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Abstract

Small and Medium Scale
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r their development
e sector 10
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due to lending con
nance institutions should 1
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access to the vari
constraint is primarily
recommends that formal fi

borrow as much as they need to increase

1. Introduction
The creation and development of small an
impetus to the growth and development 0

d medium scale enterprises (SM Es) have provided essentis|
f many countries particularly developed countries such 3

the United States of America, the United Kingdom, France, and China. In such countries, SMEs
consist of over 98 per cent of the entire businesses and play 2 part in more than 65 per cent of
employment opportunities, thus contributing over 50 per cent to the Gross Domestic Product (GDP)
of those regions (Deen, 2003). SMEs also play significant role in producing import substituted
machinery, mitigating rural-urban drift, producing specialised items in small quantities to meet
diverse needs, mobilising local resources as well as encouraging technological development and
innovation (Ogunleye, 2000). Fashola (2013) opined that the SME sector is the main driving force
behind job creation, export earnings, poverty reduction, wealth creation, income redistributi;n and
apart from contributing to efficient allocation of resources. Thus, the
large firm growth because SMEs are more labour
In the sector, 27 per cent employ less than
bout 18 per cent employ less than 100
stered businesses

all businesses &
f total

reduction in income inequality,
expansion of SMEs boosts employment more than
intensive (Onakoya, Fasanya and Abdulrahman, 2015).

20 persons, 22 per cent employ less than 50 persons while a
persons (World Bank, 2010). In addition, SME:s also constitute 95 per cent of regi

in the world. Particularly in the European Union, its constituted 99.8 per cent of
well as employing around 76 million people which represents around 67.4 per cent 0

employment in 2010.

ith less than
Nigeri2
nking
alerﬂl

In Nigeria, SME i

: cf : :“ Sd E§ ha;'e perfonncd' poorly in terms of contribution to the nation’s GDP w

Burzau e T-s‘:!“ t ;ﬁ(!) lf;ict that it constitutes over 70 per cent of businesses in Nigeria (
atistics, ). The reasons for thi po

oo r this poor f 1

ol e are _ poor performance are attributed to poor ba

he arcas of inadequate financing, advisory services, interest rat and coll
, interest rate
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other challenges apart from poor banking
5.

enl? frastructural facilities. inakit: gk
"‘mtn ., weak o e i ‘_ S mability of (he SMEs (o transform ideas into reality
r”fof finished goods, restricted accesg I .

and, dimcull n input OCUreme
plem after the death of their owners. Y put procureme
[0

acilities are shortage of skills among the

nt, and

of this paper 1hcrcij0rc‘ 'S 10 examine SMES ACCess to finance and economic growth in
e C?"CCThC subsequent sl;:lc ‘I‘::;fg"&";.ogwlrcvncw of related literature: explication of the
Nigcna;ristics (,1‘SMES2' PrO. .c i ofSM::: : l:S accc'ss to finance in Nigeria; government policy
chﬂraqu Gnancing I Bgema; ralss S in Economic Gro

fin

| . wth: conceptual framework on SMEs
.. and recommendation and conclusjon.
3 25 10 {inanc¢,
aCCL.. |
ept of Small and Medium Scale Enterprises
g € onc
ging 1© U7 (2011), carly scholars viewed SMEs ag entreprencurship based on the functions
ccor Ju

form which include; inventor, imitator, innovator, or more appropriate
erl0

ey P ver. Odunayo (2015) describes an entreprencur as one who co

g lo\\‘c . . . .« .

jaker 11 others to the economy by virtue of innovation and realising ne
> than

pore

eation of @ new product, a new method of production, the openi
jvolve df’ new source of supply, or a new organisation of industry w
capture of a vealth for owners and the employed. No wonder, SME is defined in terms of assets,
esources 10 “ 1‘1 umber of employees depending on the level of a country’s development (Aruwa,
qalues and the sre. 2000). Carpenter (2003) also includes various combinations of the following:
2009: onwulml . c;s financial strength, sales value, relative size, initial capital outlay and types of
qumber of Cnﬂz ?gang’ and AJkpong (1992) stressed the indicators prominent in most definitions to
indus(ljr,\". :‘;T:’fmpiml investment (fixed assets), value of annual turnover (gross output) and number
include, 12 i

lofpaid employees.

