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Abstract 

This paper, utilizing the narrative textual case study approach sought to ascertain the 

role of SMEs in the economic development of Nigeria. The study established that in all 

economies – underdeveloped, developing and developed – SMEs are in the forefront of 

job creation, wealth creation, innovation and poverty alleviation. The study also 

established that the challenges facing them transcend international boundaries but 

with infrastructural deficiencies, poor policy implementation and corruption ranking 

higher in transiting countries like Nigeria. In addition to these disruptive factors 

common amongst transiting countries, the study identified the following mitigating 

factors peculiar to the country: lack of access to affordable credit, multiple taxation 

and levies by all tiers of government, insecurity of lives and property, preference for 

imported goods by the citizenry, poor management, lack of skilled workforce etc- 

disruptive forces that result from not only the inefficiencies in the 

political/economical system but also myopic tendencies of the promoters of the SMEs 

themselves. Against the backdrop of these challenges militating against the optimal 

performance of SMEs in the country, this paper still adopts the position that the 

government of the country does not have any other option if it wants to engender 

economic growth and development than to provide an environment conducive for 

SMEs to thrive. And that the feat achieved in the banking, telecommunication, 

entertainment, and cement sectors of the economy of the country can still be 

replicated in other sectors.  
 

Key words: small and medium enterprises (SMEs), economic development.        

 

Introduction 

Economic development occurs when there is an increase in the value of goods and 

services produced by an economy as may be reflected in the percentage rate of 

increase in the Gross Domestic Product (GDP) of such a country (Organization for 
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European Cooperation & Development (OECD), 2004; Oyelola, Ajibosun, Raimi, 

Raheem & Igwe, 2013). This assertion having been accepted as a truism, the argument 

that has been raging is whether the path to economic growth and development lies 

with SMEs or large-sized firms.  

 

With regards to the debate, the OECD takes the position that SMEs play very key roles 

in the economic development of both transition and developing countries, typically 

accounting for more than 90% of all firms outside the agricultural sector (OECD, 

2014). The World Bank is also observed to share the same opinions with the OECD on 

the subject matter as the international body is credited to have provided targeted 

assistance worth about $12billion to SMEs in developing economies in the period 1998 

-2013 (Beck, Demirguc-Kunt & Levine, 2002). Before now, the practice in Nigeria has 

been for the government to support and promote the establishment of large-sized 

firms in seeming belief that the path to economic development lies with such 

establishments. The failure of such enterprises such as Ajaokuta Steel Complex, 

Aluminum Smelting Company of Nigeria, Volkswagen of Nigeria, Anambra Motor 

Manufacturing Company, to mention just a few out of scores, may have however 

forced the country to change course in terms of the route to economic development 

and adopt the OECD and World Bank model. The launch in 2014 by the Federal 

Government of Nigeria of the Micro, Small and Medium Enterprises Fund (MSMEF) 

under which the sum of ₦220 billion domiciled at the Central Bank of Nigeria was to 

be made available to SMEs at very favourable interest rate to enhance their 

contribution to the economic development of the country provides the major evidence 

of this change in approach.  

 

This paper therefore seeks to determine whether SMEs in Nigeria have in line with 

what is obtainable in other countries of the world been playing active and significant 

roles in the economic development of the country.  

 

Definition and Classification of SMEs 

From available literature, the concept of SMEs as well as its classification varies 

widely. Even within Nigeria, different bodies and agencies classify SMEs differently. 

The recurring denominators in the classification however include: the level of a 

country’s development, the number of employees, as well as the value of assets and/or 

the volume of sales. Citing the International Finance Corporation (IFC), Adeleja (2002) 

after categorizing SMEs into macro, small and medium enterprises used number of 

staff and type of assets to classify them as follows: 
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Table1: Employment-Based Classification of SMEs                                                             
 Micro Small Medium 

CBN ____ < 50 < 100 

NASSI  ____ < 40 ___ 

Accenture _____  < 50 < 500 

IFC  < 10 10-15  50-100 

Asset-Based Classification 

CBN ___ <₦1.0m <₦150.00M 

NASSI  ___ <₦40.00m ___ 

NERFUND ___ <₦10.00m ___ 

IFC ___ <₦2.5m ___ 

                            

