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Abstract | Ensuring farmers’ access to agricultural credit market has been prioritized in agriculture finance
policies of Pakistan. The main objectives of this study are to explore farmers’ access to different formal and
informal credit sources, and to investigate their credit adequacy and the role of important socio-economic
factors in access to credit. The data were collected from 87 farming households in Mardan Tehsil of Mardan
District. Questionnaire was the main tool used to collect the data from farmers. The credit access ratio for-
mula was employed that measured farmers’ access, in relative terms, to their landholdings. Likewise, credit
adequacy formula was used to investigate farmers’ credit adequacy. A probit model was employed to find the
important factors affecting access to credit. Results of access to credit ratio showed that small farmers had
lower credit access to formal sources compared to medium and large farmers, whereas they had more access
to informal sources. Similarly, small farmers have more credit inadequacy compared to medium and large
farmers, and most of their credit gap was filled by informal sources. Probit model results showed that experi-
ence, education, landholding size and total income had positive relationship with access to credit whereas, age
and farmers’ group had negative association with access to credit. Our findings suggest that there is a need to
revamp the policy to address the interests of small landholders, particularly those who possess land less than
5 acres because they had limited access to formal sources of credit.
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Introduction 70% was allocated to subsistence farmers having land-

holding up to 12.5 acres, 20% of loan was allocated

nsuring farmers’ access to agricultural credit mar-

ket has been prioritized in the agriculture finance
policies of the State Bank of Pakistan. It remained
the policy focus of all the succeeding governments to
meet the credit requirements of the small farmers in
Pakistan. Giving top priority to the interest of small
farmers, the SBP had launched a loan scheme in 2003
for farmers. In that scheme, the large portion of loan
was sanctioned to the small farmers. Of the total loan,

to economic landholding (12.6-50 aces) and 10% of
it was allocated to above economic landholding who
have landholding above 50 acres, particularly in Khy-
ber Pakhtunkhwa and Punjab provinces (State Bank
of Pakistan, 2003). In short, government has been
making consistent efforts to improve the livelihood of
farmers through provision of agricultural credit.

Small farmers are the predominant stakeholders in
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Pakistan’s agriculture sector. They are the ones with
landholdings up to 5 acres and constitute 74% of the
total number of farmers’ community in the country.
'The landholding possessed by them is only 34% of
the total cultivable area (Khan and Azhar, 1991). The
landholding is considered as the main determinant of
access to credit sources. Small farmers have limited
access to agricultural credit. Besides their limited ac-
cess to credit, they are also confronted with shortage
of water, high transportation costs and low crop yields
that have been serious issues during the last decades
(Akram et al., 2008). Small farmers with landholding
of 0.5 ha received 92% of their credit from informal
sources and only 8% of it was from institutional cred-
it. The farmers with landholding from 0.5-2 ha have
received 81% of their credit from informal and 19%
from formal sources (Sebopetji and Belete, 2009).
Hence, approaching informal sources, they are also
charged with high-interest rates. In many cases, they
have to sell their produce at a very low price for paying
the loan back that were taken from the traders. They
faced difficulty in obtaining the required amount of
credit from formal sources due to lack of collaterals
(Khandker and Farugee, 2003). Small farmers can
only apply for credit that is needed in production such
as seeds, fertilizers and pesticides, however, cannot ap-
ply for developmental loans such as for tractors, tube-
well and farm machinery due to insufficient collaterals
(Hussain, 2012). The farmers in Pakistan remain in
dire need of financial support for the purchase of farm
inputs, satisfying social needs and making the endur-
ing upgrading of lands. In this situation, the savings
and income of the farmers have always remained very
low, and that is the reason that the farmers rely on
loaned amount to meet their production requirements
and daily needs. Agricultural credit not only can help
in managerial efficiency but also affects the efficient
resource allocation and further profitability of farm-

ing (Bashir and Mehmood, 2010).

