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Abstract 
SMEs have been fully recognized by government and development experts as 
the main engine of growth contributing meaningfully to the attainment of many 
economic objectives such as output expansion, employment generation, 
income redistribution, promotion of indigenous entrepreneurship and 
technology. Ironically the area is bedeviled with so many problems, notably, 
finance. This paper attempts to dwell among other things on the problems of 
SME financing, pointing out the effects of institutional and policy change on 
bank lending to SMEs and making recommendations for more effective and 
efficient financing of the sector through available options. 

Introduction 
The general shift of focus of most developing countries and the success stories of other  

countries in the Korea Peninsula has shown that there exist a ray of hope for the realization of the 
envisaged good through small-medium scale industry development, which seems to be hope of 
developing nations. 
According to Aboyade (1983:422) there are: 

Feelings which are sometimes supported by empirical evidence that large sized 
operations can be uneconomic, inefficient, counter productive and likely to 
operate at level of dereating returns to scale. The small and medium 
enterprises are shown to be essential for the development of entrepreneurial 
skill, innovation diffusion, wider geographical spread of development and more 
equitable income distribution. 

Lewis (1977), equally enumerated the social and economic roles of small scale industries for the 
development of Nigeria as creation of employment opportunity, mobilization of local resources, 
mitigation   of rural-urban   migration   and   achievement  of more  even   distribution   of 
industrial enterprises in different parts of the country. In summary, some of the importance of SMSI are 
stated below: 

First, small-medium scale industry has tended to provide employment for substantial proportion of the 
labour-force and also accounts for a large percentage of all industrial establishments. According, to Bashir and 
OJowu (1990;4) the industrial surveys carried out in Nigeria since 1973 revealed that the small industry sector 
employs more than 70% of the labour at the artisan level, both in the urban and rural areas of the country. Thus 
given the prevailing unpalatable unemployment situation in Nigeria, the small medium industrial 
development are help to the nation's development. If the approach is properly planned, organized and 
implemented it could open up tremendous employment opportunities. The small-medium scale industry 
sub-sector would be an important solution to the unemployment problems created by under-capacity 
utilization of existing large industries, which has led to laying off of workers. Also, it would curb the 
unemployment caused by the large and continuous turnout of school leavers from our primary, 
secondary, and tertiary institutions because one of the primary objectives of SMSI is job creation. Typically, 
SMS1 provides more job units of investment than larger ones. 

Small and Medium Scale Industries utilize the economies of scale in the use of capital since capital is very 
scarce in development countries. The scarce capital could therefore be used to greater advantage in the early 
stages of developing through SMSI. ft calls into being, the capital that would not otherwise have come into 
existence since the enterprising small-medium manufacturer has to scrape together capital wherever he could 
find it. 

The importance of the small-medium scale industries could be related to large-scale industry, which 
involves a great deal of managerial and supervision skills. Such skills are in very short supply in developing 
economies. Small-medium scale industry goes further to provide industrial experience and serve as training 



ground for large number of large-scale industrial managers some of whom may eventually develop the capacity 
for managing large-scale industry. 

The establishment of small and medium scale industries helps to curb rural-urban migration. This 
phenomenon worldwide has been responsible for the uneven balance of special distribution of population and the 
attendance of social-economic problems of urban settlements. Such urban problems that become prevalent 
are unhealthy condition of the cities, disease, high crime rate-, unemployment, and squalor. The movement of 
population from rural areas to urban cities also adversely affect the vitality of the rural life since those who go 
to the towns would be mostly large proportion of able and enterprising villagers who are dissatisfied with the lack 
of opportunities for progress and advancement in the villages. 