In yet another publication on the subject matter, the National Council of Industry 

(2013) classified SMEs as follows: 

Size Number of employees Asset (working 

capital excluding 

land) 

Micro 1 – 10 < ₦1m  

Small  11 – 35 <₦40m 

Medium  36 – 100 < ₦200m  
 

 

In the European continent, Savlovschi and Robu (2011) stated that before 1996, only 

one single criterion – the number of people employed in an enterprise – was used as 

the basis for defining and classifying SMEs. Using this criterion, they stated that SMEs 

were considered those enterprises whose total workforce was not above 500 persons. 

Additionally, they also categorized the SMEs into micro, small and medium enterprises 

on the following basis: micro-enterprises (1-9 employees), small enterprises (10 – 99 

employees), and medium enterprises (100 – 499 employees).Yet, citing Savlovschi & 

Robu, the European Commission in 1996 adjusted their definition of SMEs by 

qualifying them using the following four quantitative criteria.  

a) The total number of employees in the enterprise  

b) The annual volume of the sales turnover  

c) The total of assets in the enterprises balance sheet  

d) The degree of independence of the enterprise or the ownership over it  

Based on the above criteria, small or medium enterprises are those employing less 

than 250 people. By European Commission’s standards, an enterprise is however 

considered to be of a medium size if it simultaneously meets the following criteria: it 
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has in its employ more than 49 but fewer than 250 persons; its annual turnover does 

not exceed 40 million euros and asset base of not more than 27 million euros. Small 

enterprises are those whose total staff strength is below 50 persons, an annual 

turnover of not more than 7 million euros and an asset base of not more than 5 million 

euros. Very small (micro) enterprises are defined as those that employ less than 10 

persons. In the opinion of the Organization for Economic Cooperation and 

Development (2004), the statistical definition of SMEs vary by country but is based 

largely on the number of employees because of its ease of ascertainment. In the 

opinion of the body, the European Union and a large number of OECD, transition and 

developing countries set the upper limit of number of employees in the SMEs at 

between 200-250, with a few exceptions such as Japan (300 employees) and USA (500 

employees) – the agency also recognizes the existence at the lower end of the SME 

sector; a mixture of the self-employed and “micro” enterprises with less than 10 

employees. Still on the subject matter, Adelaja (2002) citing the Small and Medium 

Industries Enterprises Investment Scheme (SMIEIS) defined an SME as “any enterprise 

with a maximum asset base of ₦200 million excluding land and working capital and 

with a staff population of between 10-300 persons”. 

 

Nature/ Characteristics of SMEs 

The OECD (2004) sees SMEs as a very heterogeneous group found in a wide array of 

business activities ranging from the single artisan producing agricultural implements 

for the village market, the coffee shop at the corner, the internet café in a small town to 

a small sophisticated engineering or software firm selling in overseas markets and a 

medium-sized automotive parts manufacturer selling to multinational automakers in 

the domestic and foreign markets. Continuing, the agency stated as follows: the 

owners may or may not be poor; the firms operate in very different markets (urban, 

rural, local, national, regional and international); embody different levels of skills, 

capital, and sophistication and growth orientation; and may be in the formal or 

informal economy.  

 

Savlovschi and Robu (2011) insist that an SME should not be part of a large enterprise 

and where  a large enterprise own shares in such an SME, it should not be more than 

25% - the form and modality of distribution of property within the enterprise (the 

criterion of independence towards a large enterprise) must exist. Marchesnay (2003), 

Torres (1999), Wtterwulghe (1998), and Julien (1994), as cited in Ciubotariu (2013) 

credit SMEs with possessing certain common and specific characteristics of which the 

most common are: 
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1. A rapid system of internal communication with personal contact between 
management and employees 

2. Personalized and centralized management; usually, the owner is the manager 

3. Less formal strategy; largely intuitive 

4. Small dimensions in terms of employment 

5. Difficulties in obtaining capital 

6. A close relationship with the local community 

7. Lack of a strong position to negotiate 

8. Reduced specialization of staff; employees perform multiple tasks 

9. A hierarchical structure with fewer levels 

10. An external communication system that is highly responsive to the market as 

there is direct contact between management and customers. 

