to the cultivation of esticrops.
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The 1967 — 1970 civil war truncated the plan and s@bsequently jettisoned during the period (Enédtedr,
2011).

At the end of the civil war, the federal governmembdified the progremme to a less ambitious onde- t
National Food Acceleration Production Programme ARP). This new policy only sought to improve
peasants’ productivity in staple food crops andseguently failed to solve the problem of decliniiogd
productivity. Government also established Agristdt Development Programmes (ADPSs) in all statethef
federation to help organize farmers for more préigtaagriculture through the provision of moderputs. The
succeeding government introduced Operation FeedN#imn (OFN) in May 1976 with the specific focus o
increasing food production on the premise that owpd availability of affordable food would ensuréigher
nutrition level and invariably culminate in natidrgtowth and development. The programme provid@d2N
billion for agriculture and rural development.

According to Olagunju (2010) the River Basin andrd&kuDevelopment Authorities (RBDAS) were also
established by the federal government in 1976 dilitthe and accelerate the production of food sremd
mobilize the rural agricultural population towarthereased food production. Currently, the follogviare
existing River Basin Development Authorities: AnaaMbmo River Basin Development Authority; Benin-
Owena River Basin Development Authority, Chad RiBasin Development Authority, Cross River Basin
Development Authority, Hadejia-Jama’are River BaBiavelopment Authority, Lower Benue River Basin
Development Authority, Lower Niger River Basin Dé&mment Authority, Niger Delta River Basin
Development Authority; Ogun-Osun River Basin Depal@nt Authority, Upper Benue River Basin
Development Authority, Upper Niger River Basin Dkymment Authority and Sokoto-Rima River Basin
Development Authority. They were put in place ¢dve the problem of declining agricultural produiy and
encourage the diffusion of agricultural innovatimough extension services to the rural areas fwane the
living standard of the rural dwellers.

In May 1980, the succeeding administration embarkedn yet a new programme, the famous Green
Revolution, to boost agricultural productivity inet country. The main thrust of the initiative wascreate the
means to meet the needs of smallholder farmersprehd the benefits of rural development. The namoge
also sought to encourage Nigerians in both urbahraral areas to go into agriculture for both correreand
for the provision of food for domestic consumptionGovernment's focus on jumpstarting activities in
agriculture changed in 1986 with the establishnuérihe Directorate of Food, Roads and Rural Infredtire
(DFRRI). The directorate was established as amlagafacility management organization to coordéand
streamline all rural development activities in ttoeuntry and accelerate the pace of integrated deatlopment
with agriculture as an important segment.  Besithes programme sought to directly improve agriaaltu
productivity, the challenge of funding was alsoniiieed by successive administrations and theybdistaed
institutions to meet the need of financial intermaéidn for the sector. For instance, the Nigerggricultural
and Cooperative Bank (NACB) was established in 1@mnB the responsibility of providing credit for éh
production, processing and marketing of agricultpraduce. Its target groups comprised individigamers,
cooperative organizations, limited liability compes) states and the federal government. It haseheny
metamorphosed into the Nigerian Agricultural, Caagige and Rural Development Bank (NACRDB) limited
following its merger with former People’s Bank ofgdria (PBN) and the risk assets of the Family Ecoic
Advancement Programme (FEAP) (Adams, 2009).

As a result of the inability of the Nigerian Agrltwral and Cooperative Bank to deliver on its mdaadshe
Agricultural Credit Guarantee Scheme (ACGS) waaldisthed in 1977 under the management of the dentra
Bank of Nigeria. The Scheme was designed to engeuanks to increase lending to the agricultureicseby
providing guarantee against inherent risks assetiatith agricultural production. The Scheme isfarthe
most ambitious and pervading of all financial sckerto date to support agriculture by governmenge 3hall
return to the scheme shortly. Also, in order tdigate the risks associated with agricultural atés, the
federal government established the Nigerian Agrical Insurance Corporation (NAIC) in 1987 to prairisk
cover for farmers (Newman, 2009). Specificallyg thsurance corporation was set up to promote aiguiel
production by enhancing greater confidence in ddgptew and improved farming practices and at times
time bring about greater investment and increasedygtivity. The corporation was also expectegrnovide
financial support to farmers in the event of losagsing from natural disasters. Besides the catpmm was
expected to increase the flow of agricultural drédim lending institutions to farmers and also imiize or
eliminate the need for emergency assistance uspatlyided by government in times of emergency. 8ait
rightly observed by Uzor (2009), despite the avettenof programmes and policies to resuscitate altuie
over the years, the country still faces acute sigerbf food supply.

