POLICY INITIATIVES FOR IMPROVED FINANCIAL SERVICE PROVISION IN THE RURAL AREA OF NIGERIA

1.0.      Introduction

Nigeria, with a population of 140million, account for a quarter of the total population in the African continent and it is richly endowed with  diverse natural resources, has a total land area of 924,000 square kilometers for agriculture, industry and mineral resources extraction including oil and gas, out of which 304,920 square kilometers as cultivable arable land. There are two distinct socio-economic sectors in the country, namely, the urban and the rural sectors. Each of these sectors shows great diversity in terms of natural resources endowment, aggregate investment and resultant physical quality of life of the inhabitants. The rural sector, with the abundance of human and natural resources, has remained the treasury of the country in terms of contribution to the Gross Domestic Product (GDP) by its major activity, agriculture contributing more than 40.00 percent to the nation’s economy between 2003 and 2006. Yet, it receives a share of less than 5 percent of the total aggregate banks’ credit to the private sector annually. Asides, the formal financial system provides services to 35 percent of the economically active population of the economy who are mainly urban dwellers while the remaining 65 percent, mainly rural dwellers, are excluded from access to financial services.

Efforts to increase financial services in the rural areas and reduce the gap between the urban and rural finances have often compelled the Nigeria Government and the Central Bank of Nigeria to intervene, especially with respect to stipulation of credit guidelines in favor of agriculture and agro allied activities which constitutes 70% of activities in the rural areas.  Programmes and schemes were also established to address the issue of provision of rural finance.  Amongst the policies employed to make credit available by formal financial institutions to the rural and micro entrepreneurs were the sectoral allocation of credit and concessionary interest rate. In 1969 when the first monetary circular was issued to banks by the Central Bank of Nigeria, banks were compelled to lend at least a minimum percentage of their loanable funds to agricultural sector. The stipulated minimum grew from 4 percent in 1972 to 18 percent in 1996. However, interest chargeable on agricultural lending were compulsorily set at between 3 and 5 percent points below the market rate charged for other economic activities. In addition, the rural banking policy of the CBN in 1977 required designated commercial banks to open up stipulated numbers of rural branches in different parts of the country annually. The policy was in three phases and it also stipulated that not less than 50% of the total deposit mobilized from the rural areas be advanced to rural borrowers.  By 1989, a total of 756 new branches had been opened with total deposit in all the rural areas amounting to N5.7billion. Despite these efforts, rural communities remain centers of deprivations with a life often devoid of opportunities particularly in terms of credit facilities. 

CREDIT TO RURAL AND AGRICULTURAL SECTOR IN NIGERIA

	S/N
	PARAMETER
	2003
	2004
	2005
	2006
	2007

	1
	Aggregate credit to the economy 

(N’ billion)
	1,203.20
	1,519.24
	1,991.15
	2,524.30
	4,813.49

	2
	Banks’ credit to Agriculture( N’’ billion)
	62.10

(5.16)
	67.74

(4.46)
	48.56

(2.44)
	49.39

(1.96)
	149.58

(3.11)

	3
	Credit Guaranteed by ACGSF

(N’ billion)
	1.16
	2.08
	3.05
	4.26
	4.43

	4
	Small & Medium Enterprises Equity Investment(SMEEIS) Amount Invested 

(N’ billion) 
	7.07
	8.53
	12.05
	17.04
	21.15

	5
	Agric contribution to GDP (%)
	41.0
	40.98
	41.19
	41.72
	42.2

	6
	National Population (‘million)
	125.62
	129.17
	133.77
	140
	N.A

	7
	Agric Population

( ‘million)
	27
	28,72
	28,88
	31.19
	N.A

	8
	Credit per agric population
	2,300
	2,358
	1,681
	1,583
	


`Note: Figures in Parenthesis are share of credit to Agriculture (%); Table1 

Thus, the need to examine policy initiatives that will improve financial 
service provision constitute the focus of this paper. To this end, the rest of the paper is divided into four sections. The next section examines the conceptual issues in rural financial service provision. Section three highlights rural financial policy measures in Nigeria, while section four examines challenges and ways to improve rural financial services. Section five summaries and concludes the paper. 

