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Abstract 
In Nigeria, self-financing has become a major source of fund for small scale 
enterprises because of the inability to overcome the rigidities in lending policies and 
procedures of commercial banks and their conservative attitude toward lending to 
small scale businesses. Financial institutions are more interested in extending credit 
facilities to big time organisations for fear that small scale enterprises might not pay 
such loans and thereby increase bad debts/loan delinquencies. This research is aimed 
at reviewing and analysing some of the problems working against the financing and 
prospects of small-scale agro-allied enterprises in Nigeria using Union Bank of 
Nigeria as our case study. 

Introduction 
Small-scale businesses have been acknowledged as having a vital role to play in any developing 

economy. 
In Nigeria, as it is in many other developing countries, financing the establishment and growth of 

small and medium scale enterprises (SMES) has been crucially recognised as a viable means of stimulating 
employment, decentralising general economic development and national distribution of wealth and 
income, especially in a situation of rapid growing labour force and inadequate economic growth. 

Osaze (1990) defined a small scale business as a business undertaking which is owned, managed 
and controlled by not more than two entrepreneurs, has not more than twenty employees with an 
undifferentiated organisation structure (i.e. all employees reporting to the owners) and has a relatively small 
(less than 0.50%) share of its market. In Nigeria and in most third world countries most of the businesses are 
small with about 30% being sole proprietorship and partnerships. The fact that small-scale businesses in these 
countries generate not less than 30% of employment make it obvious that they constitute a very important 
segment of the economies of third world countries. 

The role of agro -allied small scale businesses in providing employment and earning opportunity 
has become a matter of special importance to policy makers as well as international donor agencies and 
researchers. This is so because it has now dawned on our people that the large-scale modern industrialisation 
strategies of yesteryears have failed to solve the problems of unemployment and poverty. 

Obviously, Nigeria as a country rich in a variety of resources, has a comparative advantage for the 
production of a broad range of crops from grains to roots, and tubers, fruits, vegetable oil, seeds, and tree 
crops with unlimited potential for setting up agro-industrial processing facilities in all parts of the country. The 
need to exploit these potentials optimally crystallised in the establishment of the agro-based small-scale 
enterprises. 

In spite of this acknowledged importance of small-scale enterprises as the propulsion of industrialism, 
small scale enterprises are yet to be accorded the much-needed encouragement to grow and join the ranks of 
large-scale establishments (Kenneth, 1983; Fortes and Saassen, 1987). One of (he major impediments to this 
dream is the difficulty involved in mobilising funds from financial institutions and channeling these existing 
sources of funds to the benefit of small scale enterprises. 

Objectives of the Study 

Various studies have identified fund as the major problem facing small-scale businesses in Nigeria. Banks are 
usually not willing to lend small scale enterprises because of problems of high cost of lending, high rate of 
delinquency and loan supervision. There are also inadequate number of competent and experienced bank 
personnel, poor accounting standards to-effectively monitor loans by banks coupled with the traditional poor 
collateral status of small scale enterprises and painstaking redtapism all of which precipitate high risks for the 
lending banks especially if it is a long- term loan. The main objective of this study therefore is to identify if 
there is any relationship between productivity of small-scale Agro-Allied Business and financial parameters 
like loans and advances, exchange rate, bank lending rate among others and proffer solution(s) to the 
identified problems of Small Scale Agro-Allied Business (SSAAB) to improve their productivity level. 

Methodology 
This study focuses on the financing of small-scale industries in Nigeria, using Union Bank of Nigeria 

Plc as a case study. 



Essentially the data used are from secondary sources which include publications from journals, 
publications of the National Deposit Insurance Corporation (NDIC), Annual Report and Statement of 
Account of Central Bank of Nigeria (CBN), and publications of the Union Bank of Nigeria Plc. 

These data are analysed using Multiple Regression Analysis (MRA) to ascertain whether or not 
some sort of relationships exist between the financing of "small scale industry (in terms of source and 
quantum) and the output of the sector. The direction and strength of such subsisting relationships (where they 
exist) shall also be established. The impact of the relationship of the prevailing exchange and the lending rate 
on the output of small scale industries will also be examined. 

The section three of the study will review the problems of the small scale industry, the government 
policies and other regulatory framework guiding lending to small scale industries. Section four will 
discuss the data analysis and interpretation while section five will discuss the" findings and make 
recommendations. 

Problems of Small Scale Industry and Government Policy 
Finance has become the most intriguing problem of small and medium scale industries especially 

processing finance from banks and government sources. 
Apart from the bureaucratic red tape associated with government sources, most well meaning. small 

and medium scale industrialists in real need of financial assistance never got it. This is because they neither 
have the means to meet the stringent conditions of the bank nor do they ever get the loans even when they try to 
meet such conditions, because of their size. 