Before delving into the capital market option as@ans of financing agriculture, it is pertinentréwiew the
operations of the Agricultural Credit Guarantee 3uh (ACGS) of the federal government through theti@e
Bank of Nigeria.
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In a study conducted in 1976 by the CBN (Olaita®0®&), shortage of primary production credit wastidied
as one of the major causes for declining agricaltproduction. This shortage was attributed toatgince by the
banks to provide credit for real sector activitiespecially agricultural production. The reasonsen&bvious
and include:

- Inherent risks associated with agricultural pretdhn;

- Urban/semi urban based nature and mode of opasatif the banks;

- High cost of administration of agricultural Icaand,;

- Inability of farmers to provide the necessarilateral.

As a probable solution to the above problems thecAifjural Credit Guarantee Scheme Fund was estaddi by
the Federal Government (60 percent) and Centrak B&Nigeria (40 percent) in 1977 with an initialifid of
Naira (N)100 million subscribed and paid up capitBN-85million. The Scheme provides guarantee cdoe
loans advanced to the agricultural sector by bahks. scheme cover pledges to pay to the banks, of58ay
outstanding default balance by borrowers provided tollateral pledged has been realized and appti¢he
account. The Central Bank of Nigeria manages thedFand is responsible to a Board. To operate therge,
the CBN opened Agricultural Finance Offices (nowwBlepment Finance Offices) in its branch office2ih
states of the federation then. Through the brarifibes, the Central Bank of Nigeria handles the-tagay
operations of the Scheme. The CBN issues a Guardbegtificate to the lending bank to pay 75% of any
outstanding balance in the event of default lessatimount realized from the security pledged bybiweower.
The lending bank can file a claim on the Fund & ttbove has been fulfiled. Few details of thkeste
include:

(@) Scope of the Scheme
The scope of the scheme of agricultural activitiesFund can guarantee are:
e establishment or management of rubber, oil palropapcoffee, tea and similar crops;
» cultivation or production of cereal crops, tubdrsit of all kinds, cotton, beans, groundnuts, shes,
benni seed, vegetables, pineapples, banana artdip&n
« animal husbandry, that is, poultry, pigs, cattierig and the like, fish farming and fish captuaed
e processing in general where it is integrated witleast 50 per cent of farm output e.g. cassavatd,
oil palm to palm oil and kernel, groundnut to grdoat oil etc.

(b) Loan Limits under the Scheme
The Scheme as at 2009 has a capital base of NBdh lzind loan limits 0£-N20,000 for loans withotaingible
securities;-N1.0 million for individual borrowermnd-N10.00 million for cooperatives and corporaiedwers.

(c) Types of Security Accepted for Loans:

Acceptable securities for loans under the Scheméeany of the following:

0] a charge on land on which the borrower holdegal interest, or a charge on fixed assets, comps
livestock;

(i) a charge on any moveable property of the doar;

(iii) a life assurance policy, a promissory notether negotiable security;

(iv) stocks and shares;

(v) a personal guarantee and

(vi) Any other security acceptable to the bank.

One of the major factors identified by Olaitan (8D@s militating against the success of the ACG&scity of
loanable funds due to lack of bank support for ioheme. The number of participating banks roseugibd
from 10 in 1978 to 28 in 1986 and peaked at 34 9891 Thereafter, the number declined with only six
participating now.

It has always been argued that banks are in busitmemake a profit. They cannot be borrowing slaord

lending long to agriculture that are characteribgdigh risk. Furthermore, in a free-market econpwlich is
private-sector driven, government’s interventioexpected to be minimal.
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Other constraints are (i) inadequate capital b@geyunwillingness of farmers sometimes to repagris; (iii)
non-settlement of claims; (iv) poor project appahisy banks; (v) lack of adequate collateral; pijh cost of
administering small loans; (vii) reduction in thennber of participating banks.

These constraints have shown that a better fingrmjirtion is needed to boost agricultural finandimdligeria.
This calls for capital market destination as aaraktive source of funding for agricultural devetamnt.