ly as a calculated risk
ntributes significantly
w combinations which
ng of a new market, the
hich all aims at turning

i ala (2013) observes that SMEs are businesses that employ
p—— le:l'efls, Jo(srg)h,ct?p};zyac?: llx(nder(the A)ustralian Fair Work Act (2009) to fewer than 500
p—— tE::nUS The European Union Commission (2003) defines medium businesses as
CmPIOYf:CS un:iz; te;pIO)" not fewer than 250 persons, and not more than 50 million Euros turover
Z;tic/msse“;n annual balance sheet total not exceeding EUR 43 million.

Atinstitutional levels, the World Bank (2006) describes small ent.erpnsczls. as tl;z:cwnrli\sf;\}/;rv Lh?:wse(:
staff members and annual turnover up to 3 million QS dollar.s Yvhlllj gn(;: lnll;rrr; s ::e o e Al
than 300 employees and annual turnover not exceeding IS' million zual t.u "
Central Bank of Nigeria (1993) views SMEs as enterprises whose anN. e o o
£500,000. The Federal Ministry of Industry’s guidelines to tbc dcfur(;c(l)ool;ixcmdmg i
and Industry defines it as one with a total cost of not excecdmg #5(; ;d RN o i
including working capital. The National Economic Reconstruction uni,cs i Ma—
for smalI—scalc industries at 10 million. Section 37b (2) of the Compa
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al turnover of not more than 2 Million .

of 1990 defines a small company as one with an ann & Nyong, 1992). Small gn

asset value of not more than 1 million naira (see Ekpenyong e | ediy

Industries Equity Investment Scheme (2003) ViCWS'SM.ES e enter;:'nse ‘Z",l: Z; :)otal Capltifl Of pg
less than M 1.5 million but not exceeding #200 million including working ;01())1 a ‘_lt €xcludip oy
of land and or with staff strength of not less than 10 and nqt more than ! - Nationa] Coungj of
Industries in Nigeria also refers to SMEs as business enterprises whose total costs, excluding lang
is not more than two hundred million naira (N200, 000,000.00) only (Onugu, 2005),

3. Characteristics of Small and Medium Scale Enterprises in Nigeria

SMEs can be recognised by their characteristics as observed by Onqunere? (2900) and citeg by
Nwachukwu (2012) where the study identified 21 characteristics of SMES in nge.na as follows: Poor
capital structure; inaccessibility to international market; labour intensnvc.: production processes: high
mortality rate; poor access to vital information; over-dependence on' |mpor.ted raw materig|g and
spare parts; lack of succession; use of obsolete equipment and inefficient technology: poor
managerial skill; absence of research and development section; poor inter and intra-sectiOnal
linkages; high cost of funds and bank charges; poor management of financial resources; low
entrepreneurial skills; concentration of management on the key man; little or no training for their
staff; limited access to long term funds; poor product quality output, high production costs; lack of
adequate financial record keeping; and poor documentation of strategy and information systems,

Discussing the nature of SMEs which falls under the characteristics of SMEs, Odubanjo (2000)
itemises the following as the nature of SMEs: they exist in the form of sole proprietorship and
partnership, though some could be registered as limited liability companies; management structure
is simple thus decision-making is easy; ownership and management fuse together in one person or
few individuals; relationship between employer and employees is largely informal: operate in many
areas of economic activities e.g. manufacturing, transportation, communication, etc; majority are
labour intensive, requiring more human capital per unit of production: technologies involved are
always very simple; limited access to financial capital, (suffer from inadequacy of collateral); make

greater use of local raw materials; and enjoy wide dispersal throughout the country by providing a
variety of goods and services.