There are also opportunities for small-medium scale industrial undertakings in even, highly industrialized 
countries to carry out sub-contracting works. That is, certain operations are carried out by small or medium 
Firms for a large parent firm which itself produces other parts, assembles and sells the products. The process to 
a large extent, would shift the centre of gravity of small/medium scale industry' from activities that compete 
with large-scale industry to activities that are complementary to it . Again, small manufacturers could respond 
quickly (and at less cost) than large-scales industry to the quickening rate of change in products, services and 
markets. The sector (SMSI) always sparks up the economy and often, is more creative, resourceful and 
innovative. The future of small and medium scale industry is seen to be bright and would continue to hold its 
strong position as a great stimulant for economic growth of the developing nations. This is because of its ability 
to generate new ideas, new products and services. The large-scale industry would increasingly be dependent 
on SMSI for supplies of its goods as raw materials. Finally, there would be raising individuals, among young 
people, more and more as small and medium scale industrialists, who would prefer to work for themselves than 
for anybody else. 

Unemployment problem exists in both the rural and urban areas of Nigeria as a result of imbalance in 
labour supply, rapid population growth rate, etc. The unemployment of labour in a 'land surplus'' economy is an 
indication of inefficiency in resource use and loss in GNP. This can bring about socio-political unrest. 
Unemployment is a social evil that must be kept at an "acceptable level" because it brings about loss of dignity, 
human suffering, poverty and family disintegration. 

The phenomena of unemployment have become a cankerworm that is capable of destroying the 
foundations of the Nigerian society, if unchecked. In a related study, Dagona (1988) observed that there is a 
strong correlation between unemployment with drug addiction, crime and prostitution.  

The unemployed are young men and women who are poor, deprived and the deformed. They are denied their 
self-worth ad basic rights. As Baikie (2002:85) puts it "there is an apparent wave of the unemployment of 
employable working force in Nigeria. It is paradoxical that a developing country like Nigeria should find 
itself in a position in which she is viable to employ and use available manpower. 

This reaffirmed by Coombs (1969:89} when he said: 

"....unemployment of engineers, for example are not necessarily a sign that the 
educational system has produced too many. For many countries, it is more likely a 
sign that the government and the economy have not yet learned how to use 
engineers or agriculturists, or architects or public health specialists in the best interest 
of national development. The sad situation is that the economic structure in Nigeria is 
geared at maintaining a high level of unemployment no matter." 

The dynamic role of small and medium enterprises as engine of growth in developing countries has 
long been recognized. For its accelerative effect in generating employment, income distribution, development 
of local technology, simulation of entrepreneurial culture. It is estimated that small and medium enterprises 
employ 22 percent of the adult population in developing countries" (Daniels, 1994). 

In Nigeria, the small and medium enterprise has been expanding especially since the mid-1980s 
following the introduction of Structural Adjustment Programme (SAP) which forced many-large enterprises 
to lay-off proportions of their workforce.  The sector accounts for about 70 percent of industrial employment 
(World Bank, 1995). 

In Nigeria, the government had, as far back as 1975, recognized the potentials of SMEs as an engine of 
growth for employment and poverty alleviation (FGN,1981-85). The Federal Government of Nigeria stated 
thus: 



Because the employment potential in agriculture is declining And because the 
growing sectors of the Nigeria economy(Mining and large scale 
manufacturing) are becoming more capital intensive, the small scale 
enterprises will be in future, the country's main sources • of employment 
generation and job expansion. 

Small and Medium Enterprises 
There have been a lot of studies carried out on small and medium scale industrial establishment in 

developed and developing countries. In his work, Adeagbo (1992,19) quoted the Committee for Economic 
Development (CED) of U.S.A where small and medium Enterprise must at least" two of the following 
characteristics - managers are also owners; owners supply capital; area of operation is mainly local; and small 
size within the industry. Also Kolawole (1992) in his essay, dealt extensively on the characteristics of SME'S in 
Nigeria. However, Kenneth Loucks (1987) and Dennis Anderson" (1982) highlighted the main characteristics of 
the Small and Medium Scale Industries as follows: 

Small and Medium Scale Industrial establishments are generally more labour-intensive than larger 
industries. The sector being labour-intensive, provides consumers goods and generate employment, being 
an efficient user of labour, 