Many economic and fiscal incentives have been put in place by the government through the CBN to 
promote the establishment and growth of small-scale industries in Nigeria by classifying the SMEs alongside 
the Preferred Sector to which stipulated minimum credit of commercial banks must be allocated. A further 
action to promote small and medium scale entrepreneurship include the Nigerian Enterprises Promotion 
Decree of 1977, establishment of Peoples Bank (1989), Nigerian Export Import Bank (NEXIM) (1983) 
and National Economic Reconstruction Fund (NERFUND) (1990) among others to fund small scale firms 
in Nigeria. 

There are also direct efforts to boost small scale industries productivity in the monetary and credit 
policy guidelines of the government from 1991-1995 which allocated 20% across the board for commercial 
banks loans and advances to SME at regulated interest rate. 

According to Anao, and Osaze, (1992) the lowering of the lending rate by the CBN for some 
preferred sectors of the economy is to encourage and give the needed impetus to such sectors. This also 
helps to create expansion in country's industrial output in agro-allied small-scale enterprises. 

The monetary authority, Central Bank of Nigeria (CBN) fixed the banks rates on deposit and lending, 
and the level of deposit rates varied with banks and without much reference to Central Bank's Minimum 
Rediscount Rate (MRR). This MRR was fixed by CBN at 15% in August 1987 and was reduced to 12.75% in 
December 1987. It was observed that while banks were willing to increase their lending rates, deposits were 
deliberately kept low, resulting in widespread difference between lending and deposit rate. Thus capital 
restriction caused low level of long-term loan to small-scale enterprises because they suffered competitive 
disadvantage and seemed riskier in relation to the large firms queuing for such funds. However, lending and 
deposit rates were largely negotiable, they have remained relatively stable at an average of 16-32% (normal 
lending rate) and 7 - 18%, (Time deposit rate) since May 2000. 

 

The Union Bank of Nigeria lending rates as in other banks are classified and sectorised such that the 
preferred corporate customers i.e. super blue chip customers' lending rates vary between 24 -26%; while others 
range from 25 - 30%. The preferential exchange rate results in high unit production cost of SMEs thus 
rendering them more uncompetitive. Other factors affecting lending to small scale industries in Nigeria 
include capital restriction, poor feasibility report, inadequate data, security, market constraints and changes 
in government policies which tend to force banks to adopt a rather cautious approach toward financing SMEs. 

Data Analyses and Interpretation 
For the purpose of this research, the data used are purely secondary from records of loans and advances 

of the sample Small Scale Industrialists who are customers of the Union Bank Nigeria Pic, the exchange rate 
and lending rate is as operated by UBN Plc. and the study spanned through time frame of 1980-2000. 

In evaluating the impact of the observed magnitude of commercial banks loans and advances, 
exchange rate and lending rates on the industrial output of the Nigerian economy within the context of 
theoretical links between investment (loans and advances)~and growth in the industrial output, regression 
model was formulated to establish the relationship the impact of loans and advances, exchange rates and 



lending rates on industrial output of the small scale industry. 
The  functional relationship between  industrial output and investment (loans and 

advances, exchange and lending rates) given as industrial sector output, I0 - f(LAUB, XR, LINTR) is 
formulated The above functional relationship may be transformed mathematically as equation 

10 = 90 + a, LAUB + a2 X R + a3 LINTR + U --------------------  ......... -       (i) 
 

where 

10 = Industrial sector output/(output of SSl) 

LAUB = Loans and Advances of Union Bank 

XR = Exchange Rate 

LINTR = Lending rate 

a = Coefficient 

U = Stochastic term 

Furthermore, the ordinary least square (OLS) regression technique was used to improve on the 
estimated results. The exact Newton - Raphson interactive method and the Cochrane - Orcult method AR (2) 
were used with the former proving more useful and relevant. 

In order to attain a more meaningful interpretation of the result, test statistics such as the T -test and 
the F -statistics were used to ascertain the statistical significance of the estimated co-efficient and the overall 
significance of each equation, respectively. 

The existence of auto-correlation among the residual was explored using Durbin-Watson (D.W) 
Test statistics. 
Deriving from equation I above using the Econometric Software Package (ESP) the result below was obtained 

I0 = 101.2564 + 0.005 LAUB + 0.6815 XR +0.6750LINTR .................... (I) 

(12.7092) (0.3621) (1.4361) (1.0406) 

R2 = 0.6929, R2- 0.6315, f(315) = 11.2818, DW = 1.3651 

All the independent variables conformed to apriori expectations with regard to the signs (i.e. all the 
explanatory variables LAUB, XR, INTR, are well effectively signed). 

