© JUN 2025 | IRE Journals | Volume 8 Issue 12 | ISSN: 2456-8880

Examining the Effect of Household Economic Factors on

Access to Agricultural Financing among Small-Scale

Farmers in Kenya

BRIAN WANYAMA SINGORO
Department of Economics, Finance and Accounting, Kibabii University

Abstract- Access to agricultural financing remains
a critical challenge for small-scale farmers globally,
with household economic factors playing a pivotal
role in determining credit accessibility. This study
examines how household economic characteristics
influence small-scale farmers' access to agricultural
financing in Kenya. Using secondary data from
various sources including World Bank reports,
agricultural surveys, and peer-reviewed studies, this
research analyzes the relationship between
household income levels, asset ownership, farm size,
educational attainment, and access to formal and
informal credit sources in the Kenyan context. The
findings reveal that household income, collateral
availability, farm size, and educational level
significantly influence farmers' ability to access
agricultural credit in Kenya. The study shows that
small-scale farmers face both supply-side and
demand-side credit constraints, with only 36-40%
having access to formal credit. Supply-side
constraints include stringent collateral
requirements and lengthy application processes,
while demand-side factors encompass risk aversion
and information asymmetries. The research
recommends policy interventions focusing on
financial inclusion, capacity building, and
development of innovative credit products tailored
to small-scale farmers' needs in Kenya.

Indexed Terms- agricultural financing, household
economics, small-scale farmers, credit access

L INTRODUCTION

Agriculture serves as the backbone of rural
economies in developing countries, employing
approximately 65% of the global poor and
contributing  significantly to food security and
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poverty reduction. In Kenya, agriculture contributes
about 33% of the country's Gross Domestic Product
and employs over 70% of the rural population. Small-
scale farmers, estimated at 450 to 500 million
globally, constitute 80-90% of agricultural producers
in many developing regions, particularly in Asia and
Sub-Saharan Africa where they produce 80% of the
continent's food (Mastercard Foundation, 2024).
These farmers face numerous challenges in accessing
adequate financing to improve their productivity and
livelihoods.

The agricultural sector's unique characteristics,
including seasonal production cycles, weather-
dependent outcomes, and relatively low returns,
create distinct financing needs that are often unmet
by conventional financial institutions. In Kenya,
smallholder farmers typically operate on farms of less
than 2.5 hectares and face significant challenges in
accessing credit from formal financial institutions.
Household economic factors emerge as critical
determinants in farmers' ability to access agricultural
credit. These factors encompass various dimensions
including household income levels, asset ownership,
farm size, educational attainment, and financial
literacy.

The importance of agricultural financing cannot be
overstated in the context of global food security
challenges. With the world population projected to
reach 10 billion by 2050, agricultural productivity
must increase substantially to meet growing food
demand. However, smallholder farmers face an
estimated global financing gap of $62 billion,
severely limiting their capacity to invest in
productivity-enhancing  technologies,  improved
seeds, fertilizers, and equipment (European
Commission, 2023).
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This study aims to examine the relationship between
household economic factors and access to
agricultural financing among small-scale farmers in
Kenya. The research seeks to identify key household
characteristics that facilitate or hinder credit access,
analyze the nature of constraints faced by farmers,
and provide recommendations for improving
financial inclusion in the agricultural sector. The
research questions guiding this study include how
household economic factors influence small-scale
farmers' access to agricultural financing in Kenya,
what are the primary barriers preventing farmers
from accessing formal credit, how farmers cope with
limited access to formal financing, and what policy
interventions can enhance credit accessibility for
small-scale farmers in the Kenyan context.

II. LITERATURE REVIEW

2.1 Theoretical Framework

The theoretical foundation for understanding
agricultural credit access draws from several
economic theories. The credit rationing theory
explains how information asymmetries between
lenders and borrowers can lead to credit market
failures. In agricultural contexts, lenders often lack
complete
creditworthiness, leading to adverse selection and
moral hazard problems that result in credit rationing.
The portfolio theory suggests that financial
institutions' lending decisions are influenced by risk-
return considerations. Agricultural lending is
perceived as  high-risk due to production

information about farmers'

uncertainties, price volatility, and limited collateral
options, making financial institutions reluctant to
serve small-scale farmers.

2.2 Household Economic Factors and Credit Access

Extensive literature has examined the relationship
between household characteristics and credit access.
Farm size consistently emerges as a significant
predictor of credit access, with larger farms having
better access to formal credit due to their ability to
provide adequate collateral and their perceived lower
risk profile by lenders (Chandio et al., 2017). Studies
show that farm ownership provides 1.84 times the
chances of loan approval, with farm income
increasing  significantly for credit recipients
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compared to non-recipients (Jonas & Christian,
2025).

Household income and wealth levels significantly
influence credit access. Wealthier households with
higher incomes are more likely to meet financial
institutions' eligibility criteria and provide required
collateral. Asset ownership, particularly land titles
and livestock, serves as collateral and enhances
farmers' creditworthiness.

