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ABSTRACT 
 
The study analysed the efficiency of microfinance banks’ lending to agriculture in Imo state, Nigeria. 
It analysed the cost of loan recovery in relation to the total loan recovered. Purposive sampling 
technique was used in the study. A list of microfinance banks was collected from the Owerri office 
of central bank of Nigeria which had 43 microfinance banks in the state. This formed the sampling 
frame from which 26 microfinance banks were purposively selected. The purposive selection was 
based on the microfinance banks that had the highest number of agricultural loan beneficiaries. 
Data were analysed using descriptive statistics and efficiency of loan recovery model. The result 
revealed that the efficiency index of the microfinance banks ranged from 0 to 0.5 and a loan and a 
mean of 0.06. The result further showed that 96.1% of the banks were within the index of 0 and 0.2. 
This implies that for every one thousand naira recovered from beneficiaries of microfinance banks, 
they spent sixty naira from their interest in recovering the loan. The results further revealed that 
61.54% of the banks use additional guarantors to recover their loans while unconventional methods 
of recovery such as the use of the police accounted for 38.46% of the recovery technique. It was 
therefore recommended and concluded that since these microfinance banks are efficient in their 
loan recovery, they should make micro loans available to potential borrowers who want to invest in 
agriculture.  
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1. INTRODUCTION   
 

Agriculture is the bedrock of Nigeria’s economy 
despite being fraught with a multiplicity of 
uncertainty, subsistence level of production, 
scattered farm lands, the use of rudimentary 
technology, urbanization and lack of funds [1,2]. 
It remains Nigeria’s major source of employment 
as it engages about 70% of the labour force. 
Because of how important and promising the 
Agricultural sector is, a lot of entrants are into 
farming thus increasing the demand for loans [3-
5]. 
 

Generally, farmers need capital for expansion or 
intensification, procuring improved varieties of 
crops and breeds of animals.  Because of these 
too, many financial institutions receive several 
agricultural loan applications. One of such 
institutions is the Micro-finance bank. Recently, 
microfinance has received a lot of attention, both 
from policy makers and researchers [6,7]. In 
particular, it has been mentioned as an important 
instrument to combat poverty. To support this 
view, the United Nations declared 2005 to be the 
international year of micro-credit [8-10].  These 
developments have led to high expectations 
among policy makers and aid organizations about 
the potential poverty reducing effects of micro-
finance. Giving the rural people access to credit 
will bring about the much needed development 
thus reducing rural urban migration [11]. 
 

Agricultural credit is provided by microfinance 
banks as well other financial markets in order to 
help farmers meet their credit needs or at least 
solve part of them [12,13]. The provision of credit 
has increasingly been regarded as an important 
tool for raising the incomes of rural populations 
whose occupation is mainly agriculture, by 
mobilizing resources for increased productive 
uses (Briquette, 1999). 
 

On the other hand, micro finance banks need to 
recover their loans in order to remain in business 
and for these funds to be available for other 
potential borrowers in the future. But how 
efficient are these loans in terms of recovery. 
This study looks at how efficient microfinance 
banks loans are in terms of recovery and the 
strategies the micro-finance banks use in 
averting loan default. 
 

1.1 Concept of Efficiency  
 

Efficiency is an input –output relationship. It is 
crucial in competitive markets. While efficiency of 

conventional financial institutions like commercial 
banks has often been studied, analyses of the 
efficiency of microfinance banks are less 
frequent due to the late emergence of this sector 
[14,15]. In this study, the efficiency of loan 
recovery is defined as the cost of loan recovery 
divided by the total loan recovered or the cost of 
loan recovery divided by the loan amount and 
compared with the prevailing interest rate. 
 
