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Abstract
Empirical literature and policy documents always capture access to credit as one of the most

important determinants of successful agricultural production in Ghana and elsewhere in the
developing world, particularly Africa. It is often argued that access to credit allows farmers to
invest confidently in their agricultural production activities leading to increased productivity,
which consequently is able to urge them out of poverty. The extent to which these long held views
and narratives are true in modern Ghana is yet to be ascertained. This paper therefore uses
mixed methods to ascertain whether or not farmers accord the same level of importance to credit
in their agricultural production as being perceived by policy makers, development practitioners
and researchers. Thus, the paper analyzed the importance of credit relative to other factors of
agricultural production of farm households in Ghana. Multistage sampling was employed in the
selection of sub-study areas and research participants across the three main ecological zones
(i.e. coastal, forest and savannah) of Ghana. The results indicated that the five most important
factors of agricultural production, in the view of farmers are, in descending order, equity
finance, technological change, farm implements, credit finance and labor. This result show that
in relative terms, access to credit is the fourth most important, which means that its importance
has over the years been exaggerated in the empirical literature and by policy makers,
implementers and development practitioners. The implication of this is that policies that aim to
improve agricultural production and promote transformation of Ghana’s agricultural sector
must focus on helping farmers accumulate equity capital, provide them with the requisite

technologies and mechanized farm equipment before thinking of credit financing.
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1. Introduction

Credit has long been identified as a significant factor that can create effective route out of poverty
by poor borrowers. This view gave wave to different interventions employed by different
governments in the developing world and Ghana in particular across space and time to promote
rural financial service delivery. The goal of these interventions has been to accelerate rural
development through enhanced agricultural productivity and cottage industry development by
improving the financial capability of economic actors. These interventions according to Yaron et
al. (1998) were rife in the 1950s as a result of Keynesian economics which inspired many
governments across the world to design fiscal interventions in the financial sector at the
macroeconomic level. Governments established formal financial and related institutions as the
main providers of financial services to the poor and vulnerable with the main objective of
alleviating their poverty levels through credit induced increases in productivity (Matin et al.,
2002). This view corroborates the observations made by Yaron et al. (1998) and Komareka and
Ahmadi-Esfahani (2011) that traditionally, governments have intervened in rural credit markets

through subsidies to promote agricultural productivity growth and to reduce rural poverty.

There is a hot debate regarding whether or not governments and nation states should continue to
intervene in rural financial markets. Those who advocate state intervention in rural financial
markets argue that credit is a critical component of rural development strategies and that there is
the need for governments and world development bodies to intervene in providing subsidized
credit facilities to enable economic agents in rural areas of developing countries to pursue
sustainable livelihoods development. This is in line with the views expressed by Braverman and
Guasch (1997) and Muhammad et al. (2003) that subsidized credit facilities enhance the adoption
of technical innovation which lead to improvement in productivity. This ultimately increases the
growth of output and the development of the agricultural sector and thus rural areas. This they
argued is particularly relevant given that rural credit markets are imperfect. In their view, the

imperfectness of rural financial markets limits access to credit by rural farmers most of whom
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produce at subsistence level and that the only way to improve access to credit by smallholder
farmers is for governments to intervene. According to Levine (1998), there is causality between
financial development and economic development and therefore governments need to intervene

to enhance financial service, particularly credit delivery and development in rural areas.

The advocacy for governments in developing countries to intervene in rural financial markets was
particularly popular in the 1970s and 1980s (see for instance Adams and Graham, 1981;
Greenwood and Jovanovic, 1990; Bencivenga and Smith, 1991; Roubini and Sala-i Martin, 1992;
Pagano, 1993; King and Levine, 1993a, 1993b). It is further argued that interventions in rural
financial markets by governments help alleviate the sufferings of farmers as a result of trade
liberalization (Amikuzuno et al., 2011) which leads to the importations of cheap food products
thereby causing farmers to receive low prices for their products and hampering their
creditworthiness. To proponents of state interventions in rural financial markets, it is the
responsibility of governments and their development partners who sign trade agreements and
treaties effecting trade liberalization to compensate farmers in rural areas of developing countries
for the adverse effects of those policies by providing subsidized credit. In response to those
arguments, the World Bank (1993) reports that donors provided considerable support for
subsidized credit. The bank provided approximately $16.5 billion in subsidized agricultural credit

programs prior to the 1990s.