2.0    Conceptual Issues in Rural Financial Services Provision

2.1 Concept of Rural Finance

Rural finance services in a comprehensive term refer to the provision of credit, savings mobilization, insurance coverage and payment system for transfer of funds to and away from the rural sector.  In view of low income and high risks in the rural areas, effective provision of these services serves important goals of accelerated growth, poverty alleviation and reduced exposure to vulnerability.  The diversity within the rural sectors requires a variety of diversified formal and informal institutions for the provision of innovative rural financial services to the clients. Rural finance does not only mean agriculture credit or saving.  A clear understanding of rural finance in broader terms includes the following:

(i) Rural Credit: Although, agriculture credit is a major component of rural credit, the definition of rural credit includes the requirement of credit of all rural retailing/wholesale non-farm activities, agricultural primary production and agro-allied businesses.

            

(ii) Saving Mobilization:  This is an area that has not been given prominent attention by policy makers until recent time. Mobilization of rural savings is very important for accelerated  agricultural  and rural development as it enhances the provision of credit.   The poor farmers in the rural areas who are always subject to the vagaries of nature and fluctuating agricultural incomes need saving facilities to mitigate their risks in time of emergency.  Also, in time of dare need for more credit, it could be used as collateral for loans. Thus, most designed rural finance programmes and schemes   always incorporates the savings by the borrowers as foremost condition for accessing credit.

(iii) Insurance Services:  Provision of insurance facilities for various risk mitigating purposes is an integral part of finance sector. Therefore, the availability of insurance service is an integral part of the rural finance market.

(iv) Payment System:  Payment system is the most important aspect of financial market interaction.  It deals with the remittance, transfer and payment of funds. Operating within the payments system exposes financial institutions and participants to various forms of risk, including credit risk, liquidity risk, operational risk and systemic risk.  The geographical dispersion and long distances between economic agents of rural sector point to the importance of payment system to the subject of rural finance. Thus, it is very essential to modernize and standardize the operations of the system for efficiency in rural financing.

2.2
Rural  Finance Intermediation

The provision of financial services in the rural areas has often followed the gradual monetization and commercialization of the agricultural and rural economy. The delivery of financial services in the rural areas has initially been the domain of informal Rotating Savings and Credit Associations (ROSCA) e. g “esusu”, “adashi”, Self- Help Groups (SHGS), moneylenders, pawnbrokers, thrift collectors, local traders and suppliers of inputs and consumption goods, family members and friends.  The commercial financial systems have developed more rapidly in the areas where export crops are produced and finance is provided down the production, processing and marketing chain. 

Rural financial systems have taken a new dimension and have attracted much attention politically and socially.  Governments, semi-formal institutions e.g credit unions, saving and credit co-operatives, multipurpose co-operatives and non-governmental organizations(NGOs) as well as formal institutions such as development finance, poverty alleviation programmes and universal and microfinance banks  are getting interested in rural financial markets because its’ clients are engaged in economic activities such as agriculture, agro-allied processing, agricultural marketing, petty trading, craftsmanship, tailoring etc that employ 70 to 80 percent of the population in most sub Saharan African countries, and contribute between 40 to 60 percent of the GDP.  The economic activities are micro enterprises which require small credits for their operations and in most cases operated at high transaction cost asides from the high risk associated with their economic activities. In addition, they are also unable to provide tangible securities for credit facilities.  All these are major challenges associated with providing sustainable financial services in the rural areas.
2.3
Characteristics, Hindrances and Approaches to 
Development of  Financial  Services in Rural Areas 

Finance has long been recognized as a major constraint to rural enterprise. Most rural borrowers and enterprises rely on very limited resources of the owners themselves and the assistance of relations and friends for their financing while some economically active rural people patronize the money lenders who are the traditional credit institutions; most poor avoid them because of their callous approaches to recovery of loans. Other borrowers take out loans in groups (peer group pressure method) of five to ten individuals. In this case if a borrower defaults on his/her loan, the entire group is penalized and sometimes barred from taking further loans. This peer group encourages borrowers to repay loans in full and in time resulting in the higher than 95 percent repayment rates in rural finance industry. 