 
The coefficient of determination (R2) is 0.6929 which means that 69% of the variation in industrial 

production can be explained by the explanatory variables F -value of 11.2818 is high and shows the overall 
significance of the model and also shows the explanatory power of the regression is significant because the 
calculated value of 11.2818 is greater than the critical value of 4.17 at 1% level of significance. 

The Durbin-Watson (DW) statistic test for auto-con-elation with a value of 1.3651 shows the 
existence of auto - correlation in the mode!. 

When this model is further tested with the Newton Raphson method, the equation (2) below was 
obtained 

 

 

]„ = 108.0869 + 0.002 LAUB + LAUB + 0.9610 + 0.1033 LINTR (11.773) 

(0.6926) (1,7203) (0.1506) + 0.4300 + U(-1) (1.8805) ......................... (2) 

R2 ="0.716, R2 = 6284, f (5,13) = 7.08779, D.W = 2.0008 

The standard error of regression increased from 10.3864 to 10.4298 
The R2 also improve from 69% to 73%while XR and LINTR became highly significant. Whereas 



loans and advances of Union Bank of Nigeria Plc (LAUB) and the error term still remained insignificant. The 
Durbin-Watson (D.W) statistic revealed significant auto-correlation of residual with value of 2.0008, 

However, the standard error of regression is still quite high but the sign of the intercept changed 
from positive to negative. This made a further test with Cochrane – Or cult methods the result of which is 
as shown in equation 3 necessary 

!„= 100.3295 + 0.0004 LAUB H- 0.8884 XR (9.1891) ............................. (3) 

0.5000 INTR + 0.2933U (+1) (0.6231) (0.8932) 

R2 - 0^508. R2 = 0.6376, F (5,11)- 6.6298, D.W = 2.0410 
The result of equation 3 above, proved to be the best of the three in that all the explanatory variables 

(LAUB, XR,INTR) are well effectively signed, with coefficient of determination of 0.75 (R2 = 0.7508) this 
means that 75% of the variations in industrial production can be explained by the explanatory variables 
during the period under observation. 

The I7-value of 6.6298 is highly significant and shows the overall significance of the model. It also 
shows the explanatory power of regression because the calculated value of 6.6298 is greater than the critical 
value of 4.17 at 10% level. The explanatory variables are found to be jointly responsible for the variation in 
industrial production pattern. 

The Durbin - Watson (D.W) statistic test for auto-correlation with a value of 2.0410 in model 3 
shows the non-existence of auto-correlation in the model. 

Discussions of Findings 
From the various analytical methods used the results obtained confirmed that there is a positive 

relationship between loans and advances by Union Bank of Nigeria Pic (LAUB) one the one hand and 
industrial production (output in SMEs) on the other. 

The results also show that there is a positive relationship between exchange rate and industrial 
production (output). This is shown by the value of T-test (i.e. 1.56289) and F-value of 6.6298 which is greater 
than the critical value of 4.17 at 10% level of significance. 

Furthermore the regression confirms that there is a positive relationship between lending rate and 
industrial production in SMEs as reflected in the Values of T-test (i.e. 0-6231) and F-value of 6.6298 which 
is greater than the critical value of 4.17 at 10% level of significance. 

The loans and advances granted by Union Bank of Nigeria Plc to Small and Medium Scale agro-allied 
enterprises (SMEs) met and in some cases even exceeded the stipulated CBN targets for the period under 
study (i.e. 1980 - 2001). This resolute effort of the UBN Plc have positive impact on the output of the small 
scale agro-allied industrial subsector. Little wonder therefore that the Union Bank of Nigeria Plc often claims 
to be the largest single contributor to the funding of this new priority sector i.e. Small and Medium Scale 
Enterprise (SME). 

Conclusion and Recommendations 
The significance of the role of small scale enterprises in the economic growth and development 

of any nation has been found to be one that cannot be over emphasised. All policies such as monetary credit, 
trade and exchange policy guidelines especially the most recent one of 2001 has been found to be a welcome 
development that would help in the growth and promotion of small scale industries capacity growth in the 
country. 

Finally, the full compliance of banks with the monetary credit policy of Central Bank of Nigeria for 
2001, as it affects loans and advances, exchange rate, lending rate and finance of and prefered sectors with 
renewed determination will in no distant future begin to yield the immense dividends in terms of accelerated 
industrialisation, increased income, even economic growth and development among others. 

The positive correlation found between the exchange rate, banks lending rate and the growth of the 
industrial sector (in terms of increased productivity) especially in the small scale agro-allied subsector is not 
unconnected with the lowering credit rate to prefered sectors of the economy and the mandatory "set aside" 
10% of profit before order given to Commercial Banks by the Central Bank of Nigeria and exchange for 2001 
to finance small-scale enterprises. 

