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Abstract 

Agriculture plays a fundamental role in Ethiopia’s economy, serving as the main source of livelihood for a large proportion of 

the rural population. The sector contributes significantly to employment, food supply, and income generation. Nevertheless, its 

overall performance remains constrained by several structural challenges, among which limited access to agricultural credit is 

particularly critical for smallholder farmers. This study provides a comprehensive review of existing empirical studies to explore 

the factors that determine farmers’ access to agricultural credit in Ethiopia and to examine its implications for farm performance. 

A systematic review methodology was used, drawing on evidence from peer-reviewed journal articles, institutional publications, 

and reports. The review identifies a range of factors that influence credit accessibility. These include socio-demographic 

characteristics such as gender, human capital attributes, and farming experience, as well as economic factors. In addition, 

institutional factors as well as physical factors play an important role in shaping farmers’ ability to obtain credit. Furthermore, 

the evidence consistently showed that access to agricultural credit was associated with improvements in farm productivity and 

household income. However, disparities in access persist, with women and resource-poor farmers facing greater barriers to 

financial services, thereby limiting their capacity to benefit from credit opportunities. Therefore, strengthening inclusive rural 

financial systems is essential for improving agricultural productivity, enhancing market integration, and supporting long-term 

agricultural development in Ethiopia. Furthermore, policy intervention should prioritize expanding financial service coverage, 

addressing structural constraints, and reinforcing institutional support systems to ensure that rural household farmers can access 

credit on equitable terms. 
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1. Introductıon 

Agriculture remains one of the most important sectors in the 

Ethiopian economy, playing a central role in ensuring food se-

curity, employment creation, and poverty reduction. Globally, 

agriculture continues to be recognized as a key driver of struc-

tural transformation and inclusive growth in developing coun-

tries [9, 29]. In Ethiopia, the sector contributes a substantial 

share to gross domestic product (GDP), employs the majority 

of the labor force, and serves as the main source of livelihood 

for rural households [6, 11]. Beyond food production, agriculture 

supplies raw materials to agro-industries, generates foreign ex-

change earnings through exports such as coffee and oilseeds, and 

contributes to overall macroeconomic stability [28]. 
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Despite its importance, access to agricultural credit remains 

a major constraint for smallholder farmers in rural areas of de-

veloping countries, including Ethiopia. Limited collateral, 

high transaction costs, information asymmetry, and underde-

veloped rural financial markets restrict farmers’ ability to ob-

tain formal credit [17, 27]. Inadequate access to finance re-

duces farmers’ capacity to adopt improved technologies, pur-

chase modern inputs, and expand production, thereby con-

straining productivity growth and rural income improvement 

[5]. 

According to recent demographic estimates, Ethiopia re-

mains predominantly rural, although urbanization is gradually 

increasing. The 2023 revision of World Urbanization Pro-

spects indicates that a large share of Ethiopia’s population still 

resides in rural areas and depends primarily on agriculture for 

income and subsistence [26]. Recognizing this reality, the 

government has continued to prioritize agricultural transfor-

mation as a pathway to economic development and poverty 

reduction. 

Following the Growth and Transformation Plans (GTP I 

and II), Ethiopia adopted the Ten-Year Development Plan 

(2021–2030), which emphasizes agricultural modernization, 

productivity enhancement, commercialization of smallholder 

farming, and expansion of rural financial services [12, 23]. 

The plan aims to accelerate structural transformation, enhance 

export performance, and support the country’s aspiration to 

achieve lower middle income status. Strengthening access to 

agricultural credit remains a critical policy instrument within 

this framework, as it enables farmers to invest in improved 

seeds, irrigation, mechanization, and climate-resilient tech-

nologies, thereby increasing agricultural output and improv-

ing national food security. 

1.1. Statement of the Problem 

Access to agricultural credit remains a critical instrument 

for strengthening farmers’ productive capacity and enhancing 

their contribution to national economic growth. Credit enables 

smallholder farmers to invest in improved seeds, fertilizers, 

farm equipment, irrigation technologies, and other productiv-

ity-enhancing inputs. Recent evidence from sub-Saharan Af-

rica shows that alleviating credit constraints significantly in-

creases farm productivity and commercialization [27]. In Ethi-

opia, studies indicate that improved access to rural finance en-

hances technology adoption, input utilization, and agricultural 

output, thereby supporting the country’s broader ambition of 

structural transformation and income growth [2, 17]. 