The management of most small and medium scale industries are basically on ownership based and usually sole 
proprietorship in nature. It is difficult to divorce ownership from control. In most cases, the manager who is 
the owner, is neither a technical expert nor an able administrator. Therefore, plans are usually not 
documented for others to carry out in future, should the owner dies. Stemming from the above is an important 
characteristic of small and medium scale industries, which is the simplicity of its management. The 
industries are directly managed by the owners, who themselves take nearly all-important decisions and 
probably oversee their execution as well. It accounts for the rapidly with which decisions can be taken. On 
the other hand, the skill, ability and experience of any one are limited. 
Another characteristic of small and medium scale industry is that capital needed for its establishment is 
usually from personal 
 Poverty 

There are many faces of poverty but the most devastating attributes are powerlessness, chronic 
unemployment, food insecurity, poor shelter, poor health and limited access to basic needs like education, 
security, transportation, clean and safe water, all of which predispose the victims to frustration and 
aggressive behaviour, (violence and crime). 

The World Bank (1996:1) puts the situation of Nigeria's poverty very succinctly when it says: 
"Nigeria presents a paradox. The country is rich but the people are poor. Per capital income today is 

around the same level as in 1970 and in between over $200 billion had been earned from exploitation of the 
country's oil resource... Nigeria is rich in land, people, oil, and natural gas resources, rif more of this 
wealth had been channeled to the development of its people and to the" productive use of its land and other 
resources, then Nigeria could have been poised for promising future". 

The poverty of Nigerians is caused by insufficient resources Nigeria's poverty is as a result of poor, 
management and dishonest leadership at all levels of government. The revenue allocations over the years, 
rather than being utilized for the promotion of the welfare of the people, had been diverted to private 
coffers. This is the root of the poverty in Nigeria. 

Nigeria is abundantly blessed with enormous human and material resources that should translate 
to a good standard of living for her people. In spite of all these endowments, the poor performance of the 
Nigeria economy in many sectors is very evident. The real sector (manufacturing and agricultural) is 
performing rather poorly. While the country imports a lot of the agricultural produce that its citizens 
consume, the capacity utilization in industry is around 40%. The country's per capita gross national product 
(GNP) which was as high as $1,281.4 in 1980. declined to its lowest level of $240.0 in 1992, rising to around 
$250.0 in 1995 and $270 in 1997 (Obaa and Odusola 1999). That figure is still below $300.0 as at today. 
Nigeria therefore represents a paradox of being rich while its citizens are poor and deprived (World Bank 
1996). In this regard, Ayorinde and Uga(1999) aptly remarks that: 

The tapping of the country's rich endowment of various resources has not 



culminated improved living conditions for the majority of the people. This 
paradox is especially spectacular because a vast windfall of oil wealth 
produced such meager result. The country is groaning with problems and 
most of the people remain poor. 

The persistent poor performance of the Nigerian economy has raised genuine concerns about our quality of 
governance. Today, the economy is characterized by unstable macro-economic environment, vast 
underutilized production potentials, budget distortions, laxity in budget discipline, absence of transparency, 
inconsistency in government policy, faulty implementation in terms of duplication of votes and 
mismanagement and distortion in public sector spending priorities. The above mentioned factors have 
made government intention to reduce the level of unemployment through expansion in capacity utilization, 
and to eradicate poverty by fostering the opportunities for job creation unattainable. Ukwa (2002) noted that 
the present situation of mass poverty reflects the poor management and performance of the Nigeria economy. 

The poverty level among majority of Nigerians seems to give them special restlessness and helps to 
create a mood born out of modernity, affluence, rapid social change and violence. The psychological violence 
of sadism, exploitation make them react to events and committed to aggression. They are apprehensive 
about tomorrow which is built on a deficient foundation. The high unemployment level and poverty lead to a 
high rate of prostitution, canalization and high crime 

Nigeria has become one of the twenty-five poorest countries in the world. As a 
study by the Federal Ministry of Finance in collaboration with the World 
Bank remarks; The level of poverty in Nigeria remains high. In 1980, out 
of the population of 65 million, 17.7 million, amounting to 2#.l percent of the 
population, were adjudged poor. In 1996, with a population of 102.3 million, 
the percentage of the population estimated to be living below the poverty l in e  
had increased to 65.5 percent with the total number of the poor people in Nigeria 
amounting to 67.1 million Indeed, the poverty profile of Nigeria appears to 
be worsening. 