Those against the idea of governments and their development partners intervening in rural
financial markets argue that there is a weak link between financial and socio-economic
developments (Lucas, 1988; Stern, 1989; Chandavarkar, 1992; Stiglitz, 1994; Xu, 2000; Kar et
al., 2011). In their view, previous interventions in the form of subsidized credit policies rolled out
for rural areas in developing countries did not make any significant impacts (Yaron et al., 1998;
Woolcock, 1999). It is argued that past interventions in rural financial markets have led to poor
credit culture in the agricultural sector giving rise to over dependence on subsidies, low loan
recovery rates, inadequate portfolio diversification and wrong targeting of credit programs. This
was exacerbated by rent-seeking behaviors of influential farmers and bank officials (Khan, 1977;

Ladman and Tinnermeier, 1984; In Yaron et al., 1998).
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It is further argued state-sanctioned rural financial intermediaries crowd out private sector
financial intermediation. Opponents of state interventions also argue that subsidized credits have
made matters worse in rural financial markets as a result of deliberate defaults and political
interferences (Akudugu, 2012). This is because political sympathizers in rural communities
mistake those credit facilities for rewards for their political stewardship and will therefore not
repay. Besides, such subsidized credits do not go to the target groups and are characterized by
high administrative costs, which make them unsustainable (World Bank, 2008). In the specific
case of Ghana, the empirical literature reports low access to subsidized formal credit and other
financial services by people in rural areas (IFAD, 2003; Quaye, 2008; Akudugu, 2010; Asante et
al., 2011).

The emergence of proponents and opponents of state interventions in rural financial markets is an
indication of the lack of consensus among academics and policy makers on the link between
financial service delivery and socio-economic development. This means that actors in the
financial markets and socio-economic development continue to face the problem of supply-
leading and demand-following dichotomy (Murinde, 1996; Shan et al., 2001; Deidda, 2006).
Years of empirical research across the world have not contributed to building a consensus as to
whether or not intervention of governments in credit markets is necessary for socio-economic

development. There rather seem to be further widening of the dichotomy (Lawrence, 2006).

In summary, whereas the demand for interventions by governments and their development
partners in rural financial markets was widespread and strong in the 1970s through to the early
1990s, the late 1990s to early 2000s witnessed decreasing trends in the calls for interventions by
governments. Following the world food crises in 2007 and economic meltdown in 2008 however,
state interventions in the financial sectors of developed and developing countries across the world
have become widespread. Drawing heavily from the empirical literature, proponents of
intervention of governments argue that developments of financial systems translate positively to
socio-economic development. Opponents however, think otherwise, stating unequivocally that
previous interventions of governments in rural financial markets through the provision of

subsidized credit facilities have had little or no positive effects on socio-economic development.
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What is clear in this debate is that, all the arguments are based on expert opinions with the target
beneficiaries being passive observers. There is therefore the need to find out from the people who
are supposed to benefit from these interventions majority of who are farmers, their opinions on
the subject matter. Thus, this current paper looks at the relative importance of credit in
agricultural production using Ghana as the case.

2. Methods

This paper analyzed the importance of credit relative to other factors of agricultural production
activities of farm households in Ghana. Multistage sampling was employed in the selection of
sub-study areas and research participants. The first stage was stratification of the country
according to the main ecological zones — Coastal, Forest and Savannah. One administrative
region was then randomly selected from each stratum. The second stage was a random selection
of one administrative district from each sampled region. This was followed by further
stratification of the three sampled districts into south and north and then a random selection of
one farming community from each stratum. The third stage was to divide the selected farming
communities into four main strata — North, East, South and West. Eight (8) households were
randomly selected from each stratum and each selected household asked to send a representative
to participate in the focus group discussions. Each selected household had to send an elderly man,
elderly woman, young man or young woman to the focus group discussions. The essence of this
was to ensure that generational and gender perspectives were properly captured. In each farming
community, four different focus group discussions were held — elderly men; elderly women;
young men; and young women giving a total of 24 focus groups. Also, twelve (12) key
informants were interviewed in each sampled district giving a total of 36 key informant
interviews. The selection of key informants was by means of purposive and snowball sampling
techniques. The key informants were people deemed to have very good knowledge on credit
administration, credit management and utilization and included influential farmers, formal and

informal lenders and policy makers.
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In each sampled farming community, the households were also stratified according wealth class —
poor, average and rich using local standards. A household was randomly selected from each
stratum for case studies making a total of 18 case studies. Key informants and the selected case
households were asked to assess the levels of influence of credit on agricultural production
relative to other identified factors of production. Thus personal narratives and life stories were
used to analyze the level of importance farm households place on credit vis-a-vis the other factors
of production. Need assessment was also used to examine at the collective level the significance
of credit relative to the other factors of production. This was done using the focus group
discussions in which participants were tasked to illustrate how in their opinion, farmers in the
selected communities view credit relative to the other factors of production. This was done in
terms of the influence of each identified factor on the agricultural production processes. The
participants were asked to identify ten factors deemed to have the most influence on their
agricultural production activities. The ten identified factors were then ranked by the participants
in terms of the levels of influence on household agricultural production. The factor deemed by
participants to have the highest level of influence on agricultural production was assigned a rank
of one (1) and the least assigned a rank of ten (10). To get a better understanding of the scores
assigned to each identified factor of production, participants were asked to give reasons for their

rankings.