Contributing to the subject matter, Caner (2013) observed that most SMEs are 

characterized by the following situations:  

1. As per capital income increases, contribution of SMEs to GDP and employment 
increases.  

2. As per capital income increases, the contribution of the unregistered informal 

economy decreases.  

3. Registered and unregistered SMEs contribute between 60% - 70% to GDP.  

4. As GDP increases, the share of the unregistered (informal) economy decreases.  

The OECD recognizes the existence of the informal sector or shadow economy, as 

mentioned by Caner, and opines that irrespective of the level of development of an 

economy, a significant proportion of micro and, sometimes, small enterprises are 

found in that sector and that their contribution to GDP is about 16.7%, 29.2% and 

44.8% in OECD, Central and Eastern Europe and the former Soviet Union.  

 

In the Nigerian context, Adelaja (2002) credits SMEs with the following 

characteristics: 

1. They exist in the form of sole proprietorships and partnerships though some 
could be registered as limited liability companies.  

2. Management structure is simple thus enhancing the ease of decision making. 

(Ownership and management fuse together in one person or few individuals).  

3. They can be found in the manufacturing, transportation and communication 

industries  

4. Majority are labour intensive, requiring more human per capita unit of 

production.  

5. The technologies involved are often very simple  

6. Limited access to financial capital (suffer from inadequacy of collateral)  
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7. They make greater use of local raw materials.  

8. They enjoy wide dispersal throughout the country providing a variety of goods 

and services.  

On the subject matter and also from the Nigerian perspective, Nwachukwu, (2012) 

included the following amongst the characteristics of SMEs:  

1. Poor inter and intra-sectoral linkages, hence they hardly enjoy economies of 
scale benefits.   

2. Use of rather out dated and inefficient technology especially as it relates to 

processing, preservation and storage.  

3. Little or no training and development for staff.  

4. Poor management of financial resources and inability to distinguish between 

personal and business finance.  

5. Absence of research and development  

6. High production costs due to inadequate infrastructure and wastages 

7. Lack of access to international markets.    

 

Global Importance of SMEs 

Recent scholarly assessments of economic growth converge on the view that the rate 

at which countries grow is substantially determined by: i) their ability to integrate 

with the global economy through trade and investment; ii) their ability to maintain 

sustainable government finances and sound money; and iii) their ability to put in place 

an institutional framework in which property rights can be established and enforced 

(OECD, 2004). Continuing, the OECD position paper stated as follows: “while 

governments make policies including in trade and investment areas, it is enterprises 

that trade and invest and that in market economics, the enterprise sector which 

include different types of market players like the self-employed, micro, small, medium 

and large enterprises and which are predominantly private are the organizations 

investing in agriculture, manufacturing and services, including trade, and increasingly 

also infrastructure and social services”. The cited position paper further asserted as 

follows about SMEs: 

1. SMEs in the OECD, transition and developing countries typically account for 
more than 95% of all forms of enterprises, constitute a major source of 
employment and generate significant domestic and export earnings.  

2.  SMEs contribute to over 55% of GDP and over 65% of total employment in 

high-income countries with the figure at the range of between 60% of GDP and 

70% of total employment in low-income countries. In the middle income 

countries the contribution is up to 80% of GDP and over 95% of total 

employment.  
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3.  SMEs constitute an important source of export revenue in some developing 

economies  Table 2 below reflects its findings on the export potential of SMEs)  
 

 

Table 2: SME Shares of Manufactured Exports in Developing and OECD 

Economies: 
Economy Developing 

Economies  

Year  Definition of an SME  % SME 

Manufactur

ed Exports  

Chinese Taipei  Early 1990s  <100 employees 56 

China  Early 1990s  <100  employees  

 

40-46 

Korea  Early 1995 <300 employees  

 