The UNDP's Human Development Report for 2001 places Nigeria as 148"' poorest out of the 173 
countries surveyed. The situation was marginally worse with the 2003 report, which puts Nigeria at 152 
among the 175 countries surveyed. Official statistics indicate that the national-incidence of poverty has 
remarkably risen from a modest level of 15 percent in 1960 to 28 percent in 198Q. It rose further to 46 percent 
in 195 and to 66 percent in 195 and to 66 percent in 1996. In 2001, it was estimated to stand at over 70 percent 
(FRN, 2001; Obadan 2001). 

The Youth 
A new generation, the first born in this era of post-civil war affluence, television, and the bomb, 

raised in the cities and suburbs of Nigeria, socially and economically insecure, is now coming to maturity. The 
social transformation are reflected in new public anxieties - the "troubled youth". what characteristics a 
growing majority of Nigeria youths is the youthful unrest which springs from the unwillingness of 
contemporary society to allow young men and women, to exercise the adult powers which they are 
biologically and intellectually capable. We often feel that today's youths are somehow different. 

The poverty level among majority of the youths in Nigeria, seems to give them a special restlessness. 
Unfortunately, they are first generation to grow up with 'modern' parents. This fact alone distinguishes and 
helps to create a mood out of modernity, affluence, rapid social change, and violence. 

Post-modern youth views itself primarily as part of a generation; it identifies with its contemporaries 
as a group, rather than with elders, and it does not have clearly defined leaders and heroes. Its search is for new 
form of groups and of action where decision-making is collective and arguments are resolved by ''taking them 
out". There is the search for effectiveness combined with participation. 

 



The grand psychological violence of Sadism, exploitation and deepest collective identification forms 
the new group or "movement'1. Manipulation, power relationships, super ordination, control and domination 
are at violent odds with the modern youth. Elders are viewed with mild amusement or suspicion and they are 
impatient with the 'old liberals'. 

The youths in Nigeria are the poor, the deprived and the deformed. And hence, these young men and 
women react to events. 

The youth is committed to aggression. They are apprehensive about tomorrow which is built on a 
youth deficient foundation. The high unemployment level and poverty among the youth lead to the high rate 
of prostitution, vandalisation and high crime rate. They youth in Nigeria are underprivileged. They are 
denied their self worth and basic rights with unemployment rate. 

Employment 
At independence in 1960, Nigeria's employment level was high and unemployment was, 

estimated 2% of the 19.3 million work force. Some five years later the level of unemployment started 
rising and has continued on a upward trend. In 1969, the Pearson Commission concluded that the 
failure to create meaningful employment was the most tragic failure of development in Nigeria. The 
emergence of unprecedented large foreign earnings from oil export in the 1970s brought about latent 
optimism regarding significant progress in attaining sustained and rapid economic growth, "full 
employment" and eradication of widespread poverty by the end of year 2000. Unfortunately; 
considerable macro-economic instability that characterized the Nigerian economy over the last three 
decades dashed the optimism. ' 

Figures can best illustrate the employment crisis in Nigeria. The education system turned out about 3 
million persons into the labour market in 1998/99. these consisted of 2.46 million youths from primary, 0.4 
million from secondary and 0.4 million from tertiary institutions. According to the National Manpower 
Board (NMB), the labour market could barely absorb 10% of this output. Unemployment is highest among 
secondary school leavers living in urban areas with an estimated unemployment rate of 60% recorded between 
1989 and 1993. 