The development of rural financial markets in Africa is hindered by several natural factors amongst which include the following:

(i) Dispersed populations, poor transportation and communication facilities, which  make  unit delivery  costs very high for small financial institutions,

(ii) The high risk associated with the economic activity- rain-fed agriculture and the difficulties of diversifying away this risk  because of segmented markets caused by the above  difficulties,

(iii) The strong  seasonality associated with rural activity and resulting high probability  of  price  and income shocks, and 

(iv) The absence of traditional physical collateral normally required by banking system.     

In order to address the hindrances, modern rural finance delivery methods have some features that are both responsive to the client’s needs and financial sustainability. 
Internationally, there is a paradigm shift from direct credit provision in attempt to develop new approaches for financing rural economic activities. This paradigm shift has been on since the 1980s. Nagarajan and Mayer (2005), recommended a “financial system approach” which prescribed market principle approach to deliver financial services. It is believed the this strategy treats rural finance as a way of expanding and integrating markets and that as market based approach, it is likely to make financial services available to a larger majority of rural duelers on a more sustainable basis.

On the other the FAO-GTZ called for a comprehensive approach at all levels and segments of the financial market: macro-level, institutional level and demand side, taken into cognizance that infrastructure for effective financial intermediation has to be created and that efficient and viable financial institutions are set up.

The World Bank Group supports the approaches below:

(i) Bringing commercial system closer to the rural clientele by improving business environment and designing financial products that are attractive to both clients and providers. This will include prudential supervision frameworks, improved transfer payment networks, risk reducing strategies such as warehouse receipt collateral systems, credit bureau monitor repayments across sector and across all institutions.

(ii) Bring the clientele closer to the financial system through grassroots training in financial skill and business management, building community associations and institutions and organizing potential participants in the financial system into groups that can support improved access to markets and finance.

(iii) Link rural finance to non financial activities in the rural areas, in particular to product processing, input supply and marketing activities e.g sugar, cotton and fruits processing firms, fertilizer company etc.  

(iv) Collateral substitutions through motivation for payments by self selecting groups of borrowers.

2.4       Objectives and Targets of Rural Financial System

World wide, the rural finance has been recognized as an effective strategy for poverty reduction and achievement of Millennium Development Goals (MDGs) for developing countries.   Specifically the objectives of rural financial systems amongst others include:

(i) Promotion of measures to facilitate the access of all categories of rural producers(individuals farmers, individual rural industrialists, co-operatives, other economic group) to credit  on reasonable terms,

(ii) Encouraging the development of  saving and credit institutions and establishing savings culture among rural dwellers,

(iii) Encouraging  all relevant existing  banking and credit institutions to extend their operations and facilities to rural areas, and 

(iv) Promotion of the establishment and support for the operation of banking and credit institutions, which are particularly responsive to the needs of rural producers.  

3.0 Rural Finance Policy, Programmes and Institutional Measures in Nigeria

3.1 Rural Finance Policy

In Nigeria,   a number of measures were taken in the past to direct the flow of credit to the rural areas amongst which included the credit ceiling, direct control of interest and exchange rates, sectoral credit allocations and low interest rates charged to encourage investment and growth. Rural Banking Scheme (RBS) introduced by the Central Bank of Nigeria in 1977, commercial bill for financing schemes, regional commodity boards, export financing and rediscounting facility, rural financing scheme,   establishment of programmes such as Agricultural Development Programme (ADP), National Economic Reconstruction Fund (NERF), National Directorate of Employment(NDE), the Directorate of Food , Road  an Rural Infrastructure(DFRRI), Better Life for Rural Women, Family Economic Advancement Programme(FEAP),   Nigerian Agricultural Cooperative and Rural Development Bank Ltd (NACRDB), Nigerian Agricultural Insurance Corporation(NAIC) and Agricultural Credit Guarantee Scheme Fund(ACGSF), Community banks, People’s Bank.  Most Recently,   National Poverty Eradication Programme(NAPEP). Small and Medium Enterprises Equity Investments Scheme (SMEEIS), National Economic Empowerment and Development Strategy (NEEDs) and the National Microfinance Policy and Regulatory Framework (NMPRF). These policies have contributed to improving rural credit and livelihoods of farmers and other rural dwellers.