Agricultural credit plays a significant role in enhanc-
ing agricultural productivity, farm income and im-
proved livelihood system of the farmers in Pakistan.
Effective availability of formal credit, on one hand, in-
creases the use of modern and new technology while
on the other hand, reduces the influence of private
money lenders to make the small farmers efficient in
the credit market (Hussain and Thapa, 2012). Hence,
agricultural credit was not only important for farming
but also for furnishing every sector of the economy in

Pakistan (Khan et al., 2011). Undoubtedly, a plethora

of research has studied and highlighted the role ag-
riculture credit in crop production (Ayaz et al., 2011;
Ayaz and Hussain, 2011; Javed et al., 2006; Jehan
and Mohsin-Ud-Din, 2008; Romney et al., 2003),
increase in income (Akram et al., 2008; Fayaz et al.,
2006), livestock production (Abedullah et al., 2009;
Burki and Khan, 2008). In addition agricultural credit
has also played risk mitigating role in agriculture sec-
tor of Pakistan (Saqib et al., 2016; Ullah et al., 2016).
However, there is limited literature available that has
explored farmers’access to credit with respect to land-
holding size and their credit adequacy.

'The main objectives of this study are to explore farm-
ers’ access to different formal and informal credit
sources, and to investigate their credit adequacy and
the role of important socio-economic factors in ac-
cess to credit in a risk prone tehsil of Mardan District,

Khyber Pakhtunkhwa.
Material and Methods

Study Area and Sampling

Mardan District came into existence in 1937, after it
was departed from Peshawar District. The total area
of Mardan district is 1632 square kilo meters. The
district is comprised of three tehsils: Mardan Tehsil,
Katlang Tehsil, and Takhtbahi Tehsil. Mardan Tehsil
is the most populous tehsil among all three tehsils.
There are 3,535 households that are highly vulnerable
(Provincial Disaster Management Authority, 2013).
Out of these household 680 were farm households
living outside the city that was our target population.
Mardan Tehsil in Mardan District was purposely se-
lected as study area, firstly, due to its vulnerability to
floods and heavy rains. For instance, it was one of the
districts, affected by the massive floods in 2010. Sec-
ondly, after the floods, the farmers were in dire need
of agricultural credit for preparing fields, buying seeds,
and fertilizers as they had lost their assets in floods.
Thirdly, Mardan District is also considered as one
of the vulnerable district (Provincial Disaster Man-
agement Authority, 2013). The farming households
were estimated from the population and household
data provided by Provincial Disaster Management
Authority (PDMA), which shows that 70% of the
households in the rural areas were farm households
(Sagib et al., 2016). A sample of 87 farming house-
holds’ head were interviewed by using the formula of
Yamane (1967), with 10% precision value. Sampled
respondents were divided into two categories such as
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small farmers having landholding size up to 5 acres
and medium and large farmers who possessed land-
holding size above 5 acres.

Credit Access Ratio

Access to credit is calculated by the equation that is
used by (Amjad and Hasnu, 2007; Hussain and Thapa,
2012; Saqib et al., 2016; Ullah et al., 2015). The meth-
od has comparative advantage over other methods
that are used for measuring access to credit because it
counts the relative access of the farming households,
and it shows access to credit per unit of land for each
household. Access to formal and informal credit was
separately calculated for each household.

Proporton of credat recaeved by groop to total aredst i

AG. =
I Proportion of lamdkalding by zroup o total landbalding

Where;

AC-= access to credit

i= farming households

j= either formal or informal sources

'The results of this analysis will be: if;

AC=1 the farmer’s group access to credit is equal to
average access to credit.

AC > 1 the famer’s group access to credit is greater
than average access to credit.

AC< 1 the farmer’s group access to credit is less than
average access to credit.

Credit Adequacy Ratio

Besides access to credit sources, adequacy of credit is
very important for agriculture productivity (Samal,
2002). Farmer’s adequacy of credit was calculated by
the method know as credit adequacy ratio suggested
by Hussain and Thapa (2012), Saqib (2015) and Hus-
sain and Thapa (2015). Initially, the credit gap was
calculated, after that it was expanded to find out the
credit adequacy ratio.

l}.;.
CAR == X 100 ... (1]

Where;
CAR = groups credit adequacy ratio
X' =annual average amount of the credit received
by group Z
And,
T
H ===
4

N = the number of farmers in A group
Y = average annual amount demanded by Z group

Where;
PRE 4

It

¥ =

Regression Model

'The dependent variable in this study is a binary var-
iable 1= access to credit and 0= no access. Therefore,
Probit model was employed to investigate the impor-
tant factors that affect farmers’ access to agricultural
credit.

h=at+xfi+§
Where:

Y. is the binary dependent variable, in our case Y,
represents access to credit and no access to credit. As
mentioned in above lines, X is a vector of independ-
ent variables. The independent variables; age and ex-
perience are measured by years, education by years of
schooling for each household head, and total land-
holding size by acres. Distance is a dummy used in
our study as: 1= within 500 meter from the bank of
the river and 0= otherwise, total income of the house-
hold is given in PKR, family size is the number of
persons in a family, farm labour is the number of labor
working in the field, proportion of labour is a ratio of
working labour to total family labour and D is dum-
my for the farmers’ categories; 1= small subsistence
farmer and 0= otherwise. Likewise, f3, is the vector of
unknown parameter and is £ the error term.