Despite its importance, limited access to agricultural credit 

continues to constrain smallholder farmers in Ethiopia. Chal-

lenges such as a lack of collateral, high transaction costs, lim-

ited outreach of financial institutions, weak financial infra-

structure, and information asymmetries restrict farmers’ abil-

ity to obtain sufficient and timely credit. According to recent 

assessments, financial exclusion remains particularly pro-

nounced in rural areas, where formal lending institutions face 

high operational costs and perceived risks [5, 18]. As a result, 

many smallholder farmers rely on informal sources of finance, 

which are often inadequate to meet agricultural investment 

needs. 

Therefore, strengthening rural financial institutions, ex-

panding microfinance outreach, promoting digital financial 

services, and designing inclusive agricultural credit policies 

are essential for accelerating agricultural development. With-

out a robust and inclusive rural financial system that effec-

tively serves smallholder farmers, efforts to modernize agri-

culture, enhance food security, and reduce rural poverty are 

likely to remain constrained. 

This study reviews determinants of farmers’ access to agri-

cultural credit in Ethiopia by systematically organizing and 

analyzing existing published research. It descriptively exam-

ines prior studies to identify, compare, and summarize the key 

determinants influencing farmers’ access to credit, as well as 

the characteristics and performance of agricultural credit sys-

tems. The review also discusses the impact of credit access on 

agricultural productivity and output, highlighting related insti-

tutional and socioeconomic factors. 

The study aims to provide a comprehensive reference for 

researchers, policymakers and lending institutions by consol-

idating dispersed findings into a single source. It also outlines 

future research directions and prospects for the Ethiopian ag-

ricultural credit system. 

1.2. Objectives 

1) To review status of the existing agricultural credit sys-

tems in Ethiopia 

2) To review the key determinants of farmers’ access to ag-

ricultural credit in Ethiopia 

3) To review the impact of agricultural credit access on 

farm productivity in Ethiopia 

4) To review research gaps and give policy recommenda-

tions 

2. Results and Discussion 

2.1. Conceptual Understanding of Agricultural 

Credit 

Agricultural credit can be conceptualized as a financial 

mechanism that enables farmers to access capital or produc-

tive resources before harvest, with repayment expected at a 

predetermined future date. The defining feature of agricultural 

production is the temporal gap between expenditure and rev-

enue realization. Farmers must incur costs for land preparation, 

seeds, fertilizer, labor, and other inputs well in advance of har-

vesting and marketing their output. This production consump-

tion lag creates liquidity constraints, particularly for small-

holder farmers who operate with limited savings and irregular 

https://www.sciencepg.com/journal/sda


Science Discovery Agriculture https://www.sciencepg.com/journal/sda 

 

78 

income streams. In this context, credit serves as a bridging in-

strument that sustains production continuity and prevents un-

derinvestment in essential inputs [3, 21]. 

Unlike sectors characterized by relatively stable and fre-

quent revenue flows, agriculture is inherently seasonal and ex-

posed to climatic variability. Income is typically realized once 

or twice a year, depending on cropping patterns, while ex-

penditures occur at multiple stages throughout the production 

cycle. This mismatch intensifies the need for short-term work-

ing capital and, in some cases, longer-term investment finance. 

As noted in rural finance literature, the absence of timely 

credit often compels farmers to reduce input application, delay 

planting, or rely on suboptimal technologies, thereby perpetu-

ating low productivity [28, 7]. 

Agricultural credit may be provided in direct monetary 

form through commercial banks, development banks, micro-

finance institutions (MFIs), and savings and credit coopera-

tives. These formal institutions typically structure loans ac-

cording to crop cycles and repayment capacity. In addition to 

formal channels, credit can also be delivered indirectly 

through value chain arrangements. For example, input suppli-

ers, traders, or agribusiness firms may provide seeds, fertiliz-

ers, agrochemicals, or mechanization services on deferred 

payment terms, with repayment occurring after harvest. Such 

embedded financing mechanisms are increasingly recognized 

as important components of agricultural value chain develop-

ment [12]. 

Beyond its immediate function of input financing, agricul-

tural credit performs broader economic roles within rural de-

velopment processes. First, it enhances farmers’ ability to 

manage production risk by providing liquidity buffers during 

adverse weather events or price fluctuations. Second, it ena-

bles producers to respond to market incentives by scaling up 

output or shifting toward higher value crops when profitable 

opportunities arise. Third, access to investment credit can fa-

cilitate asset accumulation, including irrigation infrastructure, 

farm equipment, and livestock, thereby supporting long-term 

productivity growth. 