To ascertain the level of agreement among the research participants in their rankings, the
Kendall’s Coefficient of Concordance (Kendall’s W) was estimated. This [Kendall’s Coefficient
of Concordance (W)] is used to test the level of agreement in ranking a set of issues of interest
among different judges, in this case research participants (Legendre, 2005). The essence of this
computation was to ascertain whether or not there is agreement among the farmers in their
rankings of the different factors including credit that influence their agricultural production
activities. It is computed (Siegel, 1956:234; Siegel and Castellan, 1988:266; Zar, 1999:446) as
cited by Legendre (2005:229-230) in theory as follows:

W= 125
"~ p2(n3-n)-pT

1)
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Where:
S = Sum of squares statistic computed as:
S =ZXi-1(R; —R) )

R; is the row sum of ranks; R = Mean of the R;values; p = Number of judges; n = Number of

issues of interest; and T = Correction factor for tied ranks which is computed as:

T =X (ti — t) ©)
t, = Number of tied ranks in each k of m groups of ties.

A significant value of the Kendall’s Coefficient of Concordance (W) is interpreted to mean that
the research participants are applying the same standards in their rankings of the issue of interest

implying that there is agreement among the people doing the ranking.

3. Results

The participating farmers in focus groups and household case studies identified equity finance,
credit finance, labor, technology, farm land, rainfall, farm implements, storage facilities, safety
nets and solidarity groups as the ten most important factors influencing agricultural production in
the sampled communities. Overall, equity finance was ranked first by focus group participants
and case study households relative to the other factors (Table 1). This means that in the view of
farmers, irrespective of gender, age, wealth or geographical location, equity finance is the most
important factor influencing agricultural production activities relative to the other factors. This
view is consistent with earlier studies by Akudugu (2011) who reported that equity financing has
higher returns to agricultural production of farmers compared to credit financing. Similar studies
across the developing world have emphasized the importance of equity financing to farmers (Pitt
and Khandker, 1998; Atieno, 2001; Khandker and Farugee, 2003; Guirkinger, 2008). Explaining
the rankings, it was commonly held across the focus group discussions with men, women, young,
and old farmers as well as case study of poor, average and rich households that equity finance is
the building block of all farming and related activities households embark on. This common view

is well captured in the following excerpts from one of the focus group discussions:
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... Equity finance has the most important influence on our agricultural production because
without own funds, there is no way any farmer will be able to engage in production. ... As a
farmer, one must have some amount of money of your own to at least start the farming process
before you could possibly get support in the form of credit from elsewhere. In situations where
some farmers don’t have their own funds at the beginning of the season, they must at least have
things like the seed for planting to be able to engage in farming. ... If you don’t have anything at
all, then you cannot farm because credit cannot come unless you work for it, which means that
you need your own resources. ... [Excerpts from FGD with elderly men in the Forest ecological
zone: 17/10/2012].

The farmers ranked technology as having the second most important influence on their
agricultural production activities. They were of the view that technology is a critical factor in
modern agricultural production because it brings about enhanced productivity levels and this
view is consistent with the empirical literature (Adesina and Baidu-Forson, 1995; Nin et al.,
2003; Ministry of Food and Agriculture, 2007; Mapila, 2011; Akudugu et al., 2012b; Benin et al.,
2012). This view was consistently expressed across the different focus groups and household case

studies. According to some of the research participants:

... The days when we relied on our traditional methods of farming are gone. If you use only the
traditional farming systems today, you can be sure of not getting anything. ... For example, those
days we did not apply fertilizers but had good harvest because the soils were fertile. We planted
long maturing traditional crop varieties such as late millet, sorghum and maize and had good
harvest because the rainfall was reliable. ... In fact, the major rains started between February
and April across the country and ended around December/January. This has changed
dramatically. Now, the rains start at June/July and stops around September/October. So without
the use of modern agricultural production technologies, one gets nothing. ... The most important
of all, we can now sit in our houses and call friends and relatives in the cities to know the prices
of inputs and outputs through our mobile phones. Our hope is that in the future, we will be able

to buy inputs and sell our produce through the mobile phones so that we will not have to travel to
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the market centers. ... [Excerpts from FGD with young men in the Savannah ecological zone:
27/10/2012].

