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Abstract

Agriculture is a type of economic activity, livelihood, and provider of envi-
ronmental services, contributing to the development process. It can partici-
pate, in concert with other sectors, in realizing faster growth, poverty reduc-
tion, and environmental sustainability. Agriculture has a special ability to re-
duce poverty. The objectives of the study are to identify agricultural devel-
opment in Ghana and identify challenges of modern agricultural develop-
ment in Ghana. Data from the field were collected from the primary and
secondary sources. Depending on the resources available to the researcher, all
the beneficiary farmers were interviewed to understand the situation on the
ground to improve credit delivery and agriculture development in Ghana. It
was identified that the several Rural Banks disburses the entire loan earmark
for particular year to the farmers. However, the banks satisfy only 83.3 per-
cent and 63.4 percent of the applicants in 2015 and 2016 financial years re-
spectively. According to the project officers of the various rural banks, the
reduction is due to low rate of recovery (ie. 3.45) for the 2015 financial year.
However, the farmers’ complaint of late receipts of the loan and lack of stor-
age facilities compelled them to sell the produce at uneconomic prices which
led to low income, low investment and low savings. In 2019, it was recom-
mended that the rural banks should take into account the advantages of pro-
viding credit in kind for purchased inputs. This would relieve the smallholder
farmers of further transactions with which he may be unfamiliar and provide
the bank with some assurances that the credit is used for the purposes in-
tended. This credit must be timely as it will prevent the farmers from diver-
sion and loss. Subjecting the problem to critical analysis, it is recommended
that the economy and lifestyle of Ghana are dependent on agriculture. It is
the major employer of her population and contributes massively to her for-
eign exchange, supplier of food and raw materials for the population and in-
dustries, provider of import substitution to solve the balance of payment
situations in the country. However, the performance of this sector is inhibited
by finance even though there is institutional source of credit from the com-
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mercial and development banks; they are not readily made available to the
small-scale farmers who produce the bulk of the country’s food requirements.
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1. Introduction

Agriculture is a type of economic activity, livelihood, and provider of environ-
mental services, contributing to the development process. It can participate, in
concert with other sectors, in realizing faster growth, poverty reduction, and en-
vironmental sustainability [1]. Agriculture has a special ability to reduce poverty.
According to cross-country estimates, the effect of agricultural GDP growth on
poverty reduction is at least twice as high as the effect of GDP growth coming
from other sectors [2].

Estimates show that agriculture is the source of livelihood for 86% of rural
people, and generates employment opportunities for 1.3 billion smallholders and
landless workers [3]. How to use natural resources in the agricultural sector
which is mostly improperly exploited can have negative or positive environ-
mental outcomes: Groundwater depletion, agrochemical pollution, soil exhaus-
tion, and climate change (through the contribution of 30% greenhouse gas emis-
sions) versus environmental services, such as carbon sequestration, watershed
management and biodiversity conservation [4].

Ghana’s financial sector has gone through several reforms and liberalizations
since 1988, with the key objective of improving the efficiency of financial re-
source mobilization and distribution to relevant growth sectors of the economy
[5]. Until the reforms, credit and deposit functions of financial institutions in
Ghana were deemed abysmal. Notably, there has been a poor allocation of finan-
cial credit to the agriculture sector [6]. Inclusive in the financial sector reforms
in Ghana were rural and agriculture financing programmes such as the Rural
Financial Services Projects. Though the agriculture sector received a lot of atten-
tion during the financial sector reforms, the fortunes of the sector in terms of its
contribution to GDP have not seen much improvement for the past decade de-
spite the fast-developing financial sector in Ghana. Since 2009, the sector’s share
of GDP has consistently declined from about 32% to 19% in 2015 [7]. Agricul-
ture output growth recently declined from 5.7% in 2013 to a low of about 0.04%
in 2015. The slowdown in agriculture output growth has mostly been influenced
by the often-cited crop failures due to climate variability, lack of private sector

and government investment support, low technological absorption, and financial
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constraints due to the perceived historic default credit risk in the sector [8].