Results and Discussion

Access to Credit

'The results of access to credit ratio are given in Table
1. According to the analysis of the total formal credit,
only 9.5% is received by small farmers while a majori-
ty (90.5%) was received by medium and large farmers.
Regarding landholding size, of the total borrowers’
farmers, the share of small farmers is 11.0% while me-
dium and large farmers have 89.0% of the landholding
in this group. In case of their share in informal credit
and in the landholding size, the credit access ratio was
calculated as 0.86 which is less than average access to
credit. For middle and large farmers, the credit access
ratio is 1.02 which is just equal to average access to
credit. In informal credit sources, the share of group’s
informal credit to total informal credit is 55.3% for
the small farmers and 44.7% for the medium and
large farmers. Regarding their landholding, the share
of small farmers is 31% while medium and large

tarmers have 69% of the landholding in this group.
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Table 1: Farmers’ access to agricultural credit

Credit Share Landholding Share Credit Access Ratio
Farmers’ Formal credit Informal credit  Formal borrower to Informal borrower to  Formal Informal
Groups to total formal  to total informal totalland of all formal totalland of all infor-  Credit Credit

credit (%) credit (%) borrowers (%) mal borrowers (%)
sl g o 55.30 11.00 31.00 0.86 1.78
(n=57)
Medium and
Large Farmers  90.50 44.70 89.00 69.00 1.02 0.64
(n=30)
T-test 3.96 6.33
P-Value 0.000**  0.000***

Source: Field Survey, 2015; Significance Level: *"=P < .01
Table 2: Credit adequacy

Farmers’ Credit Demand Credit Received Adequacy Gapfilled Inadequacy
Groups (PKR /house- (PKR/household/year) by Informal of Credit (%)

hold / year) Formal Informal Total Adequacy  Adequacy of Credit (%)

Sources Sources of Formal Total Credit
Credit (%) (%)

Y X, X X, A, A, A A, 100- A,
S(:f?;“mm 70,017.5 70175 36,59%.5 43,6140  10.00 62.29 52.29 37.71
Medium and
Large Farmers  168,666.6 91,333.3 52,400.0 143,733.7 54.20 85.00 30.80 15.00
(n=30)
T-test 11.5
P-Value 0.000™**

Source: Field Survey, 2015; Significance Level: **<P < .01

'The results of these two percentage ratios gave us ac-
cess credit ratio that is 1.78 for small farmers that is
above the average access to credit. This ratio is 0.64 for
medium and large farmers that is below the average
credit access.

The results of this study show that small farmers had
limited access to formal credit which are consistent
with findings of Hussain and Thapa (2012). Most of
the small farmers were getting credit from informal
sources as there was no need of collaterals. Only per-
sonal guarantee is sufficient in spite of the high cost
of this credit. On average, the amount of the cred-
it received is very low from informal sources that
is one tenth of the total credit which indicates that
small farmers had limited access to credit. Hence, the
landholding is most readily available collaterals to get
loans from formal sources.

About landholding size and farmers’access to agricul-
tural credit, it is argued that the landholding size was

avery significant factor in accessing loans from formal
sources. Moreover, it is also seen as a symbol of higher
social status in the society which help in getting loans
from informal sources. The lack of collateral also cov-
ered a large number of cases of ‘unacceptable’informal
sources. The land was the most important readily ac-
ceptable form of collateral. This deprived a large num-
ber of tenants and landless people to participate in the
formal credit markets. Small farmers (57 out of total
sample size) were holding less than or equal to 5 acres
of the land and only six of them reported taking loans
from the formal sources whereas majority of them
were taking loans from informal sources. According
to the conditions of loan about the agriculture cred-
it policies, for Zari Taraqiati Bank Limited, the land
ownership certificate is to be produced at the time
of loan sanctioned, and most of the farmers in small
farmers had limited landholding size to get these
loans. Those farmers had better access who had more
landholding size. The results of our study are consist-
ent with the findings of other studies (Akram et al.,
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2008; Amjad and Hasnu, 2007; Hussain and Thapa,
2012; Nouman et al., 2013; Owuor and Shem, 2012).
'They have found a significant and positive relation-
ships between access to credit and landholding size,
whereas contrary to findings of Dzadze et al. (2012)
who reported that there is no link between landhold-
ing and access to credit.