By relaxing capital constraints, credit contributes to in-

creased commercialization, income diversification, and grad-

ual structural transformation of rural economies [1, 20]. 

Therefore, agricultural credit should not be viewed merely 

as a short-term financial transaction but rather as a strategic 

development instrument that influences production decisions, 

technology adoption, and rural economic dynamism. 

2.2. Evolution and Current Status of 

Agricultural Credit in Ethiopia 

The structure of agricultural finance in Ethiopia has under-

gone significant transformation in response to broader politi-

cal and economic reforms implemented over the past several 

decades. During the Imperial and Derg regimes, agricultural 

credit was largely administered through centralized state-con-

trolled mechanisms. Public financial institutions allocated 

credit according to government planning priorities rather than 

market based risk assessment. In practice, this system dispro-

portionately favored state farms, producer cooperatives, and 

politically connected large-scale agricultural enterprises, 

while smallholder farmers who constituted the majority of 

producers received limited and irregular financial support [4, 

22]. As a result, rural credit allocation during this period was 

characterized by inefficiencies, weak repayment enforcement, 

and limited outreach to dispersed smallholders. 

The economic reforms introduced after 1991 marked a turn-

ing point in Ethiopia’s financial sector development. The gov-

ernment initiated market-oriented reforms under structural ad-

justment programs, leading to partial financial liberalization 

and the emergence of microfinance institutions (MFIs) specif-

ically mandated to serve low-income and rural populations [14, 

27]. 

The establishment and expansion of MFIs were intended to 

address financial exclusion by providing smaller, more acces-

sible loans tailored to smallholder production cycles. Over 

time, regulatory oversight by the National Bank of Ethiopia 

strengthened the institutional framework governing rural fi-

nancial services. Nevertheless, despite the expansion of mi-

crofinance outreach, agriculture’s proportion of total formal 

lending remains relatively low compared to its substantial 

contribution to employment and gross domestic product [5, 16, 

29]. This imbalance highlights persistent structural challenges 

within the credit allocation system. 

At present, Ethiopia’s agricultural finance landscape con-

sists of multiple actors operating across formal and informal 

segments. Formal providers include commercial banks, the 

Development Bank of Ethiopia, microfinance institutions, and 

rural savings and credit cooperatives. These institutions vary 

in lending capacity, collateral requirements, and geographic 

coverage. While outreach has expanded in recent years, par-

ticularly through microfinance growth and cooperative-based 

lending models, access remains uneven across regions. 

Financial institutions face high operational costs in remote 

rural areas due to poor infrastructure, dispersed settlements, 

and limited borrower documentation. These constraints in-

crease transaction costs and perceived lending risks, thereby 

limiting credit supply [17, 20]. Consequently, a considerable 

number of farmers continue to depend on informal sources 

such as traders, moneylenders, rotating savings groups, and 

family networks to meet short term liquidity needs. Although 

informal arrangements provide flexibility and minimal bu-

reaucratic requirements, they often involve smaller loan sizes 

and limited investment capacity, which restrict long term ag-

ricultural productivity growth. 

2.3. Major Empirical Studies Included in the 

Review 

A comprehensive search for recent and relevant studies on 

determinants of farmer’s access to agricultural credit in Ethi-
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opia was conducted using major academic databases, includ-

ing Google Scholar, Science Direct, and Web of Science. 

The table summarizes key empirical studies examined in 

the review and aligns them with the determinants presented in 

the comparative results Table 2. 

Table 1. Summary of Major Empirical Studies Included in the Review. 

Author(s) & 

Year 
Research Title Geographical Focus 

Analytical 

Method 
Source / Journal 

Yohanis 

(2023) 

Determinants of Smallholder Farmers’ Access 

to Rural Credit: Evidence from Ethiopia 
Ethiopia 

Probit 

Regression 

Analysis 

Journal of Development 

and Agricultural 

Economics 

Lemane et al. 

(2019) 

Factors Affecting Farmers’ Access to Formal 

Credit Services in Rural Ethiopia 
Oromia Region 

Probit Regres-

sion Analysis 

International Journal of 

Agricultural Policy and 

Research 

Efa et al. 

