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Abstract 
This study seeks to analyze the importance of small-scale industries and 
their impact on the economic development of Nigeria.  In order to analyze 
effectively the relationship between small-scale industries and economic 
development, certain secondary data were drawn from official sources like 
Central Bank of Nigeria (CBN) Reports and Bulletins. The variables used 
were: loan to small-scale industries, interest rate, inflation and loan to 
manufacturing industries. Ordinary Least Square method was used to 
analysed the data. The result of the analysis indicated a high correlation 
between the independent variables and the dependent variables. This implies 
that small-scale industries have a positive impact on economic development. 
It is recommended that more incentives in form or tax holidays should be 
given to small scale industries. 

 
Introduction 

The role small-scale industries play in economic development of any nation cannot be 
overstressed. Small-scale industries constitute the bedrock and indeed the first step towards the 
development of giant industries. In all countries small scale industries provide employment for a 
substantial proportion of the industries establishment. It has strategic role to play in the economic 
development of industrially less advanced countries and remains important in the economies of the 
more highly industrialized nations. The basic objective of this study is to analyze the impact of the 
small-scale industries on the Nigerian economy in terms of economic growth. 
  

There is no universal definition of small-scale industry rather there are various definitions. 
Each country tends to derive its own definitions based on the role small-scale industries are expected 
to play in that economy even though their characteristics are universally recognized. They are 
characterized by simple management structure that combines ownership and management in one 
office. Small industries are largely limited by their access to financial resources. Given their intensive 
use of local raw materials they are widely dispersed in any given economy. Varying definitions 
among countries may rise from differences levels of economic development in parts of the same 
country, Sule (1986). For instance, a firm can be regarded as micro or small in an economically 
advanced country like the United State or Japan, given their high level of capital intensity and 
advancement in technology but may be considered medium or even large in a developing nation like 
Nigeria. Definition can also change over time due to change in price level, advancement in technology 
or other variables. 

 
 In July 2001, the National Council on Industry (NCI) at its 13th meeting in Makurdi, Benue 
State reviewed the previous definitions adopted by several financial institution in the past and adopted 
the following classification of industrial enterprises. 
Micro/Cottage Industry: is an industry with total capital employed of not more than N1.5 million 
including working capital but excluding land cost and the labour size of not more than 100 workers. 
Small-scale industry: Is an industry with total capital employed of not more than N150 million and 
not less than N1.5 million including working capital but excluding cost of land and with a labour size 
of 11-100 workers 
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Prospect  for Small Industries Development 
Nigeria is blessed with vast natural resources including oil and gas, solid minerals already 

confirmed to exist in commercial quantity, with a large human population, forming a very big market 
and substantial idle capacity in all industrial sectors (CBN 2000). Many small-scale enterprises have 
been established since the 1980’s due to the initiation of the situation of the structural adjustment 
programme (SAP) during IBB’s administration, one can say it is a good sign of a future vibrant 
industrial sector particular the small-scale segment. However, a property organized and focused 
development programme for the small-scale industrials in a potential investment friendly society like 
Nigeria is likely to achieve the long-sought industrial transformation, which eluded the large-scale 
capital intensive industrialization programme. Small-scale industrials development can be used for 
achieving the objectives of poverty alleviation programme of the government given that they are 
highly labour intensive.  

 
Economic Significance of Small-Scale Industrial and Countries Experience 

The role of small-scale industry cannot be overlooked because several instances show that it 
plays an important role in the economic development of many nations. There are also different 
literatures to back the important of the small-scale industries in economic development. “The 
development of manufacturing industries requires heavy investment in social overhead capital 
including land, transport, electricity, pipe born water among others for technical reasons, these form 
of investment are indivisible, their minimum size is very large and therefore require a lot of capital. 
They also have long gestation period and to make this heavy investment worthwhile, there must be a 
simultaneous development of producer and consumer goods industries so that the initial excess 
capacity of the roads, railways and power stations is quickly utilized, if several industries developed 
simultaneously. The same law will apply i.e supply would create demand. The complementarities of 
demand would reduce the risk of finding a market. Reducing such interdependent risk increases 
naturally the incentive to invest, Rosenstein Rodan (1961). 