If efficiency index is greater than the prevailing 
interest rate (The bank is inefficient) 
 
If efficiency index is less than the prevailing 
interest rate (The bank is efficient) 
 
If efficiency index is equal to the prevailing 
interest rate (Breakeven point) 
 

1.2 Concept of Microfinance   
 
Microfinance is defined as the provision of 
financial services to low-income clients, including 
consumers and the self-employed, who 
traditionally lack access to banking and related 
services (Gonzalez-Vega, 2008). Microfinance is 
described as “banking for the poor” Microfinance 
programmes provide loans, savings and other 
financial services to low-income people for use in 
small business [16]. According to Ledger wood, 
(1999), microfinance is a provision of a broad 
range of financial services such as savings, 
credit, insurance and payment services to the 
poor or low-income group who are excluded  
from the normal banking sectors. It is a 
development approach that provides financial as 
well as social intermediation. The financial 
intermediation includes the provision of savings, 
credit and insurance services, while social 
intermediation involves organizing citizens’ 
groups to voice their aspirations and raise 
concerns for consideration by policy makers and 
develop their self-confidence [17].  
 

1.3 Objective of Study 
 

The objective of study is to determine the 
efficiency of Microfinance banks’ lending to 
Agriculture in Imo state, Nigeria. 
 

2. MATERIALS AND METHODS 
 

The study area is Imo State, South-east Nigeria. 
It lies on Latitudes 4°45

1
N and 7°15

1
N and 

Longitudes 6°501E and 7°351E. A list of 
microfinance banks was collected from the 
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Owerri office of Central bank of Nigeria. From 
this list, 26 MFBs were selected. The purposive 
selection was based on the microfinance banks 
that had the highest number of agricultural loan 
beneficiaries. The lists of agricultural loans 
beneficiaries were obtained from the micro-
finance banks compiled by the credit officers. 
 
Data collected were analyzed using descriptive 
statistics and efficiency model. The index of 
efficiency is defined as the cost of loan recovery 
divided by the total loan recovered or the cost of 
loan recovery divided by the loan amount and 
compared with the prevailing interest rate. 
Mathematically expressed thus: 
 

 
 
Where, 
 

e = index of efficiency of loan recovery 
CLR = Cost of loan recovery  
TLR = Total loan recovered 

 
Decision rule: 
 

If efficiency index is greater than the 
prevailing interest rate (The bank is 
inefficient) 
 
If efficiency index is less than the prevailing 
interest rate (The bank is efficient) 
 
If efficiency index is equal to the prevailing 
interest rate (Breakeven point) 

  
3. RESULTS AND DISCUSSION   
 
3.1 Age 
 
The distribution of the microfinance banks 
according to their age is presented in Table 1. 
 

Table 1. Distribution of microfinance banks 
by age 

 
Age Frequency Percentage 
1- 2 3 11.50 
3 – 4 6 23.10 
5 – 6 17 65.40 
Total 26 100 

Mean 5. 23; Source: Field data, 2013 

 
Table 1 showed that about 65.4% of the 
respondents were between 5 and 6 years old. 

Then 23.10% of the others were between three 
and four years old. The mean age of the banks 
was 5.23 years suggesting that most of them 
were relatively young. This could be attributed to 
the recent upgrade of some community banks in 
2008 to Microfinance banks. 
 

Table 2. Profile of microfinance banks by 
CIBN 

 

Microfinance banks CIBN 

Owerri 09 

Orlu 16 

Okigwe 2 

Total registered 27 

Total unregistered 20 

Grand total 47 
Source: Bank directory, 2013 

 

Table 2 showed that 27 out of 47 microfinance 
banks have registered their departmental heads 
for CIBN programme. The CIBN is an important 
umbrella professional body for bankers in Nigeria 
which is authorized to control entry into the 
banking profession, to set standards for bankers 
and maintain professional ethics through 
sanctions of erring members. This implies that 
more than half of the banks in Imo State have 
either acquired or are yet to acquire the proven 
skills for better operation and efficiency. 
 

3.2 Geographic location of Microfinance 
Banks 

 

Distribution of the microfinance banks according 
to geographic location is presented in Table 3. 
 