2. Problem Statement

Nearly half the population of Ghana lives in rural areas, where agriculture is still
the primary occupation of the economically active population [9]. This is despite
claims of an expanding rural non-farm sector [10]. Even within the larger
economy, the 2010 census estimates that agriculture remains the largest em-
ployment sector, offering jobs to about 41.6 percentage of the economically ac-
tive population older than 15 years [9]. With poverty reduction being the core
issue in Ghana’s economic development, the sheer size of the agriculture sector
means that one might expect it to play a lead role. Indeed, all of Ghana’s policy
blueprints since independence in 1957 have expected agriculture to drive eco-
nomic growth and poverty reduction. Has agriculture lived up to its expected
role? If not, is it a case of failure of agriculture? Or policy implementation or
support from financial institutions? The agricultural transformation seems to be
an inevitable stylized fact of development, characterized largely by major
changes in agricultural land and especially labour productivity. It is the transi-
tion to a state of higher agricultural productivity, and the ensuing higher level of
aggregate income, that creates finance needs, and the appropriate provision in
both amounts as well as a form of finance can facilitate or delay the necessary
transformation. Rural smallholders are the predominant agents of agricultural
production in most low-income countries especially Ghana and are also the
agents where the largest incidence of poverty and food insecurity is located. Ru-
ral smallholders have needs for similar types of financial services as urban-based
agents, albeit the types of specific financial products needed are different given
the agricultural production cycle. These include savings, loans, insurance, pro-
duction and consumption risk management tools, payment systems, et cetera.
Many rural residents and agricultural producers are constrained in their eco-
nomic behaviour by the absence of many of these tools and are consequently
greatly hampered in improving their livelihoods, thus affecting the overall
growth and welfare of the countries where they reside. There exists a multitude
of formal organizations that deliver financial services to rural residents, includ-
ing commercial and publicly-owned banks and insurance companies, savings
and loan cooperatives, microfinance banks, speciality financial institutions, such
as leasing companies, housing and consumer finance companies. However,
many of these institutions have not expanded much into agricultural finance.
This is because of the dispersion of agricultural households that renders the pro-
vision of services expensive, the covariate risks, usually linked to weather, that
affect large numbers of rural households simultaneously, lack of knowledge
about the particulars of agriculture, and low education on the part of the rural
service recipients. In their absence, a variety of informal financial institutions
have tried to fill the gap. These include rotating savings and credit associations,

local credit unions, financial NGOs, businesses financing their agricultural cus-
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tomers, local private moneylenders, friends and relatives, self-help groups, and
many others. Nevertheless, a large number of rural smallholders in many
low-income countries are underprovided in financial services and face high costs
for the financial services available. Research has shown that the agriculture sec-
tor suffers from poor financial support. However, little research has explored
why the contribution of financial institutions to the agricultural sector is very
minimal. Thus, there is a knowledge gap in finance and agriculture sector
growth. In this study, the focus is on the relationship between modern agricul-
tural development and financial support.

The objectives of the study are to identify agricultural development in Ghana

and identify challenges of modern agricultural development in Ghana.

3. Literature Review

3.1. Background of Modern Agricultural Development in Africa

Agriculture plays a key role in food security and economic development. How-
ever, most of the world’s population in rural areas depends directly or indirectly
on agriculture for their livelihoods. Yet as the world’s population increases and
migration to towns and cities intensifies, so the proportion of people not pro-
ducing food will grow [11]. Agricultural development according to [12], is a
multi-sectional activity that supports and promotes positive change in the rural
and urban areas. However, the main objectives of agricultural development are
the improvement of material and social welfare of the people. Therefore, agri-
cultural development is seen as synonymous with rural development, the two
terms are different but intrinsically related. Agricultural development is a part of
rural development; rural areas cannot develop without agriculture being devel-
oped because about 90% of the rural dwellers are engaged in agricultural prac-
tices as their major source of income.

Ghana as a country seeks to become a leading economy in Africa and a major
player in the world’s economic and political affairs of which their 20-20-20 plan
is their guideline. To become a developed nation, Ghana needs to speed up its
economic growth by focusing on vital economic sectors like education, energy,
agriculture and manufacturing. At this point in Ghana’s development, the best
approach is to focus on the agricultural sector. By focusing on agricultural de-
velopment, Ghana can speed up its economic growth in the coming decade [13].