Adequacy of Credit

Results obtained from equation (ii) regarding credit
adequacy of farmers in the study area are mentioned
in Table 2. The amount of the credit was measured in
Pakistani Rupees per household per year. The farmers
received credit in terms in-kind and services which
were converted into amount as per the market value
during June-July 2015 (data collection period). In-
kind credit was in the form of seeds, fertilizers, pesti-
cides and other farm machinery. Services included the
ploughing and other field preparation activities, usu-
ally for a period of one crop season. The small farmers
were 57 in numbers and had demanded an average of
PKR (Pakistan Rupee is abbreviated as PKR, and 1
PKR= 0.00953 USD (dated 14 Jan 2016, State Bank
of Pakistan)). 70,017.50 per annum, whereas the me-
dium and large farmers had demanded an average of
PKR 1,68,666.6 per annum per household. The medi-
um and large farmers demanded credit was two times
more than the small farmers. Although they had large
landholding and were comparatively richer than small
farmers. The credit received by small farmers from
formal sources such as banks was on average PKR
7,017.5 per annum per household. Only six house-
holds among them were accessing formal sources of
credit. The medium and large farmers were getting on
average PKR 91,333.3 per annum per annum. In the
case of informal sources, small farmers were receiving
on average PKR 36,596.5 per household, whereas the
medium and large farmers were getting on average
PKR 52,400 per annum per household. In case of to-
tal credit, from both formal and informal sources, the
small farmers were receiving on average PKR 43,614
whereas the large farmer received PKR 143,733.7,
which was three times greater than the amount of
small farmers.

Regarding adequacy, small farmers were getting only
10% of the total credit they demanded from formal
sources whereas the medium and large farmers had
adequate access (54.2% of the total amount demand-
ed) to formal sources. The adequacy of credit to medi-
um and large farmers were five times greater than the

credit adequacy of small farmers. In total credit ade-
quacy, the small farmers had received 62.29% of the
total credit demanded, whereas the large farmers had
got 85.0% of the total credit demanded from both of
the sources. Furthermore, the role of informal sources
in fulfilling the total credit demand were also calcu-
lated. In case of small farmers, 52.29% of the total
demand was fulfilled by informal sources, whereas in
case of large farmers, the informal sources had also a
significant contribution of 30.8% of the total credit
demanded. About inadequacy, the small farmers had
37.71% of the credit inadequacy whereas, the medium
and large farmers had only 15% of it.

Small farmers had more shortage of funds to run
their daily farm activities. The most adequate source
of credit was the formal source (banks) in the study
area. Two banks such as Zari Taragiati Bank Limited
and Khushali Bank were providing credit to farmers.
Banks needed collaterals and security for giving loans
to farmers. Although some farmers were getting loans
from Khushali Bank without collaterals. They were
provided loans on the group basis, yet the amount was
not adequate. For example, PKR 15,000 to maximum
PKR 50,000 at interest rate of 25% were given for
a period of 3 to 12 months (Khushali Bank, 2015).
Obur results confirms the findings of Shah et al. (2008)
who reported high interests on credit. Small farmers
lacked the collateral that deprived them of having
more access to formal sources and consequently re-
sulted in inadequate credit. The results of this study
are in accordance with the findings of Samal (2002),
who reported a huge gap between the demand and
supply of agriculture credit. Contrary to these, our re-
sults are in contrast with the findings of Singh and
Sekhon (2005). They concluded that in Punjab India
which was the developed region of agriculture, there
was an inverse relationship between lands holding
and credit gap. As per the findings of the study, the
farmers with landholding up to 5 acres were the most
disadvantaged group of farmers. The landholding size
is considered as the main factor associated with ade-
quacy of credit. An increase in the landholding guar-
anteed more credit adequacy, in other words, medium
and large farmers were more credit adequate than the
small farmers. Results of the study were in agreement
with the findings of Hussain and Thapa (2012). They
concluded that as the farmers’ category changed from
lower small holders to middle smallholder, the credit
inadequacy decreased from 48% to 16%, whereas it
was recorded only 7% among the upper smallholders.
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'The landholding on one hand increased their access
to different credit sources, while on the other hand, it
also increased adequacy of credit (ljioma and Osondu,
2015; Nouman et al., 2013).