Table 3. Distribution of microfinance bank by 

geographic location 
 

Zone Frequency Percentage 
Owerri 20 42.55 
Orlu 23 48.94 
Okigwe 4 8.51 
Total 47 100 

Source: Field data, 2013 
 

Table 3 showed that 48. 94% of the microfinance 
banks were location in Orlu Agricultural zone of 
Imo State while 42.55% of the banks were 
located in Owerri agricultural zone. Okigwe zone 
recorded the lowest geographic spread of 
microfinance banks in the study area. This 
implies that those who would want to source 
funds from microfinance banks in the area would 
source funds from other zones. More so, the ratio 
of clients to credit officer would also be high. This 
may make the banks device stricter loan terms 

CLR
e
TLR


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and conditions thus excluding the poorest of the 
poor. 
 

The high percentage of microfinance banks Orlu 
be an indication of the level of commercial 
activities in the area. 
 

3.3 Efficiency of Microfinance Banks 
Loans to Agriculture. 

 

The distribution of microfinance banks according 
to the amount of loan recovered from its 
borrowers is presented in Table 4.  
 

The result showed that the amount recovered 
ranged from 1000 naira to 250,000 naira with a 
mean amount of 68,969.23 naira. 
 

Table 4 presented the distribution of the micro-
finance banks based on loan recovery in the 
area. The Table showed that 38.46% of the 
respondents recovered between 51,000 naira 
and 100,000 naira while 34.62% of the 
respondents recovered less than 50,000 naira. 
This implies that the method of recovery is 
efficient and if these funds are not recovered the 
microfinance banks would stay out of business. 
Thus, an aggregate of non-repayments of debts 
will affect the profit of the bank, money for 
investment and eventual distress of the bank [18].  
 

Table 4. Distribution of microfinance banks 
according to the total amount of loan 

recovered 
 

Total amount of loan 
recovered (N000) 

Frequency Percentage

< 50 9 34.62 
51-100 10 38.46 
101-150 4 15.38 
151-200 2 7.69 
≥250 1 3.85 
Total 26 100 

Source: Field data, 2013 

3.4 Cost of Loan Recovery 
 
The distribution of respondents according to the 
cost of loan recovered is presented in Table 5.3 
 
The cost of loan recovery ranged from 0 to 
15,000 naira. The mean cost of recovery was 
found to be 3571.73 naira. About 57.59% of the 
respondents spent less than three thousand 
naira in their loan recovery effort while 19.23% of 
the banks spent between four thousand naira 
and six thousand naira in their loan recovery 
effort. This implies that the respondents spent a 
small fraction of their profit in recovering the loan. 
This result should be encouraging to 
Microfinance banks when considering granting 
facilities to potential customers who want to 
venture into Agriculture.   
 
The distribution of the respondents according to 
their efficiency index is presented in Table 6. 
 
The Table shows that the efficiency index of the 
microfinance banks ranged from 0 to 0.5, and 
has a mean of 0.06. About 65.4% of the 
respondents had an efficiency index of between 
0.01 and 0.1 while 19.20% of the respondents 
had between 0.11 and o.2 efficiency index. This 
also showed that 96.10% of the respondents fell 
within the index of 0 and 0.2. This index of 
efficiency involved the cost of recovering the loan 
to the total amount of loan recovered from the 
beneficiaries of microfinance banks. This implies 
that for every one thousand naira recovered from 
the beneficiaries of microfinance banks, the 
banks spent sixty naira from their interest in 
recovering the loan. This result showed that the 
banks still had enough profit remaining despite 
recovering their loans. This should be 
encouraging to microfinance banks since they 
spent a small fraction of their profit in recovering 
the loans.  