Agricultural development can also address gender disparities. In Sub-Saharan
Africa and South Asia, women are vital contributors to farm work, but because
they have less access to improved seeds, better techniques and technologies, and
markets, yields on their plots are typically 20 to 40 percent lower than on plots
farmed by men. Addressing this gap can help households become more produc-
tive and reduce malnutrition within poor families. Economic growth is seen as a
long-term rises in the capacity to supply increasingly diverse economic goods to
its population. It also entails a sustainable rise in national output with a mani-

festation of economic growth [14]. Therefore, the role of agriculture in trans-
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forming both the social and economic framework of an economy cannot be
over-emphasized. It has been the source of gainful employment from which the
nation can feed its teaming population, providing the nation’s industries with
local raw materials and as a reliable source of government revenue.

According to Adegoye & Dittah in [14], a full developed economy, especially
in agricultural sector, means an increase in the production of export crops with
an improvement in the quantity and grades of such export crops. However, for a
country to industrialize, agricultural output will be said to have acquired growth
if agriculture can supply enough materials to agro-allied industries. In the light
of this, Reynulds in [14] opined that agricultural development can promote
economic development of underdeveloped countries in four different ways:
¢ By increasing the supply of food available for domestic consumption and re-

lease labour needed for industrial employment.
e By enlarging the size of the domestic market for the manufacturing sector.
e By increasing the supply of domestic saving.
¢ By providing foreign exchange earned by the agricultural exports.

Therefore, creating a sustainable agricultural development path means im-
proving the quality of life in rural areas, ensuring enough food for present and
future generations and generating sufficient income for farmers. Supporting
sustainable agricultural development also involves ensuring and maintaining a
productive capacity for the future and increasing productivity without damaging
the environment or jeopardizing natural resources. Also besides, it requires re-
spect for and recognition of local knowledge and local management of natural
resources, and efforts to promote the capabilities of current generations without
compromising the prospects of future ones. Consequently, economic and envi-
ronmental sustainability, adequate farmers’ income, productive capacity for the
future, improved food security and social sustainability are important elements
of developing countries’ agricultural development [15]. Thus, when farmers
grow more food and earn more income, they can feed their families, send their
children to school, provide for their family’s health, and invest in their farms and
this makes their communities economically stronger and more stable for agri-

cultural development.

3.2. Financial Support for Agricultural Development in Africa

There are two major types of finance for agricultural production and growth.
First is medium and long-term finance for investment in both private capital as
well as public capital. Second there is short-term finance for production or mar-
keting. In this section we concentrate on finance for capital accumulation.

A recent State of Food and Agriculture report by the Food and Agriculture
Organization [16] indicates that capital stock is directly related to agricultural
GDP. The same report indicates the enormous difference in agricultural capital
stock per worker among developed and low and middle-income countries. The
ratio in 2005-07 was almost 35:1.
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More worryingly the growth rate of agricultural capital stock per worker in
developing countries has declined over the past 30 years, compared to a signifi-
cant increase for developed countries. The decline is large and significant in
Sub-Saharan Africa and insignificant in South Asia, while in all other regions the
agricultural capital stock per worker has increased. [16] suggests that the level of
per worker agricultural capital stock is directly related to the level of agricultural
public expenditure per worker. This makes for a direct link between agricultural
public expenditures and agricultural capital stock. However, not all public ex-
penditure in agriculture is investment. The share of investment in agricultural
public expenditures varies from 9 to 84 percent as per a review of relevant fig-
ures by [16].

Concerning public expenditures for agriculture, [16] reports that while total
public expenditures have increased world-wide in absolute terms, but mostly in
the East Asia and Pacific and Latin America regions, the share of public expen-
ditures going to agriculture has declined over time. Moreover, within that de-
clining share, the share of agricultural GDP going to research and development,
a major determinant of agricultural productivity growth, has stayed the same in
lowland middle-income countries at 0.54 percent, while the share in high in-
come countries has increased from 1.53 percent in 1980 to 2.37 percent in 2000
[16]. The food crisis of 2006-8 may have changed these trends but no aggregate
figures are available.