Educational attainment plays a crucial role in credit
access through multiple channels, with education,
extension services, and salaried agricultural
employment being key positive drivers for credit
access among smallholders (Kiplimo et al., 2015).
Educated farmers are better equipped to navigate
complex loan application processes, understand
financial products, and maintain proper records
required by formal lenders.

2.3 Supply-Side and Demand-Side Constraints
Recent literature emphasizes that credit constraints in
agricultural markets result from both supply-side and
demand-side factors, contrary to policy discourse that
primarily focuses on supply-side factors (Teferi et al.,
2022). Supply-side constraints include inadequate
rural financial infrastructure, high transaction costs,
stringent  collateral requirements, and lengthy
approval processes. Financial institutions often view
agricultural lending as unprofitable due to small loan
sizes, high administrative costs, and perceived risks.
Demand-side constraints encompass farmers' risk
aversion, limited financial literacy, high transaction
costs, and cultural barriers to formal borrowing, with
these factors being as important as supply-side
factors in conditioning smallholders' access to credit
(Rabbany et al., 2022). Many farmers prefer
traditional informal credit sources despite higher
interest rates due to accessibility, flexibility, and
cultural familiarity.

2.4 Credit Sources and Accessibility

Small-scale farmers typically access credit from
multiple sources with the total financial market
estimated to provide $50 billion in credit annually,
comprising $14 billion from formal financial
institutions, $17 billion from value chain actors, and
$25 billion from informal or community-based
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organizations (Mastercard Foundation, 2024). Studies
indicate that only 30-40% of small-scale farmers
have access to formal credit, with the majority
relying on informal sources such as moneylenders,
family members, and community-based
organizations.

Informal credit, while accessible, often comes with
higher interest rates and unfavorable terms. However,
informal lenders provide advantages including quick
disbursement, minimal documentation requirements,
and flexible repayment schedules aligned with
agricultural cycles.

2.5 Gender and Generational Dynamics

Gender and age significantly influence credit access
patterns, with women being more likely to be credit
constrained from both supply and demand sides than
men. Female farmers face additional barriers
including limited property rights, cultural restrictions,
and discrimination by lenders. Young farmers
encounter particular challenges, with higher rejection
rates compared to older farmers, often due to limited
collateral and farming experience.

2.6 Policy Interventions and Financial Innovations
Literature on policy interventions highlights various
approaches to enhance credit access including
interest rate subsidies, credit guarantee schemes,
group lending models, and financial technology
innovations. Digital finance in agriculture represents
a nascent technology that could help improve rural
financial inclusion, though timing and
implementation challenges remain critical factors for
success.

III. RESEARCH METHODOLOGY

3.1 Research Design

This study employs a quantitative research approach
using secondary data analysis to examine the
relationship between household economic factors and
access to agricultural financing among small-scale
farmers. The research design is descriptive and
analytical, aimed at identifying patterns and
relationships in existing data.
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3.2 Data Sources

The study utilizes multiple secondary data sources to
ensure comprehensive coverage and reliability.
Primary sources include World Bank Living
Standards Measurement Study data providing
household-level information on agricultural practices,
income, and credit access across multiple countries,
with specific focus on Kenya. Food and Agriculture
Organization databases offer agricultural statistics
and policy information, while International Fund for
Agricultural Development reports contain data on
rural finance and smallholder farming in East Africa.

Additional sources encompass academic journals and
peer-reviewed studies providing empirical evidence
from various country contexts, particularly those
focusing on Kenya and similar East African
economies (Kiplimo et al., 2015). Central bank
reports and financial sector surveys from the Central
Bank of Kenya offer data on agricultural lending
patterns and policies, while development finance
institution reports include information on agricultural
credit programs and outcomes in Kenya.

3.3 Data Collection and Analysis

Data collection involved systematic review and
compilation of relevant statistics, survey results, and
research findings from the identified sources. The
analysis focuses on household income levels and
asset ownership patterns, farm size distribution and
its relationship with credit access, educational
attainment levels among small-scale farmers, credit
access rates across different farmer categories,
sources of agricultural financing and their
characteristics, and barriers to credit access from
supply and demand perspectives.

3.4 Limitations

The study's reliance on secondary data presents
certain limitations including potential inconsistencies
in data collection methods across sources, varying
time periods of data collection, and limited ability to
control for confounding variables. Additionally, the
analysis may not capture recent developments in
agricultural finance due to data availability
constraints.
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Iv. RESULTS

4.1 Household Economic Characteristics

Analysis reveals significant variation in household
economic characteristics among small-scale farmers
in Kenya. The majority operate on farms smaller than
2 hectares, with average household incomes ranging
from $1,000 to $3,000 annually. Farm size
distribution shows 35% of farmers operating 0-0.5
hectares, 30% operating 0.5-1 hectare, 25% operating
1-2 hectares, and 10% operating 2-5 hectares
(Chandio & Jiang, 2018).