 
Table 5.  Distribution of the cost of loan recovery of microfinance banks 

 
Cost of loan recovery (N,000) Frequency Percentage 
<3  15 57.69 
4-6 5 19.23 
7-9 2 7.69 
10-12 1 3.85 
≥15 3 11.54 
Total 26 100 
Mean                               3571.73   
Minimum                         0   
Max                                 15,000   
Standard Deviation          3815.96   

Source: Field data, 2013 
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Table 6. Distribution of respondents according to their efficiency index 
 

Efficiency index Frequency Percentage 
≥0 3 11.50 
0.01-0.1 17 65.40 
0.11-0.2 5 19.20 
0.21-0.3 0 0.00 
0.31-0.4 0 0.00 
0.41-0.5 1 3.90 
Total 26 100 
Mean                         0.06   
Minimum                    0   
Maximum                   0.5     
Standard deviation     0.101   

Source: Field data, 2013 

 
More so, credit has to be readily available for 
investment and to potential borrowers but when 
credit is tied up as debt, they feel reluctant to 
disburse the loans. 
 

Table 7 is the distribution of the respondents 
according to the interest rate charged by the 
banks.  

 

The interest rate ranged from 30% to 48%. The 
mean interest rate obtained from the study was 
31.78%. The study revealed that 76.47% of the 
banks charged interest about 30% while 20.59% 
of the microfinance banks charged between 31% 
and 41%. This rate was so high when compared 
to that charged by the commercial banks 
between 2012 and 2013. This may lead to loan 
default. 

3.5 Strategies Employed by Microfinance 
banks to Guard against Loan Default 

 
The distribution of the respondents according to 
the strategies employed to avert loan default is 
presented in Table 8. 

 
The result in Table 8 indicated that 61.54% of the 
banks ensured additional guarantors as a 
prerequisite for disbursing loans to farmers. 
About 46.15% of the other banks ensured proper 
loan appraisal before granting the loan. It also 
showed that 38.46% used the police to go after 
those who may have delayed to force them to 
pay. More so, 26.92% of the banks used 
collateral as a strategy to avert default. This is 
consistent with the findings of (Okerenta, 2009). 

 

Table 7.  Distribution of the interest rate charged by the microfinance banks 
 

Interest % Frequency  Percentage 
≤ 30 104 76.47 
31-40 28 20.59 
> 41 4 2.94 
Total  136 100 
Mean                           31.78   
Minimum                     30   
Maximum                    48   
Standard deviation      3.93       

Source: field data, 2013 
 

Table 8. Distribution of microfinance banks by the strategies they employed to avert loan 
default 

 

Strategies  Frequency* Percentage 
Additional guarantors  16 61.54 
Collateral  7 26.92 
Constant Monitoring/visits  9 34.62 
Proper loan appraisal  12 46.15 
Use of police  10 38.46 

* Multiple responses were recorded; Field data, 2013 
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4. CONCLUSION 
 
From the findings of this study, the following 
major conclusions are drawn thus; that the 
microfinance banks are efficient in their lending 
to agriculture in the study area and they spend 
only a small percentage of their interest to 
recover their loans. 

 
5. RECOMMENDATIONS  
 
Since microfinance banks are efficient in their 
lending to agriculture in terms of loan recovery, 
there is need for these microfinance banks to 
review their policies on agricultural lending and 
therefore increase is access to farmer 
beneficiaries. 

 
The geographic spread of microfinance banks in 
Imo State was tilted towards the Orlu Agricultural 
Zone. Okigwe Agricultural zone had the               
lowest spread and this is detrimental to the 
economic growth of the area. It therefore 
becomes imperative for employment planners, 
microfinance promotion agencies, donor 
agencies and organizations to increase the 
number of microfinance banks in that area in 
order to extend credit facilitates to small               
scale farmers, improve infrastructure and 
increase deposit mobilization. These three              
items have positive bearing on investment. 
Finally, since agriculture is a promising            
venture coupled with the fact that these                
banks have reliable recovery mechanisms, 
microfinance banks should grant more loans to 
farmers. 
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