The financing needs of agriculture to achieve a world free of hunger by 2025
have been estimated by [17] who provide estimates of incremental public expen-
ditures on agriculture and safety nets needed. Over this period, incremental an-
nual public expenditures are US $50.2 billion. Of these the bulk (18.5 billion US
$ or almost 40 percent) is for expansion of rural infrastructure and market ac-
cess, 9.4 billion is for conservation of natural resources, 6.3 billion is for research
and development and extension, 5.6 billion for rural institutions and 10.4 billion
for safety nets. They also estimate the average total (public and private) annual
investments (not only incremental) needs of agriculture in low- and mid-
dle-income countries for the period up to 2050 to reach the FAO long term pro-
jections for food and agriculture that are consistent with global food adequacy.
The investment needs are considerable amounting to more than 200 billion con-
stant 2009 USD annually.

Concerning resource flows into agriculture, [18] have made a review of all the
available information sources on this and have arrived at some general findings.
Comparing among datasets, the average spending on and investment in agricul-
ture for low and middle income countries for the three most recent years for
which data is available reveals that:

e Government annual spending on agriculture (both current and investment)
in low and middle income countries averaged 160 billion USD dollars in
2005-2007.

e Foreign Direct Investment (FDI) inflows to the above countries averaged 3

billion current dollars (2006-2008) to agriculture, forestry, fisheries and
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hunting.

e Official Development Assistance (ODA) to agriculture averaged 7 billion
constant 2005 dollars during 2007-20009.

o All flows exhibited an increase in total levels as well as levels per agricultural
worker, since at least the early 2000s.

o Levels of FDI were larger for the high income country group than for the low
and middle income country groups.

The above numbers suggest that annual investment flows into agriculture are
much smaller than what is needed to achieve a world free of hunger. Among
these flows, ODA to agriculture decreased from the 1980s to 2004 and from then
on has increased considerably. Furthermore, the composition of aid to agricul-
ture from 2000 to 2008 reveals that the bulk of aid to agriculture (more than a
quarter) has gone into agricultural policy and administration management. Food
production and extension, while small in the early 2000s, have seen a revival in
the later years. Concerning FDI flows into agriculture, [19] have reviewed avail-
able figures on this and showed that much of the apparent upward trend in total
FDI is in reality due to an increase in the number of countries receiving FDI that
are included in the dataset (from about 30 to 70), and because the data are re-
ported in current dollar values, rather than constant dollar values. They also
showed that FDI inflows to food and beverages are much larger than inflows of

FDI to agriculture.

3.3. Theoretical Framework of Financial Support for Agricultural
Development
3.3.1. Trade-Off Theory of Capital Structure
Trade-off capital structure concept is proposed by [20]. They conclude on the
premise that a business decides how much debt financing and how much equity
financing to use by weighing the costs and benefits they found a compromise
between bankruptcy’s dead-weight effects and money-saving benefits. An essen-
tial theoretical aim is to explain the fact that farming can be partly funded by
debt and partly by capital. The principle notes that debt financing, debt tax in-
centives and debt finance costs, economic risk expenses like debt default costs
and non-bankruptcy costs are advantageous (e.g. staff leaving, suppliers de-
manding disadvantageous payment terms and bondholder/stockholder infight-
ing). When the debt level reaches a certain level the increase in the cost of equity
will be higher than the reduction from the tax shield due to the increased risk of
default on the debt payments [21].

3.3.2. Net Income Approach to Capital Structure Theory

The Net Income Approach to Capital Structure Theory was proposed by [22].
He postulated that a rise in financial leverage would lead to a change in the cost
of capital. In other terms, if the debt ratio rises, capital structure improves and
the weighted average cost of capital (WACC) reduces, leading to a higher com-
pany price. The hypothesis suggests that agriculture could increase its value and
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reduce overall capital costs by increasing the debt level in its capital structure,

contributing to increased productivity in agriculture.

3.3.3. Theory of Finance and Growth

The theory of finance and growth was introduced by [23]. He argues that finan-
cial intermediation plays an important role in economic growth through the
banking network. Schumpeter’s main argument is whether finance leads to the
development of other economic sectors that include manufacturing, and he
claims that banking institutions support financial companies more. Conse-
quently, the financial institution has a dual impact on economic sector produc-
tion, which includes the agricultural sector. [24] first stresses the former influ-
ence, which also finds a positive correlation between financial growth and the
actual per capital GNP rate. The theory therefore emphasizes the function of the
financial system in the development of agriculture, especially in developing
countries, since the nation with a well-funded financial system will support eco-

nomic growth.