 
 According to Obitaya (2000), the deputy director research department, Central Bank of 
Nigeria (CBN), small-scale industries are noted for their job creating power. They pay an important 
intermediating role and foster strong industry linkages with positive economic and social implications 
and diffusion of techniques by producing inputs and services for the large-scale units, the domestic 
and export market. Small-scale industries play a major role in building entrepreneurial and managerial 
skills as a basis for efficient indigenous investment and management of industry Kilby, (1988). 
 
 To further support this, there is a global trend in “down sizing of enterprise”, multinational 
enterprises have continued to shift focus of activity away from the giant vertically integrated 
cooperation which dominated production in the 1950’s and 1960’s towards small-scale industries to 
gain competitive advantage. Reflecting on countries experience, small-scale industries employ more 
than 50 percent of the industrial work force in Colombia, India, Kenya, Tanzania and Zambia as well 
as Indonesia and the Philistines.  In the European Union (EU), small industries are the real job 
creators, accounting for 99.9 percent of 11.6 million enterprises, 72 percent of employment or the 
80.7 million turnover in European Union Tohmatsu, (1995), small-scale industries were equally 
responsible for more than 50 percent of total employment in Canada. 
  

In the 1988 business census conducted in Nigeria by the Federal Office of statistics (FOS), 
small-scale industries were estimated to have constituted above 70 percent of the of the 220,000 
industrial establishments surveyed an accounted for about 70 percent of manufacturing output. 
 
Constraint of Small-Scale Industries 
 Both large-scale and small-scale industries in Nigeria perform some similar activities like, 
assemble finished goods and depend critically on important raw materials. Both large and small 
industries suffer from the limitations and constraints listed below: 
1. Infrastructural Constraints: Nigeria is known for its poor and lack of adequate 

 infrastructural facilities. Inadequate provision of essential services such as 
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telecommunication, accessible roads, electricity and water supply constitutes one  of the 
greatest constraints of small-scale industry development. 

2. Restricted Access to Credit Facilities 
One of the major needs of small scale industries is finance, that is for establishing production 
plants, Upgrade technology and increase capacity etc. however, finance/funds has been 
recognized as the major problem of small industries. 

3. Dispersed Nature of Small-scale Industries 
Small-scale industries are dispersed in Nigeria and this makes things difficult for them in 
achieving linkages, through sub-contracting with large scale industries, specialization and 
integration with global market as well as fostering intercom relationship to evolve view 
strategies and achieve collective efficiency in tackling their problems 

4. Difficulties in Disposing Off small-scale industries Finished Goods 
The size, lack of commercial experience and insufficient finance available to them, most small-
scale industries lack the ability to establish themselves firmly both the domestic and foreign 
market and so they encounter difficulties in disposing their finished goods in the global market. 

5. Inadequate Access to New Equipment and Production Technology: small-scale industries face 
difficulties in replacing their malfunction machinery and purchasing new ones because they have 
restricted access to short, medium and long term capital. 

6. Deteriorating Macroeconomic Environment: The macroeconomic environment in Nigeria is 
highly uncomfortable and adversely affects the performance as well as the survival and growth 
of small-scale industries. 

 
Government Efforts Towards Developing Small-scale Industries 

Ever since the awareness of the importance of small-scale industries in the development of the 
economy was recognized, successive administration has employed both monetary and fiscal measures 
in addition to providing finance to encourage the development of this sector. Some of them are listed 
below; 
 
Small-Scale Industries Credit Scheme 

In 1971, the Federal Government and Ministry of Industry set up a small industry 
development programme to provide technical and financial support for small-scale industries. This led 
to the establishment of Small-Scale Industries Credit Scheme (SSICS) to administer the small 
industries credit funds (SSICS) in the national development plan of 1975-1980. 
 
Central Bank of Nigeria (CBN) 

From the 1970’s the CBN has been instrumental to the promotion and development of small-
scale industries especially through its credit guidelines, which required that commercial and merchant 
banks allocate a minimum stipulated credit to sectors classified as “preferred” including the small-
scale industries.  
 
National Economic Reconstruction Fund (NERFUND) 

The federal government established the National Economic Reconstructions Fund 
(NERFUND) in 1989. The aim of the fund is to provide soft, medium loans to long- term funds for 
Nigeria owned small and medium enterprises in manufacturing, agro –allied enterprises, mining, 
quarrying, industrial support services, equipment leasing and other ancillary projects. 
 