4, Capital Market as a Long Term Option for Financing Agricultural Development

The importance of agriculture in a nation’s ecomoaévelopment and growth can never be over-empdtsiz
In a nut shell, agriculture is important in attaigia well functioning economy. Reliance on governime
revenues like taxes and grants are never suffiteefund agricultural production as past experisnceNigeria
has shown. Increase in taxes is a disincentive lwhlaces more burdens on the citizens and canlerigop
economy. Therefore rather than relying strictlyimternally generated revenue, governments can fHoatls at
intervals for specific developmental projects esgcfor agricultural projects. All tiers of govement and their
agencies have the opportunities to finance thaiicalgural projects through the issuance of bonstrinment.
Different shades of bonds can be structured totlseiproject peculiarities, investor’s expectatjawencerns and
issuers requirements. Thus, there is Federal Gmanmh (sovereign) Bonds, Government Agency Bonds,
State/Local Government (sub national) Bonds ang@mate Bonds.

There is no gainsaying that capital market is &cati pillar to long term fund mobilization needéat capital
formation to fast track economic growth and deveiept through agriculture. The short term fundingfipe of

the money market makes it unsuitable for agricaltproject investment hence the capital market Wwiieates
an enabling environment for the generation of lterga financing and active private sector partidgratin

agricultural development. In addition, the capitarket provides variety of financing instrumentsl amvestor
categories which could lead to larger pool of futidm other financing options.

The capital market is the market for securitiesesghcompanies and governments can raise long terdsf The
main function of the capital market is to chanmeleistments from the investors who have surplussuadhe
investors who have deficit funds. The differentegpof financial instruments that are traded in ¢heital
markets are equity, debt, hybrid, insurance andvatére. The capital market consists of the primargrket,
where new issues are distributed to investors,thadsecondary market, where existing securitiestraed.
Usually the capital market provides relatively ghexasource of fund.

According to World Bank Report (2010), Nigerian'mck market significance measured by total market
capitalization as percentage of the Gross Dom&stduct (GDP) was as high as 52.0% in 2007 buirtetko
24.0% and 19.7% in 2008 and 2009 respectively dileet impact of the global economic crisis.

Table | below shows a comparative position of thgeNan capital market with other developing ansedeped
economies.

Table I: Market Capitalization as Percentage of GDPof Some Countries (2005 — 2009)

Country 2005 2006 2007 2008 2009
Nigeria 17.2% 22.3% 52.0% 24.0% 19.7%
Ghana 15.5% 25.4% 15.9% 20.4% 16.1%
Egypt 88.8% 87.0% 106% 52.7% 47.8%
Kenya 34.1% 50.6% 49.4% 36.0% 35.6%
India 66.1% 86.3% 147.6% 53.2% 90.0%
Belgium 76.6% 99.3% 84.3% 33.2% 55.8%
Brazil 53.8% 65.3% 100.3% 36.0% 74.3%
Malaysia 131.5% 150.4% 175.1% 84.6% 133.69
South Africa 228.9% 273.9% 291.1% 177.7% 246.59
Tunisia 9.9% 14.4% 15.0% 15.6% 23.1%
United Kingdom 134.1% 155.5% 137.9% 69.6% 128.6%
United States 134.9% 145.7% 142.49 81.7% 105.8%

Source: World Bank Report 2010
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4.1 The Importance of Bonds

Bonds can attract foreign savings when open tarnat®nal participation. Bonds are important forieas

developmental projects including agriculture. Adirs of government can issue well structured bdodsarge

scale agricultural production with the sale of gireduce directed at meeting debt obligations. Carigzacan
also issue debentures to finance factories and dittexd assets which are key in the production psscand
ultimately aids economic development. Transpareamy accountability of capital markets can promatgppr

use of funds generated from bond issuance. The bm#tet offers less risky investment and regulénrnes

which guarantee investor patronage. Constant oreati new products that would widen investment Zamj

give investors value-based investment options awdige the needed cheaper long-term funding tonfiea
agriculture and other critical infrastructural diey@ment has been the prime mandate of the Stockdbge
Commission.