Table 1 ^Enrolment ad Turnout from Nigerian Schools (1993-1.999) 
Year 
/Institution 

1993 1994 1995 1996 1997 1998 

University 
Enrolment 
Turn-Out 

227,999 

44,627 

236,261 
46,454 254,121 

58,239 

862,619 
N/A 

862,619 
N/A 

941,329 
N/A 

Secondary 
Enrolment 
School 
Turn-Out ' 

4,032,083 

455,204 

4,451,329 

456,791 

4,448,99 

551,755 

5,389,619 

5,389,619 

5,389,619 
N/A 

5,795,809 
N/A 

Primary 
Enrolment 
School 
Turn-Out. 

15,870,280 
2,128,157 

16,190,078 
2,301,028 15,741,078 

2,503,51 

19,794,082 
N/A 

19,794,080 
N/A 

22,473,886 
N/A 

Source: Federal Ministry of Education and National University Commission. 
According to the Central Bank of Nigeria, the low rate of open unemployment should be treated 

with caution as this could be attributed to the burgeoning size of informal sector activities, even though most 
of those engaged in such activities are underemployment. See Table 2; 

 
 
 
 

 



Table 2 : Annualized  Unemployment an d Underemployment Rate ( %) 
 % UNEMPLOYMENT % UNDEREMPLOYMENT 
YEAR NATIONAL URBAN RURAL NATIONAL URBAN RURAL 
1986 5.57 10.3    4 . 5 3     
1987 6.23 9.83 5.20    
1988 4.75 8.08 4.28    
1989 4.25 8.38 8 . 3 5     
1990 3 . 3 8  5.73 2.85    
1991  3.58 5.18 3.20    
1992 3.50 4.83 2.98 18.3 11.6 25.1  
1993  3.37 4.02 3.23 18.8 15.5 22.0 
1994 1.95 3.0 3  1.83 16.4 12.7 20.2 

1995 1.9 3.6 1.6 14.7 9.3 20.1 
1996 2. 4.4 2.4 15.9 11.4     20.4 
1997 3.4 5.7 2.8 1 3 . 7 _  8.8 18.6 

Source:  Unemployment figure for the years   1986-1994 were obtained from  Federal Office of 
Statistics (1996), Socio-Economic Profile of Nigeria. Unemployment figures for the year 1995 - 1997 ' 
and underemployment figures    1992-1997 are sources from FOS (1997), Review of the Nigeria 
Economy. 

Studies conducted by Federal Government on Strategies for Mass Employment Creation in 1985 
discovered that the unemployment in Nigeria has the following features. 

• Over 70% of the unemployed are relatively unskilled primary and secondary schools 
leavers between the ages of 13-25 years. 

• Graduate unemployment which hitherto was unnoticed had emerged and was growing 
rapidly. 

Employment Generation 
It is a truism that the rapid industrialization of any economy must effectively start with 

small-scale industries that can effectively utilize local raw material. Much importance is attached by 
the various governments to the development of Small Scale Business because of the important role they 
play in the industrialization of a country. 

There is a substantial body of opinion, which holds that the main objective of industrial 
development policy in the developed countries (LDGs) should be the encouragement of basic needs of 
their people. The role of small scale business can be summed up as providing a productive outlet for 
enterprising and independent minded people, offering an efficient form of business organization in 
industries where optimum size of the production unit or the sales outlet is small, often producing 
specialist supplies to large companies and providing an important source of innovation in products, 
techniques and services. Perhaps more importantly, small firms provide the means of entry into 
business for new entrepreneurial and technological talent and forms the sea bed from which new and 
large companies will grow. 

Employment Generation 
It is undoubtedly accepted that small scale business forms the bedrock of any nation's 

industrial take-off. Small-scale industries provide more employment per unit of capital invested 
because they are generally more labour intensive. 

Employment generation is a dynamic concept, referring to the ability of a system (an 
establishment) to offer more and more employment opportunities (throughout its life time) to people in 
search of work. Depending on which is cheaper, producers would employ either more capital or more 
labour. Given the Nigerian situation, employment will go for more labour. Herein lies the theoretical 
basis of the expectation that small business in Nigeria, if properly organized, could open tremendous 
employment opportunities. Small-scale business can be used as an instrument for growth in output and 
employment. 