4. Problems of Small and Medium Scale Enterprises in Nigeria

The problems of SMEs can be linked to its characteristics. These problems can be examined firs!
from the government and regulatory bodies” point of view such as inconsistent government policics:
lack of essential services and infrastructures; inadequate security; incidence of multiplicity of
regulatory agencies and taxes. Secondly from the financial institutions point of view is the problem
of inaccessibility to source funds (Adelaja, 2013). The international conference on “supporting
growing business in Africa: a challenge for the 21+ century” organised by Wottingham Business It
Nairobi, Kenya in March 1998 identified the following barriers to business (includiig SMESs) growlh
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However: Duru (2011) describes the challenges faced
owever;

1.

iil.

Iv.

Vi

Vil.

g strategies; and entrepreneurial incompetence (Nwoye, 2011).

by entrepreneurs in developing countries as
¢ as follows:

Lack of Credlf Famh“?& It is obvious that most entrepreneurs undergo lots of stress in
accessing Cf'ed“ for their enterprises. Despite the availability of financial institutions meant
to offer business loans, entrepreneurs get discouraged due to the collateral conditions and
high interest rates banks and other lending institutions charge on loans.

Inconsistent Government Policies: It is so unfortunate that entrepreneurs have no power over
governance. However, they can nfluence government policy with respect to enacting
favourable business laws by possessing a political power and huge resources or fighting the
ever changing policy of the government, keeping an intense look at government laws and
promptly adjusting their businesses to align with the policies.

Multiple Taxation: Entrepreneurs have the responsibility of paying tax to the government but
most of these taxes paid are unlawful and indirectly increase the cost of operation. Although

Nigeria's Companies Income Tax Act (CITA) has approved only 39 taxes and levies, there

are over 500 various levies and taxes that are imposed by state and local government agents.

Inefficient Infrastructural facilities: Establishment of business enterprise requires the

availability of certain infrastructure such as good roads, water, electricity and the likes for

efficient production and services. In cases where the existing infrastructure have deteriorated

or are even absent, the cost of doing business and accessing credit from banks will

enormously rise.

Insecurity issue: It may be difficult to establish or run a successful business enterprise in a

situation whereby security of lives and properties are not guaranteed. Arizona (2009) was

reported to have claimed that Nigeria has become a den of kidnapping, resulting in incessant

hostage taking and unjust harassment.

Poor planning: Individuals who have successfully managed major dealings are aware of the

fact that success mostly come as a result of hard work as well as systematic and strategic

planning. Therefore, any venture that lacks proper planning is bound to fall in a very short

period of time.

Lack of patronage for local products: Most citizens have negative attitude towards goods and

services produced in Nigeria and this may lead to collapse of the business.

5. Small and Medium Scale Enterprises Access to Finance in Nigeria

Access to formal finance is often confused with participation in various formal finance institutions,
& well as government and other agencies finance programmes. Access to finance is defined as ability
10 be able to borrow from a particular source. This is often measured by the amount that it can be
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s said to have a positive access. If the Mtion,
A sector is credit constrained when j; | ty
e and Zeller, 2001). SMEs i \;

S

ack\
. h gel’ja
dit because they cannot bor,

strained because s
of fy
nhm

borrowed. If the amount is positive, the sector i
negative, the sector is said to have a negative access.
access to credit or cannot borrow as much as it wants. (Diagn
have different sources of finance but they lack access t0 this credit
much as they desire to carry out their operations. Thus, they are credit con

financial institutions lending conditions.

f finance include informal and formal sources. According to Gbandi and Amisggy

nsist of money lenders, landlords, friends, relations, ¢, oy
cieties), esusi, also known as @0 among the Yorubas_ inug
usas, dashi among the Nupes anq et
€

2017). The formal finance Sector
S

SMEs sources 0
(2014), the informal finance sources €O

and savings associations (co-operative O
or atu among the Ibos, osusu among the Edos, among the Ha

among the Ibibios (Okorie & Miller, 1976; Tjaiya & Afolab.i, 5 :
made up of formal finance institutions such as the deposit money banks, microfinance bans,

international development agencies, etc. Ekpenyong and Nyong (1992) hypothesised that in Nigerig,
rms rather than SMEs probably because they are g,

financing of firms is skewed towards large fi o
inclined to the funds of the informal sector. The major gap in Nigeria's f‘_“ ustrial developme,
process is inadequate long term fund and in some €ases short term finance for the SMg,