The Nigerian Rural Finance Policy recognizes the importance of access to financial services by the inhabitants in the rural areas especially the poor and the need to provide financial services on a sustainable basis. Before, rural finance (synonymous to agricultural finance) was the exclusive preserve of the non-profit organization, development finance institutions and the informal financial services providers. Currently the commercial and microfinance banks provide an increasing percentage of funds that go to rural enterprises as shown in the banks’ credit to private sector by activity between 2003 and 2007 (tables 2 & 3). 

Banks and the Nigerian Economy Sectoral Share in Total Real GDP and in Private Sector Credit

	Sectors
	2003
	2004
	2005
	2006
	2007

	Agriculture


	41.01

(5.16)
	40.98

(4.46)
	41.19

(2.44)
	41.72

(1.96)
	42.21

(3.11)

	Min& Quarry


	0.25

(7.98)
	0.26

(8.63)
	0.27

(8.66)
	0.28

(9.96)
	0.29

(10.19)

	Manufacturing


	3.57

(12.46)
	3.68

(21.86)
	3.79

(17.68)
	3.91

(10.13)
	4.04

(10.19)

	Communication


	1.06

(24.41)
	1.27

(25.72)
	1.53

(18.87)
	1.91

(19.82)
	2.38

(24.06)

	Oil & Gas


	26.53

(19.05)
	25.72

(18.27)
	24.26

(21.67)
	21.85

(23.23)
	19.35

(26.32)

	Others e.g Trade, Services, Tourism
	27.58

(18.94)
	28.09

(21.59)
	30.84

(30.68)
	34.25

(27.37)
	38.09

(26.19)


Note: Figures in Parenthesis are share of credit to the private sector (%)Source: CBN Table 2
 Banks’ Credit to Private Sector by Activity (N’ Billion)

	Sector
	2003
	2004
	2005
	2006
	2007

	Agriculture
	62.10
	67.74
	48.56
	49.39
	149.58

	Min.& Quarry
	95.98
	131.06
	172.53
	251.48
	490.71

	Manufacturing
	294.31
	332.11
	352.04
	445.79
	487.58

	Communication
	293.70
	382.76
	375.73
	500.24
	1,158.10

	Oil& Gas
	229.23
	277.53
	431.39
	586.48
	1,266.85

	Others
	227.89
	328.04
	610.89
	690.92
	1,260.85

	Total
	1,203.20
	1,519.24
	1,991.15
	2,524.30
	4,813.49


Source: CBN Table 3.

In addition, the Microfinance Policy and Regulatory Framework (MPRF) launched in December 2005 and the National Economic Empowerment and Development Strategy (NEEDs) were with the aim of providing small loans to small and medium private enterprises and empowering poor Nigerians that are mainly in the rural areas. Amongst the objectives of the Microfinance Policy, the main policy measure for rural finance services in Nigeria are: 

i       Make financial service accessible to a large segment of the potentially productive Nigeria population which otherwise would have little or no access to financial services,

ii       Promote synergy and mainstreaming of the informal  financial sub-sector into national financial system,

iii      Contribute to rural transformation, and

iv      Promote linkage programme between universal /development banks, specialized institutions and microfinance banks.

The micro finance policy is designed to create a framework for co-ordinate attack on the micro business and rural funding challenges in Nigeria.  The policy framework prescribes amongst others include:

i       A private sector driven approach: eliminate the weakness of government run agencies which often lose focus and end up as propaganda tools,

ii      Well managed capitalized microfinance banks (MFBs) and technically oriented towards lending,

iii     A reddress of the imbalance in the current financial services landscape in Nigeria that is skewed against Micro, Small and Medium Enterprises, 
iv     Organic growth path for unit MFBs- in order to encourage  reasonable spread in a Local Government before moving to another location and state. This is to ensure even spread of bank branches and activities in the Local Government areas to serve the un-served but economically active clients in the rural and peri-urban areas

vi      That states and local governments set aside 1% of their annual budget for MFBs of their choice to support financing activities in the rural areas.