42.4 

Vietnam  1991/1992 <200 employees  20 

India  Early 1990s <Rs 30M investment in plant & machinery  31.5 

Singapore  Early 1990s <100  employees  

 

16 

Malaysia  Early 1990s <75  employees  

 

15 

Indonesia  Early 1990s <100  employees  

 

11 

Thailand  Early 1990s <100  employees  

 

10 

Mauritius  1997 <50  employees  

 

2.2 

Tanzania  2002 <50  employees  

 

1.0 

Malawi  2003 <50  employees  

 

1.0 

OECD  

Denmark  Early 1990s <500  employees  

 

46 

France  1994 <500  employees  

 

28.6 

Sweden  Early 1990s <200  employees  

 

24.1 

Finland  1991 <500  employees  

 

23.3 

Japan  1991 <300  employees  

 

13.3 

USA  1994 <500  employees  

 

11 

Source: OECD (2014). Promoting SMEs for Development 
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Further on the global importance of SMEs, Beck et al. (2005) credits the World Bank 

Group and other international aid agencies with committing billions of dollars into 

SMEs for the following reasons.   

1. SMEs enhance competition and entrepreneurship and hence have external 
benefits on economy – wide efficiency, innovation, and aggregate productivity 
and growth. From this perspective, direct government support of SMEs will 
help countries exploit the social benefits from greater competition and 
entrepreneurship. Caner (2013), however, does not support this view; he 
would rather governments focus on improving education, training and 
development of SME clusters, security, level credit markets and low-cost 
equitable legal systems: 

2. SMEs are more productive than large firms but financial markets and other 
institutional failures impede their development.  

3. SME expansion boosts employment more than large-firm growth because SMEs 

are more labour intensive.  

Beck et al. concluded that “there is a robust, positive relationship between the relative 

size of the SME sector and economic growth. Thus, even when controlling for other 

growth determinants – including the aggregate index of the overall business 

environment that incorporates information on entry and exit barriers, effective 

property rights protection, and sound contract enforcement, they find a statistically 

significant and economically large relationship between economic development and 

the size of the SME sector”.  

 

In the opinion of Savlovschi & Robu (2011), for big companies, the SMEs represent the 

world from which they came from. For individuals, SMEs often represent the first job, 

the first step in their career. They are also a first step in the world of entrepreneurs. 

For the economy as a whole, SMEs are launchers of new ideas and processes – in fact; 

they constitute the engine of economic growth. Continuing and in the context of the 

movement from an economy dominated by physical, tangible resources to the 

economy dominated by knowledge, they posit that SMEs are the main microeconomic 

pawn – their creativity, small number of components, low dimensions of tangible 

assets, the smaller complexity of their activities and supple structures make it easier to 

situate in the foreground their pre-occupations, decisions and actions.  

 

Looking at their importance from the employment point of view, Savlovschi & Robu 

observed that in countries like Greece, 87% of the labour force is employed by SMEs. 

In other nations the percentages are Japan, 81%, South Africa, 60%, and Philippines 

50%, just to mention a few countries. In terms of financial support, they observed that 
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the US in recognition of the importance of SMEs provided financial assistance to them 

to the tune of about $2billion in the year 2003. Concluding, Savlovschi & Robu citing 

the International Finance Corporation stated as follows: ‘in many countries, in the 

course of development, the private economy is almost entirely comprised in the SMEs” 

and that “they are the only realistic possibility of employment for the millions of poor 

people in the entire world”.  

 

Nearer home, in Nigeria, the Federal Office of Statistics cited in Ariyo (2008) shows 

that 97% of all businesses in Nigeria employ less than 100 persons and therefore 

belong to the SME sector. He also credits the sector with employing 50% of the 

country’s total labour force as well as being responsible for 50% of the country’s total 

industrial output – they are also the backbone of the Nigerian economy. Virtually 

agreeing with Ariyo, Chima (2013) also citing the Federal Office of Statistics put the 

total number of SMEs in the country at above 3million. According to him, SMEs hold 

the key to Nigeria’s sustainable development and long term survival as they play 

prime roles in job creation, export earnings, poverty reduction, wealth creation, 

income redistribution and reduction in income inequality.  