3.4. Challenges of Modern Agricultural Development in Ghana

Agriculture contributes a significant share to the SSA economy and the majority
of the population depends on this sector as their primary source of livelihood.
According to the Food and Agriculture Organization of the United Nations,
more than half (57%) of the Sub-Saharan African population relies directly on
agriculture. Improvement in agricultural productivity could reduce rural poverty
by ensuring a sustainable supply of food, reducing food prices, generating export
earnings and higher income for farmers, increasing on-farm employment and
farm wage rates, and by creating linkages between farming and other sectors that
are drivers of the rural economy and provide capital and labor for growth in
other sectors of the economy. In addition, improved agricultural productivity
can support human capital development through investments for better nutri-
tion, health, and education [25]. A sustainable supply of a variety of foods as a
result of agricultural growth could enhance productivity of individual lives and
collectively of the national economy and social wellbeing [26]. Agricultural de-
velopment and food systems in Sub-Saharan African countries face considerable
challenges. While the world population is projected to reach 9.7 billion by 2050,
more than 50% of this increase is expected to come from Africa, an increasingly
significant driver of food demand. However, the potential of African agriculture
to satisfy a growing food demand in response to the population increase is con-
strained by several factors. Africa is experiencing a decline of farm size mainly
due to agricultural population increase, traditional land inheritance customs and
to rapid urbanization which stimulates crop land conversion for expansion of
urban residency, industry, roads and other infrastructure [27] [28]). Addition-
ally, climate change is a global phenomenon that affects agricultural productivity
in every corner of the world by causing variable weather conditions, more in-

tense weather events, drought, and alterations in diseases and pests; however, the
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extent of its adversity depends on adaptive capabilities of farmers [29]. For ex-
ample, projections suggest that in Sub-Saharan Africa, a temperature increase by
1°C can cause a significant revenue decline to dry land crops ($27 per hectare)
and livestock ($379 per farm), but an increase in revenue from irrigated crops
($30 per hectare) [30]. Thus, in response to temperature increase, irrigated agri-
culture clearly buffers the revenue loss due to dry land agriculture productivity
decline. However, irrigation requires considerable capital investment that a ma-
jority of African farmers cannot afford. An increasing demand for agricultural
products in the supply chain is a key driver for productivity growth, agricultural
transformation, and increasing household income. Despite increased retailing
through supermarkets in a few countries in Africa, farmers’ market participation
is still constrained by food safety standards, poor infrastructure, weak agricul-
tural institutions, and high transaction costs [31]. Despite the challenges facing
African agriculture, initiatives tailored to encourage investment in domestic ag-
riculture are emerging. African governments are reshaping yield-focused agri-
cultural policies to nutrition-sensitive agriculture with public health promotion
components. Considering that a high portion of the projected increase in world
population by 2050 is expected to come from Sub-Saharan Africa, origination of
this growth in a limited-resource setting could be considered a risk for develop-
ment. However, unlike other parts of the world where the population transition
has already occurred, Sub-Saharan African countries are at the early stage of
population transition. The demographic structure is characterized by a high
proportion of the population at economically favourable ages. For example,
during 2015 the working age (25 - 64 years) group reached 36.2 % of the popula-
tion and is growing more rapidly than in other parts of the world [32]. The esti-
mated demographic dividend in Sub-Saharan Africa could reach 11% - 15% of
the GDP growth by 2030 and contribute to 40 - 60 million fewer poor during the
same period [33]. Sub-Saharan Africa countries are experiencing rapid urbani-
zation and income growth. Urbanization and income growth are again accom-
panied by changes in dietary patterns. For example, in Asia in response to in-
come increments, consumption has shifted from rice to wheat and then to live-
stock [34]. In addition, urbanization and increase in income give rise to higher
per capita consumption of animal source foods which stimulates growth in the
livestock sector [35]. People will follow healthier eating styles such as increasing
consumption of fruits and vegetables. Furthermore, trends and total expenditure
for consumption of food away from home will increase [36]. These scenarios will
create demand for the agricultural sector to increase production of a large vol-
ume of diversified food crops and animal source foods which again will support
expansion of modern supermarkets and development of restaurants. On the
other hand, urbanization and income growth could result in a shift in dietary
habits to a typical “western diet” characterized by greater inclusion of processed
foods, meat and more fat and sugar which are linked to the development of