4.2 Capital Market as an Option for Agriculture and Infrastructural Development — The Nigerian
Experience

The Nigerian capital market has performed relayiveéll in the area of bond issuance. Records shmaw the
capacity of the market for raising long term fumdse been put to test by the Jumbo offers of gemernts and
corporate bodies which ran into several hundredsiltddns of naira in value. The over subscriptioihmost of
these offers were instructive as they suggest titmarket can finance many more viable infrastmadt
projects especially agriculture. The Nigerian capibarket is being positioned to play more sigaificrole in
the area of infrastructural development with farateing reforms in the financial sector.

Reforms in the bank and insurance sector as weélleapension system among others have promotedtmeat
in this regard. In 2007, the first mortgage backedurity by the Federal Mortgage Bank worth N10Goli
(about US$670 million) was issued for residentiali$es. A review of fund mobilized in the capitalrkes for
infrastructural development in the last twenty gesinowed the dominance of the sovereign bond, wivi
reactivated in 2003. However, the Nigerian capitarket has been a viable source of financing statelocal
government infrastructural projects through borgli@mce. The first state to use the capital marlas the
defunct Bendel State which issued a “ten-year N20om 7% Bendel State of Nigeria Loan Stock” in 7
Since then other state governments have issuedsifondevelopmental projects. Below is a summarkafds
raised by some state governments between year&@D009:
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Table Il; Analysis of States that have accessed thgapital Market between 2000 and 2009

State Coupon | Year of Amount Level of Project
Rate Issue (N) Subscription

Edo State Revenue 21.0% 2000 1 billion 205% Development of Ogba Riyer

Bond Side Housing Estate

Delta State Revenue 16.05% 2000 5 billion 101.74% Market, Health cawegter

Bond and education

Yobe State Revenuge 23.0% 2002 2.5 billion 81.22% Urban road and haysin

Bond drainage improvement

15 Tranche Ekiti] 24.5% 2002 2.5 billion 81.28% Financing Urban anolak

State Revenue Bond road and establishment of
palm  plantation, rura
electricity, expansion of
water project

2"  Tranche Ekiti| 24.5% 2002 2.5hillion 100% Financing urban rurahdq

State Revenue Bond and establishment of palmn
plantation, rural electricity
and expansion of water
project

Lagos State Bond 4.0 above 2002 15 billion 77.58% Financing development

TB projects

Cross River Tourism 20.5% 2004 15 billion 79.69% Upgrading and expagdih

Dev. Bond Obudu ranch

15 Akwa  State| 19.5% 2004 6 billion 100% Financing infrastructural

Revenue bond development

Kebbi State Revenug 14.0% 2006 3.5 billion 100% Kebbi State University

Bond Science and Technology and
Zauro polder irrigation

Lagos State Govt. 13% 2008 50 billion 117.93% Refinancing loans on

Bond Series 1 (Under ongoing infrastructura

N275 billion debt projects

insurance programme

Imo State Govt. Bond 15.5% 2009 18.5 billion 100% Part-financing of wate

series 1 (under the rehabilitation schemes and

N40 billion debt construction  of  critical

insurance programme roads. Finance of State Gowvt
Equity Investment in the
Imo Wonder Lake and
conference centre Oguta

Kwara State Govt 14% 2009 17 billion 100% Kwara State Truck Plaza

Bond series 1 (under International Aviation

N30billion debt College Asa Dam Mixed

insurance Used Development, New

programme) Secretariat, Commercial
Agriculture Project (Phasg
I) Kwara State University
llorin  Water Distribution
project, Agriculture
irrigation support project
Kwara Advanced diagnostic
centre and loan refinancing

Niger State Govi 14% 2009 6 billion 100% Rehabilitation and

Infrastructure  Dev construction of roads

Bond

Source: SEC Report (Various Years)

A cursory look at the table shows that bond issaafoc agricultural projects is still not very populwith
various tiers of government despite the enormousrpials of agriculture in economic transformatio@nly
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Ekiti State and Kwara States appeared to haveri&ttio agricultural development in their bond isgt&a The
reason may not be farfetched. Most states in #deration are still battling with acute infrastuuret
deficiencies the reason for the preponderancefiastiuctural development in most of the bond issdere is
serious lack of infrastructure in Nigeria to thémdhat ‘democracy dividend’ in Nigeria has beeuated with
the provision of infrastructure. The pressure @atted governments to deliver on infrastructure libads,
portable water, buildings, electricity has crowdedt other critical elements (like agriculture) neddfor
sustainable economic development. From the taldbyden 2003 to date, sovereign bonds auctionedian t
market were worth over N3.36 trillion i.e. about®® of debt securities issued in 20 years. Mossafes were
largely oversubscribed. Sub-national and corpdratels only accounted for 7.1% and 2.7% respectivéigre
was a consistent increase in the amount of bondme by the federal government, states and cdgboalies
between 1991 and 2005, as shown in the Table IlI.