Regression Results

Several factors are influencing access to agricultural
credit. The results of the probit model mentioned in
Table 3. Age has a significant (p-value =0.075) nega-
tive association (B= -0.035) with credit showing that
when the age increases, access to credit farmers’ de-
creases. Our findings regarding age are in agreement
with Sebopetji and Belete (2009). They reported that
the age has negative relation with the farmers’ deci-
sion in using the agricultural credit. However, Bashir
and Mehmood (2010), revealed that age positively af-
fect access to credit. Marginal effects of age show that
as age increases by one unit, the probability of access
decreases by 1.2%. Education has positive ($=0.103)
and highly significant (p-value=0.047) association
with credit. Its corresponding results of marginal ef-
tects show that if educational level increases by one
unit, it increases access to agricultural credit by 3.6%.
Likewise, experience of farmers has positive rela-
tionship ($=0.078) with credit significant at p-val-
ue=0.006. Marginal effects in Table 3 show that one-
unit increase in experience of farmers can increase
the probability to have access to agricultural credit by
2.7%. This means that in the case of formal sourc-
es, access the farmer’s experience play an important
role. Farmers with more experience could better un-

Table 3: Results of the Probit model

derstand the terms and conditions and the procedure
of getting credit because they would have made sev-
eral attempts for getting loans from banks. Even the
cost of credit will be lower for the farmers who had
more experience in farming. Our results were found
in agreement with the results of Nouman et al. (2013),
Oboh and Ekpebu (2011) and Saleem and Jan (2011).
They all were unanimously agreed on the stated pos-
itive relationship of access to agricultural credit and
experience. Similarly, total landholding has positive
co-efficient ($=0.103) with farmers’ access to credit
and was highly significant at p-value=0.046. There-
fore, the landholding size was a very significant factor
in accessing loans from formal sources. Moreover, it
was also a symbol of higher social status in the society
which helps in getting loans from informal sources.
'The results of this study for landholding are consist-
ent with findings of Hussain and Thapa (2012), who
reported that small upper holders having landholding
size from 2.5 acres to 5.00 acres had above average
access to formal sources of credit, whereas, the low-
er smallholders had lower access. Total income of the
farmers has positive (f=2.1 x10°) association with
credit and was significant at p-value=0.029. Unlike
the results of landholdings, dummy of farmers has
significant (p-value=0.02) negative (B=-1.09) associ-
ation with credit. The results of marginal effects show
that if the dummy variable changes from large sub-
sistence farmers to small subsistence farmers (from 0
to 1), it will increase the probability of access to credit

by 109%.

Variable Results of Probit Model Marginal Effects

B SE P-value B SE P-value
Age -0.035 0.019 0.075* -0.012 0.006 0.071*
Education 0.103 0.051 0.470 0.036 0.017 0.040
Experience 0.078 0.028 0.000*** 0.027 0.010 0.00***
Landholding size 0.103 0.051 0.046™ 0.036 0.018 0.045**
Distance -0.229 0.358 0.522 -0.080 0.125 0.523
Income 2.1 x10°® 9.9 x107 0.029* 7.6x1077 0.000 0.036**
Family size -0.066 0.049 0.178 0.023 0.168 0.169
Farm labor 0.112 0.135 0.406 0.039 0.047 0.407
Proportion of labor -0.412 0.603 0.497 -0.144 0.212 0.496
Dummy -1.090 0.471 0.020** -0.401 0.169 0.018™
Log Likelihood 27.77
LR Chi-square 58.90
Chi-square P-value 0.000
Pseudo R? 0.515
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Source: Field Survey, 2015; Note: SE=standard error, B=cocfficient; Significance levels: *= P < .10; ®=P < .05; **<P < .01

Conclusions

Measures towards institutionalization of agricultural
credit have paid off in terms of diminishing share of
informal sources in total credit received by the farmers.
However, inequitable access to credit across difterent
groups of farmers have persisted an intractable prob-
lem with increasing inequalities in access to credit.
Small farmers have still low access to credit compared
to medium and large farmers due to their lack of col-
laterals and low landholding size. Their limited access
lead to credit inadequacy. The medium and large farm-
ers’ groups were the main beneficiary from agricultur-
al credit policy. There is need to revamp the policy to
address the interests of small landholders particular-
ly those who possess land less than 5 acres because
they have limited access to formal sources of credit.
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