According to the National Manpower Board, formal sector employment was estimated to be 2.1 



million in 1990 and 4.4 million" in 1999. The formal sector employment constituted 9% of total 
employment in 1995 and 11.3% in 1999. 

As the incapacity of the formal sector to create employment has shifted the burden to the 
informal sector, three main trends emerged: 

• Workers are losing their employment in the modem sector as a result of government  
expenditure cuts in the public sector and stagnation of the private sector. 

• Low paid workers in the formal sector had been driven below the poverty line. 
• SMEs provided a variety for household enterprises, resulting in goods produced and services 

rendered. These activities created employment and income, in particular, to people who 
would otherwise lack the means of survival. Official surveys from Federal Office of Statistics 
(FOS) indicate that 95% of the workforce in 2002 is employed in the SMEs. 
The importance of the SMEs sector is very apparent against the ailing Nigerian economy. For 

example, the victims of massive retrenchment arising from the low capacity utilization in the large sector 
now find succour in the informal sector. 

The role of the SMEs as the engine of growth, the source of providing social and economic 
succour to the economy and the community of the poor is preferred than the promotion of 
employment in the large scale enterprises which requires high capital investment per work place and thus, 
total capital requirement would far exceed the resources available at the disposal of the government. 
For these and other reasons it is certain that the burden of- employment generations will fall in the small 
and medium scale enterprises where incomes of labour are relatively low. 

Recommendation 
The Small and Medium Industries Equity divestment Scheme (SMIEIS) was launched by 

President Obasanjo in August 2001. The Scheme requires all Banks to set aside 10 percent of their profit 
before tax for the promotion of small and medium scale industries in the country through equity investment. 
With the adoption of this private sector — led development strategy, it is expected that the flow of funds 
to this vital sub-»sector of the economy will increase. Unfortunately, three years after the launching, 
many people are not aware of the scheme. The CBN should mount an awareness campaign and to monitor 
the scheme to ensure its success. 

2. The unstable microeconomic environment and lackluster performance of the economy along with 
non-accommodating monetary policies of Government makes sustainable growth (SMEs) an 
unachievable task. Government must ensure price and exchange rate stability and introduce 
appropriate incentives to stimulate growth of small and medium scale enterprises. For instance. banks 
should be encouraged to lend medium to long-term to SMEs at concessionary interest rates. 

3. Infrastructure: The poor state of public infrastructures is widely and rightly acknowledged as a 
major constraint towards the growth and development of SMEs. While the importance of 
infrastructures  is recognized at all  levels, neither government nor communities have paid 
sufficient attention to the debilitating impact of poor access to safe water, good road network, 
Also, most rural communities lack electricity, a major deterrent to the establishment of SMEs in 
the rural areas. There is a need for a systematic programme of equitable spread of basic 
infrastructural facilities or meaningful growth and development of SMEs. Government should 
ensure that there is great improvement in the functioning of existing social infrastructures and 
provide for areas lacking. This should include good road networks, constant power supply, 
availability of good drinking water, health services and telecommunication at affordable rate. 

4. The people must be empowered to take charge of their own development. They must be able to 
identify, develop and control their resources, acquire appropriate knowledge and skills to enable 
them utilize their local resources to meet their need, have access to economic activities and 
apply their knowledge and skills to productive activity. This requires a technical education 
system tailored towards the development of simple technology and equipment for the use of 
SMEs taking into consideration Local raw materials. Furthermore, the Industrial Research.  
Institutes and Development Centres should be well funded. The centers should be made to 
actually perform their roles of consulting, extension, research and development, information 



gathering and dissemination to SMEs. 

5. Research and development results should be commercialized rather than being "left on the 
shelves. " 

6. Ultimately, the success of SMEs in generating employment opportunity in Nigeria depends on " 
the government for the responsibility of managing the system as a whole rests with the Federal 
Government. It must be ready to point the direction and provide the leadership and support to 
move the nation forward. 
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