The major targets of the policy is to increase the share of micro credit as a percentage of total credit to the economy from 0.9 percent in 2005 to at least 20 percent in 2020 and to increase the number of linkages amongst universal banks, development banks/specialized finance institutions and microfinance banks to 105 annually and creating access to finance for at least 5% of female population annually. 

3.2 Specialized Rural Finance Programmes & Schemes  in Nigeria

3.2.1  The Agricultural  Guarantee Scheme Fund(ACGSF) 

The ACGSF was established by Decree 20 in 1977 for the purpose of providing guarantee in respect of loans granted by any bank for agricultural purposes, with the aim of increasing the level of banks credit to the agricultural sector. It was designed to address the low recovery rate on agricultural lending which was discouraging the banks. Under the Scheme a refund of 75% of any amount in default (principal and interest) net of any amount realized from the collateral held, is made to the bank. The Scheme has a capital base of N3.0billion subscribed by the Federal Government of Nigeria and the Central bank of Nigeria in the ratio of 60:40.  Limit of lending under the Scheme for individual and corporate organization are N 1.0million and N10.0million respectively. Since inception of the Scheme, the total loan guaranteed was 542,586 valued N19.56billion.  

Lending under the Scheme has been improved by the introduction of innovations such as Self Help Group Linkage (SHGL) with banks, Trust Fund Model (TFM) and Interest Drawback Programme (IDP).  The SHG Linkage Banking seeks to link the groups of farmers (informal and formal) to banks for saving mobilization and credit delivery as well as serving as collateral for the groups’ loans while the IDP is a special facility to encourage timely payment of loans. It assists the farmers under the ACGSF to reduce the burden of interest on loans.  Farmers borrow from the lending bank at market determined rates and receive interest rebate of 40% if they repay their loans as when due.  TFM, on the other hand is used as additional collateral for rural farmers to access further loans under the ACGSF from State governments and private organizations.

3.2.2 Small  and Medium Enterprises Equity Investment Scheme (SMEEIS)

The SMEEIS is an initiative of the Nigeria Bankers’ Committee in 2001. Banks in Nigeria freely set aside 10(ten) percent of their profit after tax annually for investment in small and medium enterprises as equity and loans facilities. The objective of the Scheme is to stimulate economic growth, develop local resources/technologies and generate employment through facilitation of the flow of funds for the establishment of new SME projects, reactivation of moribund ventures, expansion and modernization of on-going projects. The Scheme covers all activities with the exception of trading/merchandise and financing services. The total set aside fund by all the banks as at February 2008 was N42.02billion while the total   investment was N21.15billion in 302 projects.  The  10% of set aside fund is meant  to finance micro enterprise activities.
3.2.3  Rural Finance Institution–Building Programme (RUFIN)

In an effort to facilitate farmers’ access to credit through sustainable microfinance institutions in Nigeria, the International Fund for Agricultural Development (IFAD), Federal Government of Nigeria and the Central Bank of Nigeria jointly designed   Rural Finance – Institution Building Programme(RUFIN) for a loan of US$27.17 from  IFAD.  RUFIN is a rural financial sub-sector development programme that fits well within the policy and institutional framework for the overall development of the financial sector in the Nigeria. Basically, RUFIN focuses on two areas namely:

I)        The expansion of rural financing institutions through development of cooperatives, the saving and credit groups to fully participate in the rural finance sector. Over the 7 year programme life, 272 cooperative savings and credit Unions will be developed to provide rural financial services to members. These institutions are free to transform into rural banks and microfinance institutions under the microfinance Policy Framework.

ii)       Stimulation of agriculture and rural economy for poverty alleviation and overall economic development through mobilization and capacity building of the rural communities to fully and actively participate in the process of development.

The benefits the rural poor would derive from RUFIN are the following:

I)        Provision of a guarantee fund through direct contributions of USD1.5million to the Microfinance Development Fund under the auspices of CBN

ii)       Improving the financial management of Nigerian Agricultural Cooperative and Rural Development Bank (NACRDB) though adoption of suitable soft ware, staff training and introduction of financial products suitable to its clients’ base.

iii)      Promoting rural savings which can be used as deposit guarantee for credit by cooperatives/savings and credit groups

iv)      Linking commercial banks and other rural finance institutions to facilitate expansion of financial services to agriculture and SMEs in the rural areas.