Following technology, the farmers ranked farm implements as the third most important
production factor. It was explained that farm implements such as hoes, cutlasses, tractors and
carts among others facilitate their production processes. The fourth most important factor
according to the farmers is credit finance (Table 1). This is corroborated by the empirical
literature that credit plays important roles in agricultural production (Atieno, 2001; Khandker,
2005; Kibaara, 2006; Akudugu, 2011; Besharat and Amirahmadi, 2011; Khoi et al., 2013). In
explaining the reasons for the rankings, some of the farmers across the different gender,
generation, wealth class and ecological zones noted that credit financing in most cases though
helpful is not the best. This is because credit, especially from the formal financial market either
comes late or is inadequate. It mostly attracts high transaction costs that erode the benefits. When
one gets credit and has to sell all the farm produce to be able to pay back that credit, then it is
better not to have taken that credit in the first place. But in the absence of adequate equity funds,
credit becomes important in the production process hence the ranking. As noted by one of the

case study household heads:

... It is better to use our own resources for our agricultural production instead of credit because
if you make profit it is for you and if you make loss, it is for you. Nobody will worry you for none
payment. ... Some of us take credit and have to even use the profit you make to pay the credit. In
some cases, you even have to pay with your own resources and this makes you worse off. ... For
me, | would never go for credit because those who take credit only work for the lenders and not
themselves. | am saying this because hardly do people who take credit, especially from the formal
credit market benefit from it. Profits made are often added as interest payments and this leaves
borrowers with nothing. So why should I be working hard for other people who do not do any
work to benefit. It is better to use the little I have to produce so that whatever | get belongs to my

family and me. ... [Excerpts from HCS in the Coastal ecological zone: 11/10/2012].
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This view is however, contrary to others who noted that credit is very important in
complementing equity finance in the production processes. Credit they noted is particularly
important because most rural farm households in Ghana have limited equity finance through
savings that can be used to finance their farming activities. This is corroborated by earlier studies
including that of Quaye (2008) that most farm households across rural Ghana have remarkably
little or no surplus produce to sell for savings as they struggle to meet their household food
consumption requirements. Minten and Barrett (2008) reported that a significant fraction of
farmers in low-income countries such as Ghana are net buyers of the crops they produce which
means no savings from their farming activities. Diange and Zeller (2000) and Akudugu (2011)
reported that farmers who manage to save do so in such small amounts that is negligible for
production purposes and therefore credit from formal and informal sources is important in their

farm production activities.

Labor was ranked the fifth most important factor influencing agricultural production in Ghana.
They indicated that labor has critical influence on agricultural production because without labor,
investments in agricultural production activities cannot yield optimal returns. This is because
agricultural production in Ghana continues to be labor intensive as mechanization is very limited
(Ministry of Food and Agriculture, 2007, 2010a, b). According to some of the research
participants without labor, planting, controlling of weeds and insecticides, harvesting, processing

of agricultural produce, and carting of the produce to homes and markets cannot be done.

Solidarity groups were ranked in the focus groups as the sixth most important factor influencing
agricultural production of farmers. In contrast, solidarity groups were ranked the seventh most
important factor influencing agricultural production of farmers in the household case studies. In
both focus groups and household case studies, it was generally noted that social groups enable
farmers to access some productive resources including credit, particularly from formal financial
institutions which engaged in group lending in order to circumvent moral hazards (Pitt and
Khandker, 1998; Pitt et al., 2006; Akudugu et al., 2009b; Akudugu et al., 2009a; Akudugu, 2010;
Armendariz de Aghion and Morduch, 2010). The focus group participants also ranked storage

facilities as the seventh most important factor influencing agricultural production processes.
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Storage facilities were however, ranked the sixth most important factor influencing agricultural
production of farmers by case study households. One of the key reasons given by both focus
group participants and the case study households was that most agricultural produce is perishable
and therefore availability of improved storage facilities will incentivize farmers to increase their
scale of production.

The eighth most important factor influencing agricultural production in the view of farmers and
farm households is farmland (Table 1). They noted that land is an important agricultural
production factor (Pendera et al., 2004). The fertility of land influences agricultural production.
This was especially so among farmers in the coastal and forest agro-ecological zones. Some of
the farmers in those zones indicated that they had to pay for the land on which they farm. Others
noted that they engage in share farming in which the landowner gives out his or her land to a
landless farmer who cultivates it and the output shared between them. This is however, not the

case in most of the savannah ecological zone where many farmers own the land they farm on.