(Olorunshola, 2001).
The financial system in Nigeria is not in short supply of liquidity, but banlfs'have \been very reluctan;
to grant loans to SMEs, because SM Esare regarded as high-risk due to tl'lelr mfo'nnal nature; inability
to prepare bankable business plans; poor record keeping; lack of security réqmred for conventigng)
collateral based bank lending; and discriminatory cultural practices which hinder transparency
(Segun, 2012). Thus, the inability of SMEs to raise sufficient funds are usually linked to their lack
of collateral, poor financing report, no feasibility report, the risk associated with such business and
also the inability to raise the required equity contribution (Ojo, 2006). Ango (2011) rightly noted that
due to poor funding by formal financial institutions that SMEs usually raise their finance through
informal sources which includes: personal resources through savings, borrowing from families and
friends, partners or business associates, informal financial markets comprising of individuals and

group, including pool fund groups and co-operative societies.

etic that SMEs’ access to finance sources need

The state of financing of SMEs in Nigeria 1s s0 path
their operations and contributions to Nigeria’s

to be improved to enable them to borrow to improve

GDP.

nt Policy on Small and Medium Scale Enterprises Financing in Nigeria
and credit institutions have been established by the government

address this funding challenge and promote the development of
SMEs in Nigeria. Some of these initiatives include the execution of a comprehensive national SME
ablishment of special intervention funds like setting up of industrial estates 10
ts and schemes for SMEs. Other initiatives are Bank of Industry (Bol),

6. Governme
Over the years, several initiatives
and its agencies at various levels to

policy through the est
reduce overhead cos
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!

B ion fund/schemes for SMEs; the S
‘ I"tcrvnunity Banks (CB) now Microfinance Bap

;:ll dScale Industry Credit Scheme (SSICS), the
P S, development of SME national database by the
]qational Bureau of Statistics and a host of others (Segun, 2012). Government also facilitatcsyand

arantees C)flerflal ﬁnance“by the World Bcfmk. African Development Bank and other international
ﬁnaﬂCial insmunons]iSan:s]\l/; 2(?03). It also 1.ncludcs Small and Medium Equity Investment Scheme
(SMEEIS)' the Small and Medium Enterprises Credit Guarantee Scheme (SMECGS), etc. In the
19805, panks were mandated to .set up t?ranches in the rural areas. The objective of this policy was to
prove SMEs access to financial services (Soludo, 2008).

7. Roles of Small and Medium Enterprises in Economic Growth

ysman (2001) observes t.hat small scale industries are recognised worldwide as catalyst to economic
gevelopment, while ESSICP (2‘001) also posits that small scale industries are useful in mobilising
small savings for productive investment and enhancement of the industrial capital formation. In a
country with low level of savings such as Nigeria, small and medium scale industries are ideal for
the mobilisation of resources for economic development. Besides, Odubanjo (2000) and Nnanna
(2001) assert that SMEs assist in the achievement of improving rural infrastructure, living standard
of the rural dwellers, utilisation of local resources, employment generation, output expansion,
yransformation of indigenous technology, production of intermediate goods, increases the revenue
pase of the government and so on. Therefore, SMEs impact on the development of any economy
range from employment generation, technological acquisition, capacity building, technological
industrial development, growth promoting, structural transformation of rural areas, Increase in
standard of living, serving of large -scale industries and export promotion. Thus, SMEs can promote
industrial and economic development through the utilisation of local resources technology
(Carpenter, 2003; Adelaja, 2013).

In another submission, Oduntan (2014) itemises the role of SMEs in economic development as
follows:

i.  Capacity building: SMEs provide platform for training of indigenous entrepreneurs which
drives the wealth creation process at all levels. It has even been established that SMEs are
nursery of entrepreneurship where individual creativity and innovation are the driving force.
Therefore, they may be the university where vast majority of entrepreneurs receive training.

ii. Employment generation: SMEs have the capacity to generate employment as their mode of
operations is more labour intensive. Their labour intensive nature is much higher than that of
large enterprises. It has also been observed that more jobs per unit of investment capital and
per unit energy consumed are created worldwide by SMEs than large scale enterprises. They
therefore helped in solving the problem of unemployment ift many countries.