(2017) 

Determinants of Smallholder Farmers’ Access 

to Agricultural Credit in Ethiopia 
Oromia Region 

Probit Regres-

sion Analysis 

Journal of Agricultural 

Economics and Rural 

Development 

Gudisa et al. 

(2024) 

Institutional and Economic Determinants of Ru-

ral Households’ Access to Formal Credit in 

Ethiopia 

Ethiopia 
Logistic Regres-

sion Analysis 

African Journal of Rural 

Development 

Shewit et al. 

(2022) 

Socioeconomic and Institutional Determinants 

of Credit Utilization among Smallholder Farm-

ers in Ethiopia 

Ethiopia 
Probit Regres-

sion Analysis 

Ethiopian Journal of 

Agricultural Sciences 

2.4. Determinants of Farmers’ Access to Agricultural Credit 

Empirical research across Ethiopia identifies several interrelated factors influencing credit participation. Although findings 

vary by region and methodology, recurring patterns. 

Table 2. Determinants of Farmers Access to Agricultural Credit. 

Independent Variables Yohanis (2023) Lemane et al. (2019) Efa et al. (2017) 
Gudisa et al. 

(2024) 

Shewit et al. 

(2022) 

Demographic Factors      

Age 0.082* -0.0174* -0.123*** -0.1091*** -0.012 

Gender 0.398 0.6845** 0.798 0.40903 0.681* 

Marital Status 0.129 -0.7307 0.304   

Education 0.000*** -0.0749** 0.133*  0.101** 

Family Size 0.953  0.464*  0.187** 

Economic Factors      

Land Size 0.417 0.889 1.27*  0.251** 

Income Level 0.725  1.11* -0.00172  

Livestock (TLU)    0.25516*** 0.109 

Diversification 0.000*** 0.1535***    

Collateral 0.001*** 0.00034    

Saving Culture 0.000***   0.0026  
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Independent Variables Yohanis (2023) Lemane et al. (2019) Efa et al. (2017) 
Gudisa et al. 

(2024) 

Shewit et al. 

(2022) 

Institutional Factors      

Membership to Credit Institution 0.027** 0.0936***    

Distance from Credit Source  -0.2237*** 0.105 -0.4203 -0.054** 

Experience of Credit Use 0.072*     

Extension Service 0.000*** 0.3121*** 0.015  0.038** 

(*, **, ***) indicate 10%, 5% and 1% significance levels respectively, (—) shows the variable was not statistically significant 

Comparative findings from empirical studies reveal that a 

number of determinants of rural credit access exhibit con-

sistent patterns of influence. In particular, age and education 

stand out as the most reliable predictors. Several studies report 

a negative and statistically significant association between age 

and access to credit [10, 15, 19], indicating that younger farm-

ers are generally more likely to secure loans. This tendency 

may reflect greater willingness among younger producers to 

take risks and adopt new practices. In contrast, education 

shows a positive and significant relationship with credit access 

in multiple investigations [10, 24, 30], suggesting that higher 

levels of human capital strengthen financial literacy and en-

hance borrowers’ credibility within formal financial institu-

tions. 

Regarding institutional dimensions, access to extension ser-

vices consistently emerges as a significant factor [19, 24, 30], 

highlighting the supportive role of advisory and information 

services in promoting financial inclusion. Similarly, member-

ship in credit-related institutions [19, 30], saving behavior [15, 

30], ownership of collateral [19, 30], and shorter distance to 

lending institutions [19, 24] repeatedly appear as significant 

determinants. These factors collectively underscore the im-

portance of institutional connectivity and asset-based guaran-

tees in improving farmers’ access to formal credit. 

Economic characteristics such as farm size [10, 24] and in-

come diversification [19, 30] are also found to exert positive 

effects in several contexts, although their magnitude and sig-

nificance vary across locations and study designs. By contrast, 

total income, livestock holdings, and previous credit experi-

ence demonstrate less stable relationships across the reviewed 

literature. Taken together, the evidence suggests that access to 

rural credit is influenced by an interplay of human capital, as-

set ownership, and institutional engagement, with education 

and extension services appearing as particularly important en-

try points for policy action. 