3.3 
Specialized Rural Finance Institutions  in Nigeria

3.3.1

Microfinance Banks (MFBs)
Microfinance banks were established in Nigeria in 2005 for the purpose of providing economically active poor and low income earners financial services, to help them engage in income generating activities or expand their businesses. Two categories of   MFBs are recognized namely; unit bank and state with capital base requirement of N20.0million and N1.0billion respectively. Major benefits that can be derived from MFBs include:

I           Saving money in the bank as an account holder,

Ii          Borrowing from MFB to start or expand your business

iii.  Transferring money from one part of the country to 
            another

iv. Enjoying micro leasing, micro insurance, advisory  services etc
Currently, there are 716 MFBs operating in Nigeria and more are yet to be licensed by the Central Bank of Nigeria.

3.3,2   Nigerian Agricultural Cooperative and Rural 
  Development Bank (NACRDB)

  

The NACRDB formally NACB was established in 1973. It was restructured, recapitalized and, merged with the Family Economic Advancement Programme (FEAP) and People’s Bank in 2003 in order to improve access to credit by farmers and rural dwellers.  The bank has network of 111 branches spread across all the thirty-six (36) states and the Federal Capital Territory, Abuja.  The major areas of the bank’s participation in agricultural and rural developments are:

i        Purveyance of affordable credit facilities to less privileged segments of Nigerian society who cannot readily access the services of conventional banks,

ii       Acceptance of savings deposit from customers and the payment of same with accrued interest, as when due,

iii      Provision of opportunities for self employment in the rural areas, thereby reducing rural urban migrations,

iv      Augmentation of government efforts in the diversification of the productive base of the national economy,

v       inculcation of banking habits at the grassroots of the Nigeria society,

vi      Promotion of capacity building through the provision of relevant training and advisory services to rural entrepreneurs,

vii     Fostering an accelerated growth and development of the agricultural  and rural economy, and

viii    Encouraging the formation of cooperative societies at all levels.

ix     It provides retail banking services to its client.

In order to fulfill the above  objectives, the  new NACRDB provides three types of credit facilities to its customers, these are micro, macro and on-lending, while the micro loans constitute 40% of its loanable funds,  the macro and on-lending which are for  small and medium  farmers constitute 60% . Since 2003 when it was restructured it has kept the interest rate for micro loans at 8% while the rate for other facilities has been increased to 18% which is comparable to the minimum market rate charged by commercial banks in the country. A summary of NACRDB loans performance between July 2001 and December 2006 showed that, it approved N34.65billion loans, disbursed N21.40 billion loans while repayment of the loans disbursed during this period was only N8.68billion representing 58.56 percent. Detail analysis of the loan disbursements showed that micro, macro and on-lending were N10.60billion, N6.71billion and N4.1billion respectively (see table4 &5).

3.3.3      Nigerian Agricultural Insurance Corporation (NAIC)

The Nigerian Agricultural Insurance Corporation was established in 1987 with the objective of providing insurance covers to farmer against natural disasters and other risks associated with agricultural activities. The existence of NAIC has encouraged banks to be more liberal in providing agricultural credit to farmers. 

4.0
Challenges and Ways to Improve Rural Financial 
Services in Nigeria.

4.1    Challenges
As stated in the paper, a lot of policy measures have been made in order to improve the flow of credit to the rural areas in recent time.   However, to achieve the desired objective there are a number of fundamental challenges in rural finance that must be addressed due to the fact that demand for rural credit outstrips the supply.  The challenges include:

i      
Inherent risk which hinder financial institutions from lending to rural communities- the seasonality of agribusiness and climatic change,

ii       Lack of collateral for small rural borrowers,  

iii      High cost of obtaining information on rural borrowers,

iv      High interest rate charged by financial institutions,

v       Inability to afford insurance coverage by poor rural 
people,

vi      Lack of good business plan to convince banks to lend,

vii     Inconsistency in the rural financial policy and sometimes lack of appropriate policy,

viii     Poor infrastructure such as water  for irrigation, electricity, good roads for evacuation as well as warehousing and storage facilities, inadequate and ineffective communication facilities,
ix      Repayment problem,