1ii. Promoting growth: In like manner, SMEs by its nature are such that they are involve'd in
primary and secondary economic activities that depend heavily on locally sourced materials.

As such they achieve high value added operations which is a key role in the growth and

development of any economy.
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1v.

Vi.

VII.

VIIL.

asily be located in rural areas because they cap Surviy
Consequently, they serve as major facilitatqr o
1 T

t and thus have the capacity to stem rural-yyp,
n

Industrial dispersal: SMEs could ¢
on rudimentary industrial infrastructure.
industrial dispersal and rural developmen
conjuration. . ;

MEs output serves as intermediate of Semi.

R i is, th enerate mutual industria] |;
processed goods of large scale firms. By this, they & al linkage,

between local producers of raw materials and large industrial concerns. - |
Technological/industrial development: SMEs hav'e short-téltr.m gelstatlon. period and high
potentials for quick yield on investment. They provide Prqmlslng a te.matlves for COUNtrig
that desire the fast option of industrial development. This 1 possible in mgst cases becayg,
the technology used is less complex and can be handled and manipulated by the

entrepreneurs.
Technological acquisition: Small-scale indus

of local skills and technology acquisition throu

a concept adopted by a part of Nigerians, is a € ‘
acquisition and this gives impetus to rapid developmer‘lt in the econom).:, .
Poverty alleviation: SMEs play a vital role in reducing poverty and inequality among the

citizenry. This is not unconnected to the affordable and relatively low capital requirement for
its establishment. It also engages both skilled and unskilled workforce thereby creating a

means of livelihood.

tries provide opportunities for the developmep
gh adaptation. The Aba made goods syndrome
lear manifestation of such technologica)
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conceptual Framework of SMEs Access to Finance and Economic Growth in Nigeria
8. Access/ Sources to Finance

Personal Savings

Borrowing from Friends,
an-u l.es ooperafive
Societies

s and Advances

Government Funding

o A A
Growth” of Small and
Medium Scale Enterprises
Skill acquisitions, product
quality; financial record
Economic Growth keeping; improyed
managerial skills,
Employment ; Generation, purchase of raw materials,
technological dcquisition; industrial capaljity building, etc
development;
Poverty Reduction

Source: Authors’ Conceptualization, 2020

The above diagram shows a schematic flow of finance from both the informal sources (personal
savings, borrowing from friends, families and cooperatives societies) and formal sources (banks and
government funding) to the SMEs that will impact on their skills acquisition, product quality;
improved financial recording, capacity training, purchase of raw materials, etc. which will lead to
increase in their contribution to economic growth of the country in areas of job opportunities,
industrial development, poverty reduction, etc.
However, the achievement of the improved contribution of SMEs to economic growth of Nigeria is
based on the following assumptions:

1) improved access to formal sources of finance;

i) adoption of a subsidised interest rates;

i) improvement in infrastructural facilities that will reduce cost of production:

v) relaxation of laws and regulations that inhibit development of SMEs in Nigeria; and

v) the credit must not be diverted to other uses than their business.
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9. Recommendation and Conclusion o
: : i ving stan \

SMEs assist in the achievement of improving rural infrastructurc, living : dard of the Nury
eration, output €xpansion, transfo'mation :

0

ilisati nt gen

wellers, utilisation of local resources, employme . |
dwellers, d increases in the revenue bage of
e

indi duction of intermediate goods an .
indigenous technology, pro SMEs in Nigeria are multi-faceted such as inadequat
e

illing

government. However, problems bedevi . ads that

capital and inaccessible credit facilities. This study therefore Techiithy SMEs shoulq y,
al institutions to allow the sector to boryg,, @

granted financial access by encouraging formal financi ; : ox il
much as they need. This can be achieved by relaxing lending requirements Sin e they are the larges(
financial support to SMEs should be Monitoreq to

lenders in the economy. Besides, government : ‘ '
ctor and 1ncrease their contributiong %

avoid diversion so as to boost the operations of the se

economic growth of Nigeria.
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