Rainfall was ranked the ninth most important factor influencing agricultural production of
Ghanaian farmers. In the view of the participating farmers, agricultural production in Ghana
remains largely rain-fed and this makes it dependent on the natural climate. This view is
supported by earlier empirical studies which generally reported that climatic factors including
rainfall seriously influence agricultural production (Masters and Wiebe, 2000; Parry et al., 2004;
Ayinde et al., 2010; Igwe and Esonwune, 2011; Akudugu et al., 2012a). So rainfall is very
important in their production activities given the inadequacy of well-developed irrigation
facilities in the country (Ministry of Food and Agriculture, 2007, 2010a, b). According to the
farmers, one of the main reasons for their ranking of rainfall as the ninth most important factor

influencing their agricultural production is because of the fact that they have no control over it.

In the views of farmers, safety nets are ranked the tenth most important factor influencing their
agricultural production. An example of these safety nets is the situation where the landless are
able to get land from landowners to farm for free. It also includes the provision of labor to the

aged, disabled and vulnerable members of their communities for free. This involves people who
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are strong going to work on the farms of the aged, disabled and vulnerable community members
without charging any fee. It also includes sons-in-law organizing their colleagues to go and work

on the farms of fathers-/mothers-in-law for free.

To test the level of agreement among the focus group participants and case study households in
their rankings, the Kendall’s Coefficient of Concordance simply referred to as Kendall’s W was
employed. The test gave Kendall’s W of 0.76 for focus groups and 0.77 for case study
households. This means that more than three-quarters of the focus group participants and case
study households agreed in the rankings assigned to each of the factors deemed to be influencing
agricultural production. This level of agreement is statistically significant at 1 percent per the Chi
square statistic (Table 1). Thus, there is unanimity among the farmers in their rankings of the
relative importance of each of the ten most important factors influencing agricultural production
in Ghana.

Table 1: The ten topmost factors influencing agricultural production activities

Agricultural production Mean ranks by  Position Mean ranks by Position
factor FGDs HCSs

Equity finance 1.25 First 1.28 First
Technology 2.25 Second 2.22 Second
Farm implements 3.50 Third 3.56 Third
Credit finance 3.75 Fourth 3.72 Fourth
Labour 5.46 Fifth 5.22 Fifth
Solidarity groups 7.25 Sixth 7.39 Seventh
Storage facilities 7.29 Seventh 7.33 Sixth
Farm land 7.50 Eighth 7.44 Eighth
Rainfall 8.00 Ninth 8.17 Ninth
Safety nets 8.75 Tenth 8.67 Tenth

n 24 18

Kendall’s W 0.76 0.77

Chi-Square 164.36 124.57

Degrees of freedom (df) 9 9

Asymptotic Significance 0.000 0.000

Source: Field Data, 2012.
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4. Conclusion

Farmers and farm households employ a number of factors in their agricultural production
activities. The ten most important of these factors are equity finance, credit finance, labor,
technology, farmland, rainfall, farm implements, storage facilities, safety nets and solidarity
groups. The five topmost factors influencing agricultural production in contemporary Ghana are
equity finance, technological change, farm implements, credit finance and labor. The responding
farmers as the most important rate equity finance because it forms the foundation block upon
which their agricultural production takes place. Most of the research participants are of the view
that better returns are obtained when equity funds are used for production compared to credit

funds.

The participating farmers ranked technology as the second most important factor influencing
agricultural production in modern Ghana. The rank assigned to technology is based on the fact
that it has come to occupy a major place in agricultural production activities of farmers and farm
households across rural Ghana. Farm implements were ranked the third most important factor
influencing agricultural production of farmers. The research participants noted that farm
implements facilitate their farm production processes by way of reducing drudgery. The research
participants also ranked credit finance as the fourth most important factor that influences farm
household agricultural production activities. The fact that farmers see credit as the fourth
important factor influencing their agricultural production challenges the long held view that
credit is of topmost importance in farm production activities in contemporary Ghana. The
participating farmers ranked labor as the fifth most important factor influencing agricultural
production in Ghana. The implication of this is that labor occupies the last position in the context
of the five most important factors influencing agricultural production in Ghana. It is concluded
that credit is perceived by farmers to be less important in their agricultural production activities
relative to equity finance, technology and farm implements.
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