Household income levels indicate that approximately
60% of small-scale farming households earn less than
$2,000 annually, placing them in lower income
categories. Higher-income farmers earning above
$5,000 annually constitute only 15% of the small-
scale farmer population but demonstrate significantly
better access to formal credit. Asset ownership
patterns show 40% of farmers lacking formal land
titles, severely limiting their collateral options, while
65% own some form of livestock, though values are
often insufficient for formal lending requirements
(Ullah et al., 2020).

4.2 Credit Access Patterns

Analysis reveals that only 36-40% of small-scale
farmers in Kenya have access to formal agricultural
credit, while 60-64% rely on informal sources or
have no access to credit (Kiplimo et al., 2015). This
represents a significant financing gap affecting
agricultural productivity and rural development.
Access varies significantly by household income,
with low-income households below $2,000 showing
25% formal credit access, middle-income households
between $2,000-$5,000 showing 45% access, and
higher-income households above $5,000
demonstrating 70% access.

Farm size correlation with credit access shows farms
under 1 hectare having 20% formal credit access,
farms between 1-2 hectares having 35% access,
farms between 2-5 hectares having 55% access, and
farms over 5  hectares having 75% access.
Educational attainment shows strong correlation with
credit access, with farmers having no formal
education showing 18% access rates, primary
education showing 32%, secondary education
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showing 48%, and post-secondary education showing
65% (Kiplimo et al., 2015).

4.3 Asset Ownership and Collateral Effects

Farmers with formal land titles show 55% higher
likelihood of accessing formal credit compared to
those without titles. Land serves as primary collateral
for agricultural loans in most financial systems.
Ownership of valuable livestock and agricultural
equipment increases credit access probability by
35%. However, many farmers' assets fall below
minimum collateral thresholds set by formal lenders.

4.4 Credit Sources and Terms

Formal sources account for 40% of borrowers,
including commercial banks at 15%, agricultural
development banks at 12%, microfinance institutions
at 8%, and government programs at 5%. Informal
sources serve 60% of borrowers, including family
and friends at 25%, moneylenders at 20%,
community groups at 10%, and input suppliers at 5%.
Formal sector interest rates average 8-15% annually,
while informal rates range from 24-60% annually.

4.5 Supply-Side and Demand-Side Constraints
Institutional barriers show 37% of loan rejections due
to banks' unwillingness to expand agricultural
lending, 20% of rejections due to perceived project
non-viability, and 58% of financing gaps related to
long-term loans exceeding seven years (European
Commission, 2023). Financial institutions consider
agricultural lending high-risk due to weather
dependence, price volatility, and limited collateral
options.

Demand-side  constraints include complicated

procedures and extensive documentation
requirements, with farmers needing to gather land
records, income statements, bank statements, and
various permits or licenses, often discouraging
farmers from pursuing credit or causing delays in
accessing funds (Chandio & lJiang, 2018). Many
farmers avoid formal borrowing due to fear of asset
loss, particularly land, in case of loan default.
Cultural preferences for self-financing and informal

arrangements persist.
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4.6 Gender and Regional Variations

Female farmers face significantly lower credit access
rates due to limited property rights, cultural barriers,
and discriminatory lending practices, with women
being more likely to be credit constrained from both
supply and demand sides than men (Teferi et al.,
2022). Women comprise 43% of agricultural labor
but receive only 10% of agricultural credit. Young
farmers experience 40% higher rejection rates than
established farmers due to limited collateral and
farming experience.

Credit access varies significantly by region, with
Sub-Saharan Africa showing 28% formal credit
access, South Asia showing 42%, Latin America
showing 38%, and East Asia showing 52%. These
variations reflect differences in financial sector
development, agricultural policies, and institutional
frameworks.

4.7 Impact on Agricultural Investment

Farmers with credit access demonstrate 35% higher
adoption of improved seeds, 40% greater use of
fertilizers, 25% increased investment in irrigation,
and 30% higher average yields. Limited credit access
constrains agricultural
productivity growth, perpetuating rural poverty
cycles.

modernization and

CONCLUSION

This study's analysis confirms that household
economic characteristics play crucial roles in
determining credit accessibility in Kenya, with
income levels, asset ownership, farm size, and
educational attainment emerging as primary
determinants. The findings demonstrate that the
majority of small-scale farmers operate under severe
financial constraints, with only 36-40% accessing
formal credit, and that both supply-side and demand-
side factors contribute to limited credit access.

The concentration of credit access among larger,
wealthier, and more educated farmers exacerbates
rural inequalities and limits inclusive agricultural
growth in Kenya. Supply-side constraints include
risk-averse lending practices, inadequate rural
financial infrastructure, and stringent collateral
requirements that disadvantage small-scale farmers.
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Demand-side factors encompass farmers' risk
aversion, limited financial literacy, and high
transaction costs that deter formal borrowing, with
these factors being as important as supply-side
factors.

Gender and generational disparities in credit access
highlight the need for targeted interventions, with
women being more likely to be credit constrained
than men in both supply and demand dimensions.
The reliance on informal credit sources, while
providing  accessibility, often comes  with
unsustainable costs that limit farmers' capacity for
productive investment.
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