Table 11l: Bond Issuance between (1991 — October 20)

Billion Naira 1991 — 1995 1996 - 2000 2001 - 2005 | 005 - 2010 Total

FGN Bonds 0.00 0.00 290.00 3,070.50 3,360.50
State/Municipal 0.13 4.50 31.50 227.50 263.63
Corporate Bonds 1.94 10.44 17.61 70.30 100.29
Total Debt Securities 2.07 14.94 339.11 3,368 3424
Source: DMO

Between 2005 and 2009, six (6) corporate bonds fleae=d, mainly by blue chips which were well reesl by
investors. These include Cadbury Nigeria PLC issiuan irredeemable convertible zero coupon bonds5f
billion in 2005. Similarly, Access Bank PLC floatedN1.9 billion and 13.5 billion convertible loatosk in
2005 and 2006 respectively. While Crusader PLC, @&&sing Plc and Guaranty Trust Bank Plc issued N4
billion, N2.2 billion and N13.17billion respectivel

Secondary market trading on sovereign bonds isentlyr active Over-The- Counter (OTC). Over N50Olion
worth of sovereign bonds have been traded sincé,208en trading began on the platform. Secondandbo
trading on the floor of the exchange has been wanimal and work is going on to reactivate tradinghat
segment.

It must be remarked that municipal bonds are orsewéral ways states, cities and counties can thsloke Other
mechanisms include certificates of participatiord dease-buyback agreements. While these methods of
borrowing differ in legal structure, they are sianito the municipal bonds.

The potential advantages of bond issuance by vatieus of government have been widely documenidtie
literature. Ujunwa and Ogbuagu (2010) enumerabd@dkesof these. The advantages are as follows:

a. access to the capital markets has the tenderstsengthens government fiscal discipline

b. bond issuance provide governments with a chesmece of financing than domestic bank loans
and other sources of loans

c. access to the capital market improves managepegfirmance of governments;

d. capital markets provide long term funding fatical developments in agriculture and  infrastruet

e. bond issued in the capital markets are supptoseave maturities that extend to the useful life o

the asset they finance.

Other benefits according to Securities & Exchangen@ission (2011) include:

1. Longer term funding - a company may need finangmdpuild another plant for its manufacturing
operations which may take three years to buildnkBare currently capping their bank loans, geheral
to may be one year. In order to gain the tendoafis needed, the company may seek to issue ar3-yea
bond in the capital market, thus meeting its finagameeds. Similarly, an infrastructure bond may b
issued to fund a 5 or 7 or 10 year project of aeSta install or upgrade roads, build structurethim
State, including buildings for government or hogsim hospitals, or fund the building and operatiofis
water treatment and electricity facilities.

2. Meet liabilities: Some investors such as pensigm$uor insurance companies have known liabilittes a
some future data, such as payments to be madengiopers or payoffs to be made to customers; to
meet these liabilities, these institutional investdemand such fixed income investments where ikere
principal payoff at the time of the liability beingalized and interest payments during the lifehef
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bond or else a zero coupon bond bought at a diseuitin principal payoff to coincide with the liakif
coming to realization

3. Lock in rates: flexible rates — an issuer is fingwissuing a bond paying a fixed amount of intepey
year, as its cash flows are adequate to pay offrlogvn interest rates payments over the comingsyear
projects that are funded by the issuance will carerpayment of principal at the maturity of thendo
or an issuer wants investors to be attracted tbdrel issue that will meet interest rates and fiofta
variances, thus will issue a floating rate (coupomd where interest rates are adjusted seamirually
or annually based on a particular index if interasgés rise, the coupon will rise and the issuéirbe
paying as well as the investors will be receivingpre in interest as interest rates decline, thepaou
will be diminished and the issuer will be payingden interest as well as the investors receivéisg in
interest payments.