chronic diseases [37]. This dietary transition is occurring in developing coun-
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tries, thus posing the joint challenges of both under and over nutrition [38]. The
cost of over nutrition is not insignificant. For example, medical and economic
costs of obesity in the US for the year 2014 were estimated to be $1.4 trillion.
Similarly, in developing countries non-communicable disease contributes to
33% of disability adjusted life years (DALYS) and this percentage is projected to
increase to 45% in the year 2030 [39].

3.4.1. Farm Size Decline

Since the mid-1990’s, agricultural production worldwide has shown dramatic
increases in yields resulting in a significant decrease in the proportion of hungry
people. These increases are attributed to several factors such as the use of im-
proved agricultural inputs, the discovery of high-yield and pest-resistant varie-
ties, and the use of labour-saving mechanizations. However, the increase in ag-
ricultural production in Africa mainly has come from the expansion of farm
land. About 52% of the world’s arable land is in Africa. However, there has been
a higher rate of growth in the agricultural population than in the expansion of cul-
tivated land [27]. Population is a threat to agricultural development by causing in-
creased demand for land as well as cropland conversion for urban expansion, in-
dustry, roads and other infrastructure at the expense of the arable land. The esti-
mated loss of crop land due to conversion into spaces for non-agricultural pur-
poses in developing countries will reach 30 - 60 million hectares by the year 2030
[28]. FAO data from 1960 to 2000 show that while cultivated land in Sub-Saharan
Africa only increased marginally, the agricultural labour force increased dra-
matically resulting in a steady decline in the ratio of cultivated land to agricul-
tural population from shrinkage in farm size. The trend is especially high for
Ethiopia and Kenya with dense rural populations. Moreover, as agriculture pro-
ductivity is strongly associated with land distribution, variation in land access
among farmers is also an important factor to consider for agricultural growth. In
general, land distribution in Africa is highly unbalanced. An average landhold-
ing in six countries (Ethiopia, Kenya, Mozambique, Rwanda, Zambia and Zim-
babwe) during the year 2000 was in the range of 0.56 hectares per person in
Zambia to 0.16 hectares per person in Rwanda. Compared to average landhold-
ings by households in the lower quartile, those in the highest quartile controlled
eight to twenty times more land. Country specific data analysis showed that, in
Kenya, the mean land holdings by household at the lower and higher quartiles
were 0.08 vs. 1.10 hectares per capita. Similarly, in Ethiopia and Rwanda per
capita land access for those in the lowest quartile was less than 0.03 hectares
[27]. This condition affects the viability of the smallholder farmers and the agri-
cultural system in the region, in general, by constraining use of new agricultural
technology and inputs, and limiting agricultural commercialization and reve-

nues from crop sales [27].

3.4.2. Climate Change
Climate changes exert adverse effects on agricultural productivity through a
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wide range of meteorological and hydrological processes, including increases in
the atmospheric temperature affecting rate of precipitation and evaporation re-
sulting in water scarcity, lack of predictability of weather events such as the
“seasonal” rains that require smallholders to plan cultivation, and by causing
greater frequency of extreme weather events that can cause great soil and crop
losses. Climate change can also affect agricultural productivity indirectly through
elevating reproduction rate and movement patterns of pests. Moreover, a rise in
temperature or drought affects the resistance of crops to disease [29]. Climatic
condition changes stimulate development of adaptive responses such as adjust-
ments to the farming system to prevent productivity losses. It is assumed that
moderate changes to farming systems due to climatic changes can be adapted by
farmers. Nevertheless, this resilience could reach its limit of effectiveness as se-
verity of the change in climatic condition increases; these changes create risks
that may overwhelm the resilience of resource-poor African farmers [40]. A panel
analysis of crop production and weather data to estimate yield response to cli-
matic change reported that by 2050, the mean production changes in Sub-Saharan
Africa are estimated to be —22% for maize, —17% for millet, —17% for sorghum,
and -18% for groundnuts. However, a change of only —8% was estimated for
cassava [41]. A report on future prospects for cereal production from rain-fed
agriculture showed that by 2025, the annual cereal deficit for Sub-Saharan Africa
would reach 35 million tons compared to 9 million tons during 2000, putting
Africa as a net importer of cereal [42]. Such predictions illustrate the need to
develop robust adaptive mechanisms, create supportive policies that help farm-
ers deal with risk and build agricultural support systems to develop local food

systems that function in such an environment.