The Capital Market  

The capital market has been viewed as being biased in favour of large-scale enterprises. 
However measures have been taken to deal with such bias. The second tier securities market (SSM) 
was established in 1985 as an assistance to small-scale enterprises in view of accessing funds from the 
capital market for expansion and modernization. 
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The Current Initiative of the Bankers Committee on Small-Scale Industries 
The need for a sustainable source of financing for small-scale industries following the failure 

of various arrangements described above necessitated the bankers committee initiative with CBN as 
the prime mover under the scheme all bankers are required to set aside 10.0 percent of their annual 
profit before tax for equity investment in small-scale industries (SSIS). 
 
Method 

The data used for this study are secondary data obtained from CBN Statistical and Annual 
Bulletin, Security and Exchange Commission (SEC) Federal office of statistics and report from 
international labour organization from 1980-2005. the data are presented in the appendix A. 
 
Model Specification 

Within the context to theoretical link between small industries and economics development 
model, we shall formulate the regression model. Let us specify the econometrics model while take 
into consideration Milton Friesian, which say “A hypothesis is important if it explains much by little. 
The equation of economic development can be written as: 
GDP = f (LSC, INTR, INF, T, TMF) ……………………………………….………………………(1a)  
 

The equation above expresses economic development (a proxy of GDP) as a function of loan 
of small- scale industries (LSC), Interest Rate, (INTR), Inflation (INF), Tax rate (T) and loan to 
Manufacturing industries (LMF). Taken their linear approximation and adding the stochastic error 
term (Ut ). 
GDP = BOt + B1LSC, B2INTR + B3 Inft + B4Tt + B5Lmft + Ut ……………………….…… (1b) 
Where GDP = Gross Domestic Product  LSC = Loan to small-scale industries; Intr = Interest rate;   
Inf = inflation;  Tax = tax rate;  Lmf = Loan to manufacturing industries;  Ut = Error term;  B0 = 
constant term;  B1 = coefficient of explanatory variables. 
However, the apriori signs or expectation are; 
 
B1 < 0 which stipulates that GDP has a negative relation to small-scale industry. 
B2 > 0 which stipulates that there is a positive relation between GDP and Interest rate. 
B3 < 0 which stipulates that there is a negative relation between GDP and inflation. 
B4 > 0 which stipulates that there is a positive relation between GDP and tax  
B5 < 0 which stipulates that there is a negative relation between GDP and loan to manufacturing firms. 
 

The equation (1a) relate GDP to five explanatory variables with loan to small- scale industries 
as the variables of prime focus in the study.   The result of the analysis using ordinary least square 
method is presented below. 
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OLS Regression result  Cochrane-Orcutt Result 
Dependent variable – (GDP)     
Table 1        
 
 Variable  

Model  

INPT -93643.0 
(-0.65526) 

LSC -7.2943 
(-2.1242) 

 INTR 7393.3 
(1.0035) 

INF 2364.0 
(1.2782) 

T 1.1317 
(4.2587) 

LMF 0.17147 
(0.62311) 

R2 0.60806 
R-2 0.51008 
F-Statistics 6.2057 
DW - Statistics 1.6871 
 
Table 2 
Variable  Model  

INPT 33893.8 
(-2.1442) 

LSC -2.3787 
(-4.9378) 

 INTR 2083.6 
(2.6865) 

INF 240.6050 
(0.58296) 

T 0.99806 
(3.1758) 

LMF -0.36698 
R2 0.77845 
R-2 0.89138 
F-Statistics 10.9423 
DW - Statistics 2.0958 
 
Interpretation 

The OLS method was used in the regression analysis but it did not perform well because R2 
indicated that the regression explained only about 51% of the changes in the dependent variable. Also 
the DW statistics, which is 1.6871 (table 1), showed the presence of Auto-correlation. Most of the 
variables under investigation also did not perform significantly. Therefore to improve on this, 
Cochrane-Orcutt was used and a better result was obtained (table 2).  
 

LSC (loan to small scale) showed a negative impact. This could be as a result of more 
incentive not directed toward persons interested in investing in small scale industries.  Most small 
scale industries do not have the needed collateral to enjoy credit extensions. 

The Impact Of Small Scale Industries On Economic Growth Of Nigeria (1980-2006) 



 

34 
 

 
Little wonder the results shows a negative impact on the GDP. Interest rate had a positive 

impact because when interest rate is high people will definitely be reluctant to borrow unlike if the 
interest rate was low. Inflation rate showed a positive impact but is not significant. Tax rate had a 
positive and significant impact. This implies that the economy can be better if small scales industries 
can perform well and pay their taxes, the economy would be better for it. 
 