 

SMEs in the Nigerian Context  

Generally speaking, SMEs play the same roles whether an economy is developed, 

developing or transiting. They form the back bone of the private sector, make up over 

90% of enterprises in the world, and account for 50 to 60 percent of employment, thus 

significantly alleviating poverty (Chima, 2013). The challenges they face as well as 

their prospects however vary across countries due largely to government trade, 

investment and other policies. It is in recognition of this fact that this paper has sought 

to look at SMEs from the Nigerian context.    

 

The Nigerian situation with respect to SMEs was aptly captured by Oyelaran-Oyeyinka 

(2006) when he observed as follows:  

a) SMEs are a very important part of the Nigerian economy.  
b) In countries at the same level of development with Nigeria, SMEs contribute a 

much higher proportion to GDP than currently observed in Nigeria.  

c) Compared to other emerging markets the country has historically shown lack of 

commitment to building a strong SME sector. 

The scenario, as painted above, in the country is in contrast with other nations of the 

world where governments as a matter of policy show consistent commitment to the 

development of SMEs by implementing policies that enhance access to financial 
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incentives, basic and technological infrastructure, adequate legal and regulatory 

framework, and a commitment to building domestic expertise and knowledge. 

 

In light of recent developments in the Nigerian macroeconomic environment, SMEs 

have compelling growth potentials and, like other emerging economies, are likely to 

constitute a significant portion of GDP in the near future. In this regard, Chima (2013) 

stated that:  

1.  96% of Nigerian businesses are SMEs compared to 53% in the US and 65% in 
Europe. 

2. SMEs represent about 90% of the manufacturing /industrial sector in terms of 

number of enterprises.  

3. They contribute about 1% of GDP compared to 40% in Asian countries and 

50% in the US or Europe.  

4. In Nigeria, SMEs are distributed by clusters with the following noticeable 

clusters.  

i. Oshogbo/Abeokuta (Tie and Dye)  
ii. Lagos ( Entertainment, ICT)  
iii. Aba (Leather, Feather and Fashion) 

iv. Nnewi (Automotive)  
v. Kano (Leather)  

From the foregoing, one would not be wrong to express that in Nigeria the SME sector 

when compared with other transition economies is not contributing to economic 

growth, employment and poverty reduction as it should  The reasons which are 

multitude are addressed hereunder.  

 

Reasons for the Underperformance of SMEs in Nigeria  

Adelaja (2002), Oyelaran-Oyeyinka (2006) and Nwachukwu (2012) dwelt extensively 

on the reasons for the underperformance of SMEs in Nigeria. The challenges they 

indentified include:  

1. Inadequate, inefficient and most often nonfunctional infrastructural facilities 

which tend to add to their costs. A greater percentage of the SMEs have to 

provide their own utilities such as electricity, water and even roads.  

2. Majority of SMEs in Nigeria rely on the personal savings of their promoters for 

take-off funds and this has seriously hampered the growth of SMEs in Nigeria. 

Banks in the country require high collaterals from SMEs for financing and 

lending rates are quite high. The Development Banks have not fared better. 

According to Oyelaran-Oyeyinka, total loans as a percentage of GDP to the 

sector in Nigeria stands at 19.7% (it is 54.3% for Egypt and 94.0% for South 
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Africa).  On the issue of funding, Adelaja, citing a study by UNDP and the 

Federal Ministry of Industries, observed that out of 1498 SMEs covered by the 

survey, 1036 or 69% relied on traditional sources for funding. 

3. Low government support traceable to poor implementation of government 

policies aimed at boosting the activities of SMEs in the country. Oyelaran-

Oyeyinka observes that on a scale of 1.0, it is only Congo and Benin Republic 

that Nigeria at a rating of 0.2 provides higher support than among SMEs in 

Africa. (For Egypt, it is 0.4 and 0.5 for Tunisia and South Africa respectively).  

4. Incidence of multiple taxation and levies from all tiers of government in the 

country.  