3.4.3. Water Scarcity

Water is a critical driver of agricultural production. Agricultural activities such
as crop and livestock production, fishing and agro-processing are directly influ-
enced by the availability of quality water. Scarcity of water can cause significant
threats to the smallholder farming society of Sub-Saharan Africa by adversely
affecting yields [43]. Globally, by the year 2050, it is predicted that about 66% of
the world population will be vulnerable to water shortages. Such shortages will
have a strong impact on food production because agriculture uses a large pro-
portion of the fresh water and Sub-Saharan Africa will be among the most af-
fected regions [44]. Half of the land in Sub-Saharan Africa is arid and semi-arid
characterized by limited precipitation with a high rate of evaporation. Yet, a
large percentage of the population in the region relies on rain-fed agriculture
which is the source of about 90% of the staple food. In addition, livestock pro-
duction, which again is vulnerable to an increasingly variable precipitation, is
among the main economic sources in Sub-Saharan Africa [45]. By the year 2025,
22 of 28 countries in Sub-Saharan Africa could face water scarcity. In addition, it
is estimated that even before the onset of 2050, per capita water availability will

be reduced below the basic requirement (1000 m*/capita/year) in Eastern and
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Southern Africa countries and will be in the range of 1000 - 2000 m*/capita/year
for West African countries [46]. In 2017, the fourth regional assessment report
of the Intergovernmental Panel on Climate Change (IPCC), projected that by
2020, potential yield from rain-fed agriculture in some African countries could
be reduced by up to 50%due to climate change. In addition, it was estimated that
75 - 250 million people would be exposed to scarcity of water. They further pro-
jected that due to a rise in water temperature, fishing would be compromised.
Although the potential impact of climate change on agricultural productivity can
be reduced substantially by putting adaptive mechanisms in place, the cost of
coping with variable weather conditions and adaptation to climatic changes
could be more than 5% - 10% of the Gross Domestic Product (GDP). In addition
to the expected impact of climate change, the increasing population growth cou-

pled with climate change could further intensify water scarcity [45].

3.5. The Effects of Agriculture Development on Ghana’s Economy

The important role agriculture plays in economic development, particularly of
low-income countries such as Ghana, cannot be over-emphasised. Developments
in the global food market over the past decade have accentuated this reality. It is
rare, if not impossible, for an agricultural economy such as that of Ghana to ex-
perience pro-poor industrial growth without the emergence of a productive ag-
riculture sector [47]. The sector maintains its traditional role of making major
contributions to GDP, employment, food security, and foreign exchange earn-
ings. The sector also contributes to social stabilisation, provides a buffer during
economic shocks and also contributes to cultural values associated with farming

[48].

Given its large share in national output and significant contribution to other
growth indicators, agriculture is seen as the engine of economic growth. From
simulation analysis, agriculture sector-led growth has been shown to be more
effective in reducing poverty both at the national level and particularly in poor
regions because of its strong income and consumption linkages [49].

Ghana for many years had a particularly high share of agriculture in total
GDP compared with other Africa countries and the sub-Saharan Africa average.
There has been some discussion in recent times about the economy of Ghana
beginning to show signs of structural change due to the decline in agriculture’s
contribution to GDP. This is because:

e As economies grow there is decreasing demand for food compared with
other commodities;

o The use of advanced production technologies, which raises output per factor
input. It is, however, doubtful that Ghana has to any significant extent ex-
perienced these factors. Agricultural production methods, for example, are
still very rudimentary.