Based on the above findings, it is recommended that all stakeholders; namely the 
Governments/Central Bank of Nigeria, Individual Commercial Banks and the promoters of small-scale 
agro-allied industries should faithfully play their distinct roles if the objectives of this study is to be realised. 

Since the role of small scale enterprises in the economic growth and development of any nation 
cannot be over emphasised there is the need for proper and adequate funding of small scale industries in 



Nigeria to stimulate growth, employment and general development. 
The introduction of the compulsory setting aside of 10% of bank (individual bank) profit before tax 

by the government in its monetary credit, foreign trade and exchange policy guidelines for 2001 is a welcome 
development that could be kept functional and active for the growth and development of small scale 
industries in the country. 

There is also the need for restructuring and re-orientation of the Nigeria Bank for Industry, Peoples 
Bank of Nigeria and the Nigeria Agricultural and Co-operative Bank to make all stakeholders in the scheme 
look into the future with great hope. 

Finally, the full compliance of banks with the monetary credit policy of the Central Bank of Nigeria for 
2001 with renewed determination to succeed by the promoters of SMEs, which all needed support by the 
government should be backed with appropriate enabling statute(s). This will guarantee hope to the Nigerian 
economy to reap the immense benefits accruing from the success of the new equity investment funding 
scheme for SMEs which include industrialisation, increased income, even economic growth and development 
among others. 

Table II:         Test ot Auto-Regression (Using Investment as Dependent Variable)  

Dependent variable is INV 

19 Observation used for estimation from 1980 to 1998 
 

Regressor Coefficient                     Standard Error T-Ratio 

Constant 10,3295 10,9184             9.1891  

LAUB .0003528 .0017850 .1976 

XR .8884 .5685 1.5629 

INTR .5000 .8025_ .6231 

R-Squared .7508 F-statistic(5,ll) 6.6298 

R- Bar- Squared .6376 S.E of Regression 10,8220 

Residual Sum of Square 1288,3 Mean of Dependent variable 123.7526 

S.D of Dependent Variable 17.1097 Maximum of Log-likely hood -60.9086 

DW-statistic 2.0410   

Parameter of the Auto regressive Error Specification  

u- 2933*U(-1) + - 0846*U(-2)+v 
  

( .8932 (-284) 
T-ratio (s) based on asymptotic standard errors in brackets 

Table III 

New ton-Raph son Iterative Estimation 

Dependant variable is INV 

19 observations used for estimation from 1980 to 2000 

Regressor Coefficient Standard Error T-Ration 

Constant 108.0869 9.1775 11.7773 



LAUB .00001633 .0017630 .0926 

XR .9610 .5587 1.7201 

INTR .1033 .0057 .1506 

R-Squared .7316 ^statistic F(5,13) 7.0879 

R-Bar-Squared .6284 S.E of Regression 10.4298 

Residual Sum of Square 1414,2 Mean of Dependent variable 123.7526 

S.D of Dependent Variable        17.1097 Maximum of Log-likely hood 67.9962 

DW-statistic 2.0008 

Parameters of the Autogressive Error Specification 

U- .4300*U(-1)      (-0797) U(-2)IV 

( (1.8805) (-.3485 

T-ratio (s) based on asymptotic standard errors in brackets 

Log-likelihood ratio test of AR (1) relative to OLS CH1-SO (1)   = 2.2623 

Log-likelihood ratio test of AR (2) relative to CLII-SQ (1) .1127 

 

Table IV: Test of Ordinary Least Squares Estimation 

Dependent variable is TNV 

19 observations used estimated from 1980 to 2000 

Regressor Coefficient Standard Error T-Ratio 

Constant 101.2564 7.9672 12.7092 

LAUB .0005018 .0013857 .3621 

XR .6815 .4746 1.4361 

INTR .6750 .0406 1.0406 

R-Squarcd .6929 F-statistic F(3,15) 11.2818 

R-Bar-Squared .6315 S.E of Regression 10,3864 

Residual Sum of Squares 1618.2 Mean of Dependent Variable 123,7526 

S.D of Dependent Variable         17.1097 Maximum of Log-likely hood      60.1837 



DVV-statistic 1.3651 

Diagnostic Test 

Test statistics DM VERSION F VERSION 

A: Serial Correlation Form *CHI-SQ (1) =  1.6051 *F(1,14) = 1.2919 

B: Function Form *CHI-SQ(1)= 1.1012 *F(1,14)= 1.1837 

C: Normality *CHI-SQ (2) = .9088 Not applicable 

D: Hcteroscedasticity *CI1I-SQ (1) = 4.3836 * F(l,17) = 5.0984 

A:Lagrange multiplier test or residual serial correlation 
B: Ramsey's RESET test using the square of the fitted values 
C: Based on a test of sweetness and kurtosis of residuals 
D: Based on the regression of squared residuals on squared fitted values 
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