x       Improper client services and delivery strategies and

xi      Lack of  Re-financing facilities

4.2 Suggested Ways to improve Financial Services in the 
Rural  Areas
4.2.1   Effective Policy Mix
Usually, the expectations of macroeconomic policies in developing countries are to stabilize the economy, stimulate growth and reduce poverty. For these to be achieved, there is the need for the interplay of fiscal, monetary and financial policies in the economy. This will naturally influence the flow of credit into the rural areas.  Specifically, the monetary policy aims at maintaining price stability and non inflationary growth. Prior to the Structural Adjustment Programme(SAP), the focus of monetary policy in Nigeria was direct monetary control while in the current dispensation,  the monetary policy involves the formulation and enforcement of prudential regulations. Today market based monetary policy instruments are being used. Given the right institutional arrangements and market based monetary policy instruments, the objective of improved financial services provision in the rural areas would be achieved.

4,2.2   Favourable Microeconomic Environment

Conducive operating environment is a critical factor for rural financial service delivery.          

i) 
High Growth Rate. 

Greater domestic consumption and investment will expand the range of production activities for the grassroots and population thereby providing the small enterprises with the opportunity to enter the market and earn more income.

ii) Low Inflation Rate

Achieving a low inflation rate in and economy will definitely leads to stability and growth which will impact positively on the cost of fund, thereby reducing the cost borrowing for rural entrepreneurs.  

iii) Improved access to export markets for rural products would lead to timely loan repayment as well as encourage rural financial services provision.

iv) 
Infrastructure: Build diversified rural infrastructure in 
order to attract financial institutions to the rural areas 

v)
Reduced cost of fund, such as interest rate, cost of 
fund transfer and other charges would encourage 
increased borrowing by the rural entrepreneurs
4.2.3

Reform of Rural Finance Institutions

The conventional direct credit disbursement development finance institutions are no longer fashionable in the modern day. Rural Institutions that mobilize savings and deliver credit facilities are more efficient in financial services delivery than those that provide credit facilities only. Rural banks that offer agricultural credit only should also transform to broad base rural development banks in order to expand their  clients base and lending operations to non–farm activities in the rural areas.

4.2.4     Promote Condusive Policy and Effective Regulatory 
     and Supervisory Environment
Adequate supervision, regulatory and prudential guidelines are necessary for monitoring   the activities of rural financial institutions in order to ensure that regulations are enforced and market discipline is maintained. 

4.2.5    Development Appropriate and Effective Payment 
    System

Operating within the payment system exposes banks and participants to various forms of risks, including credit risk, liquidity, operational and systemic risk. In order to minimize the above risks, it would be necessary to develop appropriate channel for safe, fast and effective financial services delivery to the rural areas. Good examples of such would include the deployment of the, postal system (the Central Bank of Nigeria in strategic alliance with NIPOST, MFBs and Deposit Money Banks) and rural telephony to enhance payment services. Nigeria has about the fastest growing telephone system in the world with about 40million mobile and fixed lines. Also electronic fund transfers using private initiatives as Western Union Transfers. Nigeria is its biggest market (40% of its total market and in 2007 alone transferred $167million), Moneygram Transfers by United Bank for Africa. This system of transfer could further be enhanced using mobile phones  
The advantages of these channels of transfers are;  lead to real-on time transfers, reduces transaction cost, reduces lost time on part of clients who travel long distances to make payments or cash cheques. Transmission of financial data among stakeholders becomes a lot easier and cheaper. Above all leads to integration of the rural financial sector to the main financial system, thus building an inclusive financial system. 
4.2.6. Creation of Wholesale Development Banks/ Microfinance Banks and other Credit Retail Institutions.
This approach enables the Development Banks to be better focused and allowing the MFBs and other retail institutions such as cooperative societies, self help groups as channels for retailing financial services because they understand the rural micro-entrepreneurs and possess the skills for service delivery to rural clients. 