Agriculture provides employment for a substantial proportion of the popula-

tion, particularly in rural areas but with an overall decline over time. From
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1984-2000 the population employed in agriculture declined at an annual average
rate of about 0.6 percent compared with about 0.8 percent per year over the pe-
riod 2000-2010. The 2000 Population and Housing Census put the economically
active population employed in agriculture at 50.3 percent. The 2010 census re-
sults show that although agriculture remains the single largest employer of la-
bour in Ghana, its share of employed people has declined to about 42 percent.
There has been massive rural-urban migration, with labour movement out of
agriculture into other sectors of the economy, as predicted by economic theory.
There are, however, important spatial variations. The northern regions of the
country have significantly larger shares of their populations (69 percent - 73
percent) engaged in agriculture than other regions.

Agriculture is a major foreign exchange earner, contributing an annual aver-
age of about 40 percent of all export revenue over the period 1997-2011. This is
in spite of the country’s vast mineral and other natural resource endowments.
Indeed, the sector’s foreign exchange contribution was as high as 52.8 percent in
2004 but has since been declining gradually, recording 25.5 percent in 2011. A
substantial proportion (60 percent - 87 percent) of these earnings is from cocoa.
Efforts have been made, through policies, projects and programmes, to diversify
Ghana’s exports and thus reduce overreliance on cocoa as the major agricultural
export earner. Consequently, non-traditional agricultural export earnings have
risen from an average of about US $69 million per year over the period
1996-2000 to an average of about US $165 per year over the period 2001-2011.
Nevertheless, these barely make up an average of 10 percent of all agricultural
export earnings. Aside from the above traditional roles, agriculture also en-
hances social viability through population movements between agriculture and
other sectors, and through rural-urban migration. In Ghana, the contribution of
agriculture to national social viability has been low because of slow structural
transformation of the sector. The social viability role has been evident primarily
in agricultural population redistribution as farmers’ chase emerging opportuni-
ties across ecological zones. This makes agriculture policy an intrinsic part of
broader national policy, the effective implementation of which can lead to sus-

tainable growth in incomes and poverty reduction.

4. Discussion

Data from the field were collected from the primary and secondary sources. De-
pending on the resources available to the researcher, all the beneficiary farmers
were interviewed to understand the situation on the ground to improve credit

delivery and agriculture development in Ghana.

4.1. Findings

It was identified that the several Rural Banks disburses the entire loan earmark
for particular year to the farmers. However, the banks satisfy only 83.3 percent
and 63.4 percent of the applicants in 2015 and 2016 financial years respectively.
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According to the project officers of the various rural banks, the reduction is due
to low rate of recovery (ie. 3.45) for the 2015 financial year. However, the farm-
ers’ complaint of late receipts of the loan and lack of storage facilities compelled
them to sell the produce at uneconomic prices which led to low income, low in-
vestment and low savings.

The study also revealed that the loans are inadequate to meet the production
cost of the farmers. The inadequacy of the loan according to the Project officer is
due to the regulation of the Bank of Ghana to grant 38 percent of the total de-
posit as loan and use 52 percent of the deposits to buy government shares and

bonds and the 10 percent for reserves.

4.2. Recommendations

The banks are advised to learn from the operations of the various commercial
Banks and allow the farmers to use their farms as collateral to access the loan
and pay it at the end of every crop season. The banks should provide the farmers
with storage facilities if affordable to store the produce to attract high prices in
the market before selling them. Should it be expensive, the bank should buy the
produce farmers and store them for sale when the produce attracts high prices.

In 2019, it was recommended that the rural banks should take into account
the advantages of providing credit in kind for purchased inputs. This would re-
lieve the smallholder farmers of further transactions with which he may be un-
familiar and provide the bank with some assurances that the credit is used for
the purposes intended. This credit must be timely as it will prevent the farmers
from diversion and loss.

Subjecting the problem to critical analysis, it is recommended that the econ-
omy and lifestyle of Ghana are dependent on agriculture. It is the major em-
ployer of her population and contributes massively to her foreign exchange,
supplier of food and raw materials for the population and industries, provider of
import substitution to solve the balance of payment situations in the country.
However, the performance of this sector is inhibited by finance even though
there is institutional source of credit from the commercial and development
banks; they are not readily made available to the small-scale farmers who pro-

duce the bulk of the country’s food requirements.
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