5. Harassment of SMEs by uncountable numbers of regulatory agencies of 

government who often overburden them with authorized levies and charges.  

6. Unfair trade practices in the form of the importation and dumping of 

substandard goods in the country – a situation that is being aggravated by the 

current trend towards trade liberalization and globalization which makes it 

difficult for SMEs to even compete in the local/home markets.  

7. Preference by Nigerians for foreign made goods even when they are inferior to 

the locally made ones.  

8. Lack of scientific and technological knowledge i.e. the prevalence of poor 

intellectual capital resources which may manifest in the following ways:  

- Lack of equipment, which have to be imported most times at great cost as well 
as the expatriate skills to install, man and maintain the equipment  

- Lack of process technology, design, patents, etc.  
- Purchase of most often obsolete or refurbished machines and equipment 

resulting to lower productivity and or poor quality products.    
9. Lack of appropriate and adequate managerial and entrepreneurial skills with 

the attendant lack of long term plan, succession plan, organizational plan, 
transparent operational systems etc.  

10. High levels of unskilled workforce  

11. Low investment commitment to bring pilot plants to commercial scale  

12. Misapplication of loaned funds when made available to some entrepreneurs.  

 

From a synthesis of the mentioned contributors to the issue of underperformance of 

SMEs in Nigeria, this paper takes a position that the challenges facing SMEs in Nigeria 

are mainly two fold and they are:  

1. Those arising from government policies and  
2. Those traceable to the promoters of the SMEs themselves.  
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It should however be noted that it is not only in Nigeria that SMEs are facing 

challenges. In a survey by the OCED (2004) covering 80 countries, they isolated these 

factors, outlined in Table 3 below as the major challenges facing SMEs.  

 

Table 3: Ranking: Percentage of Firms that Considered Obstacle to be Major  
Rank All Firms Small Firms Medium Firms Large Firms  

1 Financing  36.5 Financing  38.9 Financing  38.0 Policy 

instability 

29.8 

2 Inflation 34.6 Inflation 36.9 Taxes and  

regulation  

37.2 Financing  27.9 

3 Policy 

instability  

34.4 Taxes and 

regulation   

35.5 Inflation  36.1 Inflation 26.2 

4 Taxes and 

 regulation  

33.5 Policy 

instability   

35.0 Policy 

instability 

36.0 Street 

crime  

23.9 

5 Exchange 

rate 

28.0 Street crime 30.6 Exchange rate 29.7 Corruption  23.4 

6 Corruption  27.7 Corruption  30.1 Corruption  27.4 Exchange 

rate 

22.4 

7 Street 

crime  

27.2 Exchange rate 28.9 Street crime  25.5 Organized 

crime  

 

8 Organized 

crime  

24.5 Organized 

crime  

26.9 Organized 

crime  

23.4 Taxes and 

regulation 

21.4 

 

 

9 Anti-

competitiv

e practices  

21.9 Anti-

competitive 

practices  

23.8 Anti-

competitive 

practices  

21.9 Infrastruct

ure  

18.2 

10 Infrastruct

ure  

17.0 Infrastructure  16.3 Infrastructure  17.2 Anti-

competitiv

e practices 

16.9 

 

11 Judiciary  13.7 Judiciary  13.8 Judiciary  14.4 Judiciary  11.6 

 

Source: OECD (2014). “Promoting SMEs for Development” (p.15) 

  

Prospects of SMEs in the Country  

Even against the backdrop of the innumerable challenges facing the growth of SMEs in 

Nigeria, there is the general belief and rightly too that their prospects far outweigh the 

challenges facing them. Oyelaran-Oyeyinka (2006) while addressing the matter stated 

thus:  

a) SMEs in the country have significant untapped growth potentials.  
b) They also have strong export and employment potentials. 
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c) They have the opportunity to benefit from operational and cost synergies as 

they are currently distributed along sectors within regions.  

d) There exist new sectors that are experiencing growth such as entertainment 

and leisure  

e) There also exist opportunities to exploit low-tech sector clusters like 

footwear, clothing and garment, ago-processing (cassava, oil palm and other 

oils)  

f) There also exist opportunities to exploit high-tech clusters like ICT, telecom 

and biotechnology (agric and health). 