2.5. The Impact of Agricultural Credit Access 

on Farm Productivity 

A substantial body of empirical and theoretical literature 

demonstrates a positive relationship between access to finan-

cial services and agricultural performance. In smallholder 

based farming systems, liquidity constraints often limit farm-

ers’ ability to purchase productivity-enhancing inputs at the 

appropriate time. Access to credit alleviates these capital 

shortages and enables the timely procurement of improved 

seed varieties, chemical fertilizers, crop protection inputs, ir-

rigation equipment, and mechanized services. 

When farmers lack sufficient working capital, they may ap-

ply inputs below recommended levels or postpone critical 

farm operations, which negatively affects yields and overall 

output [25, 28]. By relaxing short-term financial constraints, 

credit improves allocative efficiency and enhances production 

intensity. 

In addition to support input acquisition, agricultural credit 

facilitates longer-term capital investment. Farmers with ac-

cess to medium or long term loans are more likely to invest in 

irrigation systems, livestock improvement, storage facilities, 

and farm machinery. Such investments increase technical ef-

ficiency and contribute to sustained productivity growth over 

time [1, 8]. Therefore, credit not only influences seasonal pro-

duction decisions but also shapes structural improvements in 

farm operations. 

Access to credit further strengthens farmers’ resilience in 

the face of production and market risks. Agriculture is inher-

ently vulnerable to climatic variability, pest infestations, and 

price fluctuations. In the absence of financial buffers, negative 

shocks can force farmers to reduce input use, liquidate pro-

ductive assets, or exit market participation. Credit provides li-

quidity that allows households to smooth consumption and 

maintain production activities during adverse periods. Studies 

in rural finance emphasize that improved financial access en-

hances risk management capacity and stabilizes income flows 

in shock-prone environments [17, 20]. 

Empirical evidence from Ethiopia supports these theoreti-

cal arguments. Micro-level analyses indicate that farmers who 

obtain formal credit tend to apply higher levels of fertilizer 

and improved seed, hire more labor, and achieve higher crop 

yields compared to credit-constrained households [1, 13]. Fur-

thermore, access to financial services has been associated with 

increased market participation and higher household income 

levels, suggesting that credit contributes to both productivity 
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enhancement and commercialization [5, 29]. While the mag-

nitude of impact differs across regions and crop types, the di-

rection of the relationship is consistently positive. 

Despite these documented benefits, a significant proportion 

of Ethiopian farmers remain credit-constrained. Persistent fi-

nancial exclusion indicates the existence of unrealized 

productivity potential within the agricultural sector. If institu-

tional and structural barriers limiting credit access were re-

duced, smallholders could expand input use, adopt improved 

technologies, and increase market engagement. Consequently, 

expanding equitable and affordable financial services repre-

sents a critical pathway toward accelerating agricultural 

growth, enhancing rural incomes, and supporting broader eco-

nomic transformation. 

3. Conclusion and Recommendation 

3.1. Conclusion 

Modernizing agriculture requires financial resources to sup-

port improved input adoption and technological advancement. 

Access to agricultural credit is therefore fundamental for rais-

ing productivity. However, a large proportion of Ethiopian 

farmers remain excluded from formal credit systems due to 

socioeconomic and institutional constraints. 

The reviewed studies show that credit access is influenced 

by demographic characteristics, education, asset ownership, 

institutional participation, and geographic proximity. Alt-

hough findings vary across contexts, the overall evidence con-

firms that agricultural credit is a powerful policy instrument 

for productivity enhancement and rural transformation. 

Ensuring equitable, affordable, and timely financial access 

for smallholder farmers remains essential for sustainable agri-

cultural development and national food security objectives. 

3.2. Recommendations 

Based on the review study findings, the following recom-

mendations are made to enhance farmers’ access to agricul-

tural credit in Ethiopia: 

1) Strengthen Rural Financial Institutions: Expand micro-

finance outreach, improve cooperative lending systems, 

and promote digital financial services to reduce transac-

tion costs and enhance rural coverage. 

2) Promote Gender Inclusive Policies: Support women’s 

participation in financial institutions and encourage in-

come-generating activities that enhance women’s credit-

worthiness. 

3) Improve Institutional Efficiency: Simplify loan proce-

dures, reduce bureaucratic barriers, increase transpar-

ency, and strengthen monitoring mechanisms to improve 

service quality and farmer trust. 

4) Encourage Further Research: Future studies should as-

sess long-term impacts of credit access on productivity, 

income, and food security, and evaluate the effectiveness 

of current financial inclusion strategies. 
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