Loan to manufacturing industries showed a negative impact; this could be as a result of high 
inflation rate and interest rate which would not encourage borrowing for investment. However, for a 
more accurate measure of these variables as regard their performance impact on GDP, we will rather 
accept the Cochrane-Orcutt result because R2 indicated that the regression explained about 80% of 
systematic variation during the period of 1980-2006. this indicates that we accept the existence of a 
linear relation between the endogenous and exogenous variable. Also the DW statistics, which is 
2.0958, shows the absence of both auto correlation and serial correlation (table 2).  
 

From the result it can be seen that LSC (Loan to small Scale) is statistical significant and has 
a positive impact on GDP in Nigeria. Loan to small-scale industries is being used as the indicator for 
small industries growth. Therefore an increase in availability of loans to small-scale industries can 
lead to an increase in growth of the small-scale industries and in turn an increase in the GDP of 
Nigeria. 
 
Conclusion 

They study is concerned with the role of small-scale industries in the development process of 
Nigeria. Experiences have shown that small-scale industries have played significant roles in 
developed countries. In the United State of American and other development countries, small- scale 
industries have played an important role in her transition from industries age to post industrial 
information technology era. Today, about 70 percent of the value of export of Japanese large 
enterprises is traceable to small-scale industries. However, the story is different in Nigeria. Despite 
various strategies evolved by the government at ensuring the growth and development of the small-
scale industries, much has not been seen. 
 
Recommendations  

Based on our findings of this study the following are our recommendations. 
1) Inflation rate should be reduced in order to encourage borrowing for investment. 
2) More loans should be directed to small –scale industries that is, policy makers and economics 

planners should provide avenues to direct more micro-credit to small-scale industries at it will 
help to boost the GDP of Nigeria economy. 

3) More incentives e.g. tax holiday and tax free should be directed towards person interested in 
investing in small-scale industries. The government should improve in creating an enabling 
environment for small-scale industries as it shows positive effects on GDP. 
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Appendix 
Regression Data 
YEAR GDP LSC INTER INF TAX LMF 
1980 96,186 - 9.50 10 2, 880. 2 50.9 
1981 70,243.6 - 10.00 21.4 4,726.1 88.0 
1982 70,243.1 - 11.78 7.2 3,618.8 94.3 
1983 65,958.0 - 11.50 23.2 3,255.7 118.3 
1984 62,474.2 - 13.00 40.7 2,984.1 165.5 
1985 68,286.7 - 11.75 4.7 4,126.7 236.1 
1986 70,806.4 - 12.00 5.4 4,488.5 208.0 
1987 71,194 .9 - 19.20 10.2 6,353.6 246.3 
1988 877,733.2 - 17.60 56.0 7,765.0 227.3 
1989 83,179.0 - 24.60 50.5 14.739.7 271.6 
1990 92,238.5 - 27.70 7.5 26,215.3 262.4 
1991 94,235.3 - 20.80 13 18,325.2 541.8 
1992 97,019.9 20.400 31.20 44.5 26,375 759.7 
1993 99,604.2 15,462.9 18.32 57.2 30,667 1424 
1994 100,936.7 20,552.5 21.00 57 41,718.4 12071.6 
1995 103,078.6 32,374.5 20.79 72.8 135,439.7 15049.5 
1996 106,600.6 42,302.1 20.86 29.3 114,814 20611 
1997 109,972.5 40,844.3 23.32 8.5 174,339 22848 
1998 113,509.0 42,260.7 21.34 10 139,300 112991 
1999 116,655.5 46,824.0 27.19 6.6 224,800 133143 
2000 121,207.8 44,542.3 21.55 6.9 314,500 222,226 
2001 126,323.8 52,428.4 21.34 18.9 524,500 295,185.7 
2002 131,489.9 82,368. 22.47 12.9 1,105.100 329,230.4 
2003 136,460.0 90,176.5 21.61 14.0 500,800 959.76.4 
2004 145,380.0 54,981.2 21.13 15.0 546,600 131,055.6 
2005 165,07 5.0 77,652.5 20.42 16.8 654,758 142,383.7 
2006 178564.7 25,713.7 12.4 8.5 789,221 142330.9 
Sources: Statistical Bulletin,  SEC and Federal Office of Statistics various issues. 
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