 

In addition, Oyelaran-Oyeyinka lent his weight to the following current government 

initiatives which in his opinion if well implemented can enhance the prospects of SMEs 

in the country:  

1. Government deregulation of the real sector  

2. Directive to increase local contents  

3. Creation of free trade zones (Lekki and Calabar) 

4. Privatization of Government Assets  

5. Compulsory Bank capital allocation for SMEs should be raise to 10% of annual 

profit before tax.  

6. CBN led African Finance Corporation initiative.  

7. Strengthening of quality control agencies, like NAFDAC, SON etc.  

Nwachukwu (2012), however, adds that with regards to tapping the economic 

potentials of SMEs in the country, the Small and Medium Enterprises Development 

Agency of Nigeria (SMEDAN) has been doing a good job in the following areas: 

1. Mapping out effective strategies for revamping and reforming SMEs through 

appropriately advising the Federal Government on policy formulation and 

execution  

2. Identification and assessment of the critical requirements of SMEs in the 

areas of capacity building, skills gap, knowledge skills, process etc.  

It is the position of this paper that the launching in August 2014 of the ₦220 billion 

Micro, Small and Medium Enterprises Development Fund (MSMEDF) by the Federal 

Government of Nigeria lends further credence to the optimistic views about the 

prospects of SMES in the country). ”.  
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Conclusion 

In conclusion, this paper states as follows: 

1.  SMEs play very crucial roles in the economic development of nations, Nigeria 
inclusive.  

2. They are the backbone of nation’s economies and therefore the gateway to 

economic prosperity. 

3. They are not just job creators but also creators of wealth helping alleviate 

poverty.  

4. These roles SMEs play is global in nature notwithstanding whether an economy 

is transiting, developing or developed.  

5. That in the main what determines the capacity of SMEs to play above 

mentioned roles is the ability of national governments to create the enabling 

environment conducive for the operations, that is, the operating environment 

in the country  

It is our considered opinion that even against the backdrop of the challenges of 

infrastructural and policy implementation deficiencies, the SME sector in Nigeria will 

still remain the gateway to economic development and prosperity and that feat the 

country achieved in turning around the banking, telecommunication, cement and 

recently the automobile industries through private capital can still be replicated in 

other sectors. As Drucker, P said and as a supported by this paper, “small businesses 

(SMEs) represent the catalyst of economic growth.”   

 

Recommendation: Way Forward for SMEs in Nigeria  

Recommendations here have been influenced by the peculiarities of the Nigerian SME 

sector. Attempts have also been made to give the recommendations a global slant, 

since SMEs, even in the developed countries of the world, also face challenges. Arising 

from the review of extant literature on the subject matter of this paper, as shown in 

this study, the following suggestions that may facilitate the growth of SMEs in Nigeria 

are hereby put forward:  

 

1. The vital role of the Nigerian government in providing an enabling environment 

(support and regulatory) for SMEs to thrive cannot be over-emphasized. Areas it is 

recommended the government focus upon include:  

i. Ensuring that steady power supply is made available not only to SMEs 

but the generality of Nigerians. With steady power supply, SMEs in 

Nigeria can achieve a lot of cost reduction by saving on the purchase of 

generators, their maintenance and automotive gas oil.  
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ii. Ensuring that the issue of the multiplicity of taxes and other levies paid 

by SMEs in the country is addressed.  

iii. Ensuring that basic science and technology are given priority in our 

tertiary institutions.  

iv. Ensuring that appropriate legal and regulatory frameworks are put in 

place to make contracts binding and enforceable  

v. Supply of inputs especially finance for production and innovation and 

for the development of scientific, technical and managerial manpower. 