4. Leverage — Borrowing can increase shareholderngtlret’'s say you build a new factory and finance
this through a mix of borrowing and equity. If yoan borrow at an interest rates that is lower than
return from the factory, the return to shareholdeifsincrease. This is called leverage. Bonds ba
one method of leverage.

5. Delayed principal payment — Compared to the typbmatk loan which requires that the principal is
repaid in installments; the bond principal is pagda lump sum on maturity. A zero coupon goes even
further. This type of bond is issued at a distdonits face value and pays no coupons. The net
present value of the difference between the facktla@ issue price is the internal rate of returncivh
compensates investors for not getting coupons dutie life of the bond with a big capital gain at
maturity.

6. Flexibility — Bonds can be structured in many wayssuit the needs of the issuer. For example, the
issuer can choose how often coupons are paidethe thether the coupon rate is fixed or floatind a
the type of embedded put or call options that kélhefit the investor or the issuer.

4.3 Drivers of Bond Financing in Agricultural Devebpment
To effectively raise and mobilize funds for agricuhl development through fixed income securitgsne basic
conditions have to be satisfied.

They include:

1. Existence of contractual savings institutionsreate a pool of long term investible funds;
2. Stable macroeconomic environment;

3. Establishment of credit rating agencies andtgment of rating culture by issuers. The develept
of rating culture could be fostered by the marl@nednding rating of fixed income instruments

4, Strong issuer base

5. Development of a reference bond and yield ctovappropriate pricing of other fixed income
instruments

6. Efficient trading and settlement infrastructure

7. Good legal regulatory and institutional framekvo

8. Market liquidity

9. Low trading cost

10. Tax policies which encourage issuance andcpazation in bonds

11. Fixed income pricing capacity by intermediarie

The development of the bond market especially tiparate and sub-national segment to enhance pafgeoof
the bonds sector can be described as ‘work in pesgmith the introduction of tax waiver grantedrgestors.
The Stock Exchange Commission appointed an IFGleasiadviser on bonds to assist in improving the
efficiency of issuance processes of bonds, legalragulatory matters, infrastructure and capaaifjding.

Other measures which the Stock Exchange Commissisttaken to aid bonds issuance include:

» Reduction in registration fees to 0.15%

« Maximum approval time for applications at 6 weeks

« Rules on Shelf Registration and Book Building éaéeen introduced to ease corporate bond issuance

5. Conclusion and Recommendations

We have tried in this short paper to present thmtalamarket as a viable option for funding agriau in
Nigeria by all tiers of government. This has becomgerative, considering the dwindling fortunes tbé
federation account and internally generated reveaiuerious tiers of government. The capital manetion
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not only provide long term funding that meets teewiar characteristics of agricultural productlmrt will also
will instill fiscal discipline and consequently, og corporate governance practices at all levelgoeernment.
The listing requirements for capital market acamsdke it imperative for fiscal discipline becausestftutory
monitoring by capital market regulators and theivitial creditors. Besides the use of capital rearfky
different tiers of government will fast-track thewélopment of the government bond market. A welletteped
bond market would attract foreign investors andrimmp the overall output of the economy.

No doubt, the capital market is a vital and effitigehicle for long-term funds mobilization and ohaling.

Funds could be mobilized from the market to addtikeshuge financing gap in agriculture in Nigetramany
countries bonds are known to have financed numedeuslopment projects in agriculture and infrasticad

development such as colleges and universities,itatssppower stations etc. Given their potentiahtaelerate
development in Nigeria, bond issuance should bewaged.

Notwithstanding the benefits inherent in the markete of the major constraints to agricultural fiomg has
been the low level awareness of the capital mad®ta viable avenue for funds mobilization. The
opportunities/benefits offered by the Nigerian ¢talpmarket are begging to be explored. Governmantall
levels and even corporate organizations should aakantage of same to facilitate their respectiydécaltural
projects.

A good regulatory environment with adequate safedpiéo protect investors and other participantuisently
being pursued by the Stock Exchange Commissiois. dtso important to ensure that agricultural prtgefor
which funds are obtained are strictly executedsThiwhere the on and off-site inspections caraetlby the
Commission become imperative.
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