4.2.7 Development of Special Financial Product – 
    Agricultural Microfinance
Although, a relatively new concept, it would provide out let for microfinance banks that are based in the rural areas where the predominant activities are agriculture related enterprises. It enables microfinance banks with good experiences in microfinance to apply their skills in designing products that fits and adapt to the farmers needs.
5.0       Summary and Conclusion
The paper highlighted the issues involved in finance provision in the rural areas, the characteristics, hindrances and innovative approaches for rural financing. It examined the policy, programmes and institutional measures put in place both in the past and present in Nigeria to address the provision of rural credit and development.  The paper finally concluded by identifying the challenges and the ways to improve credit and other financial services with the aim of reducing poverty and contributing to the welfare of the rural people. No doubt, the development of appropriate market based innovative products and strategies  are likely to enhance the level and quality of financial services rendered the rural sector of the African continent. This would require the government to address the issue of environment, especially, the provision of adequate infrastructure, develop appropriate policies and programmes that work for the majority and allow privately managed institutions to evolve.  

REFERENCES

Central Bank of Nigeria Publication 2005: Micro Finance Policy, Regulatory and Supervision Framework for Nigeria 

Federal Ministry of Agriculture and Rural Development Publication 2001: National Policy on Integrated Rural Development.  

Lilian Diaz Villeda and Jennifer E. Hansel: The Missing link in the Value Chain: Financing for Rural Farmers and Entrepreneurs

Nnanna  O. J. : Macroeconomic / Structural Policies and Financial Sector stability: The Challenges CBN Bullion, Vol28. No. 1

Ramon C. Yedra: Review of Rural Finance Innovation in Asia-Pacific Region with Focus on APRACA member Institutions and Projects: Approaches, Best Practices and Lessons, 2nd World Congress 2007

Soludo Chukuma C.: Banks and the National Economy: Progress, Challenges and the Road Ahead

Thiraphong Tangthirasunan. Empowering Rural Economy: Experiences on Rural Finance From Thailand, Paper presented at  2nd World Congress on Agricultural and Rural Finance, Bangkok, 2007

Tegegnework Gettu: Building Viable Microfinance Institutions: lesson from other 
Developing countries

World Bank Publication 1998:  A Framework for World Bank Group Support for Development of Micro, Small Enterprises, and Rural Finance in Sub- Sahara Africa.

SUMMARY OF LOANS ACTIVITIES OF NIGERIAN COOPERATIVE AND RURAL DEVELOPMENT BANK JULY 2001- DECEMBER 2006.

	ZONE
	APPROVALS

    N
	DISBURSEMENT

        N
	AMOUNT DUE

N
	ACTUAL REPAYMENT

     N
	% REPAYMENT

	North Central
	6,400,949,731
	4,541,602,087
	3,101,585,896
	1,736,610,322
	55.99

	North East
	6,482,171,869
	4,777,539,693
	4,088,547,794
	2,868,942,143
	70.17

	South East
	4,434,404,129
	2,802,784,394
	1,481.158,213
	827,631,447
	55.87

	South West
	4,558,254,814
	2,593,728,827
	1,726,824,792
	1,321,109,362
	76.50

	North  West
	8,214,076,499
	4,758,446,350
	3,393,838,321
	1,541,237,173
	45.41

	South –South
	4,567,068,360
	1,789,022,359
	1,043,357,854
	391,392,326
	37.51

	Total
	43,656,925,402
	21,398,123,709
	14,835,312,870
	8,686,922,773
	58.56


Table 4
Source: NACRDB

LOAN DISBURSEMENT BY NACRDB : JULY 2001-DECEMBER 2006

	ZONE
	DIRECT MICRO

  N
	ON-LENDING

        N
	MACRO

       N
	TOTAL

      N

	North Central
	1,880,858,400
	604,219,642
	2,056,524,045
	4,541,602,087

	North East
	1,944,477,110
	1,534,179,858
	1,298,882,725
	4,777,539,693

	South East
	1,387,751,640
	150,000,000
	1,400,032,754
	2,802,784,394

	South West
	1,797,757,361
	591,085,537
	204,885,929
	2,593,728,827

	North  West
	2,820,508,777
	456,158,607
	1,481,778,966
	4,758,446,350

	South –South
	774,153,800
	748,946,005
	265,922,554
	1,789,022,359

	Total
	10,605,507,088
	4,084,589,648
	6,708,026,973
	21,398,123,709


Table 5
Source: NACRDB
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