(The N220 billion MSMEF fund launched in the year 2014 by the Federal 

government is definitely a step in the right direction).  

vi. Ensuring that policy pronouncements for the development of SMEs 

don’t end up in filing cabinets but are implemented.  

vii. Reducing the high incidence of crime, inter-ethnic conflicts as well as the 

activities of religious fundamentalists that is posing a threat to 

commercial activities in Nigeria.  

viii. Stimulation of demand and creation of markets through government 

procurement policies (Current government procurement policies for 

motor vehicles for example have not been in favour of local vehicle 

assemblers especially Innoson Motor Manufacturing Company). 

ix. Ensuring that development banks like Bank of Industry (BOI), Bank of 

Agriculture (BOA) are properly structured to fund SMEs in the country.   

 

2. For the promoters of SMEs, they must have good succession plans, hire people with 

appropriate skills, and maintain good database and accounting systems as well as 

judicious use of funds when made available by development banks. Outside the shores 

of Nigeria, OECD (2004) identified the following SME development lessons that “seem 

to hold true, independent of region and level of development among countries”.  

i. Peace and stability is a key requirement for the development of SMEs as 

studies have shown that war and crime are main deterrents of private 

investment.  

ii. SME development is also a function of the ability of governments to 

implement sound macroeconomic policies, the capability of 

stakeholders to develop conducive microeconomic business 

environments and the ability of SMEs to implement competitive 

operating practices and business strategies.  

iii. Continuous and constructive dialogue between public sector, private 

sector and civil society. This type of dialogue fosters implementation of 
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SME strategies, engenders them more implementable, politically more 

credible, and more sustainable.   

iv. Investments in physical infrastructure and business services and the 

implementation capacity of policy makers, local level administrators and 

support structures make for success of SMEs. 

 Caner (2013) adds the following factors: 

v. An equitable and efficient judicial system to enhance contract 

enforcement and the protection of property rights.  

vi. The level of regulatory environment  

vii. Access to credit especially the private credit market for investment and 

working capital a.  

viii. Costs of entry i.e. start up costs including registration, license fees and 

processing time is also important for the development of SMEs.  

 

The paper observes the similarities between the global view on the subject matter and 

when looked at from the peculiarities of the Nigerian environment. One wouldn’t be 

far from the truth to state that what makes the Nigerian case peculiar is “the failure of 

leadership which has sacrificed excellence on the altar of corruption, nepotism, 

ethnicity and mediocrity- factors that antithetical to economic growth and 

development”. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 
 

54 

References 

Adelaja, A. O. (2002). The importance of small and medium scale industries in a 

developing/underdeveloped economy: Nigeria as a case study. Retrieved from 

www.unilag.edu.ng. 

 

Ariyo, D. (2008). Small firms are the backbone of the Nigerian economy. Retrieved 

from www.africaeconomicanalysis.com.  

 

Beck, T., Demirguc-Kunt, A., & Levine, R. (2002). SMEs, growth and poverty: Cross-

country evidence. Retrieved from www.jstor,org.  

 

Caner, S. (2013). The role of small and medium size enterprises in economic 

development, Retrieved from https://conf.hse.ru.  

 

Chima, O. (2013). SMEs as gateway to economic prosperity. Retrieved from 

www.thisdaynewspapers.com. 

 

Ciubotariu, M. S (2013). The role of small and medium enterprises in the modern 

economy and the importance of IFRS application for SMEs. Retrieved from 

www.seap.usv.ro.   

 

Nwachukwu, A. (2012). The role of entrepreneurship in economic development: The 

Nigerian perspective. European Journal of Business and Management. Retrieved 

from www.list.org.  

 

OECD (2004). Promoting SMEs for development. Retrieved from www.oecd-

istanbul.sme2004.org.  

 

Oyelaran-Oyeyinka, B. (2006). SMEs: Issues, Challenges and Prospects. Retrieved from 

www.cenbank.org.  

 

Oyelola, O. T., Ajibosun, I. O, Raimi, L, Raheem, S., & Igwe, C. N. (2013). 

Entrepreneurship for sustainable economic growth in Nigeria. Journal of 

Sustainable Development Studies. Retrieved from 

www.infinitipress.info/indx.php.  

Savlovschi, L. L., & Robu, N. R. (2011). The Role of SMEs in a modern economy, 

Retrieved from www.management.ase.ro.  


