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Abstract

The focus of this study is to critically investigate the dynamic commercial banks loan, small-scale
businesses in terms of SMEs' access to credit facilities on economic growth in Nigeria. It is
guided by financial mediation theory, credit creation theory, and pecking order theory, with a
focus on the Credit Creation Theory. The research design is ex-post facto, and the population
includes the entire Nigerian economy and SMEs that received commercial bank loans. Purposive
sampling is used, and data from secondary sources with the period of observation was limited to
ten (10) years which span from 2013 to 2022, primarily the CBN bulletin, are analyzed using
simple percentages, correlation analysis, linear regression, and ANOVA. The results shows that in
correlational analysis, there is a weak negative correlation between commercial banks' loan to
SMES and GDP, and strong positive correlations between commercial banks loan to SMES and
both SMES’ contribution/output and average capacity utilization with (P <0.05 BQ mercial
Banks Loan to SMEs had a non-significant effect on GDP (Adj R2 = 0. @Y F(5,137)=
0.325213, p= 0.574543); Commercial Banks Loan to SMES and Averag { ity Utilization
(Adj R2 =0.472707, F(5,137)= 20.72255, p= 0.0002); and return on ass . R2=0.354618, F
= 13.08832, p= 0.0016). Furthermore, there is a significant difference between the means of the
four variables being compared (average capacity utilization, 1%3’5 contribution/output,
commercial banks loan TO SMES, and GDP) with (F=147.3154, ? Increasing commercial
loans to Nigerian SMEs can positively influence economi wth by improving SMEs'
contribution/output and average capacity utilization. Poli kers and financial institutions
should offer favorable loan terms, targeted sector %'@a d improved access to finance to

stimulate growth, job creation, and poverty reductio

Keywords: Commercial Banks Loan, SMEs it Facilities, Economic Growth, Average
Capacity Utilization SMES’ Contribution/OQé}GDP
Word Count: 281
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Chapter One
Introduction
1.1 Background to the Study

Every economy aims to achieve higher growth rates while maintaining macroeconomic stability,
as measured by key indicators such as real interest rates, exchange rates, inflation rates, and, most
importantly, the contribution of SMEs to economic growth. The average r%ﬁ(&ﬁ capacity

utilization. The ratio of output generated to output that could have be% ng@ced with the
-size

installed equipment if the capacity had been fully used. Small and medi m.\ d enterprises in an
economy become more efficient when the country's capacity utili’(@ﬁ rises, and vice versa. How
successfully small to medium-sized firms (SMEs) in ane&gﬁmy can use their potential is
determined in part by the country's development fun%;%result, economic prosperity is critical
to humanity's advancement and well-being. Ec@c development theories have evolved over

time in response to historical events and ?on ¢ dynamics.

Gross domestic product (GDP) o%@lational product (GNP) is the total value of a country's or
set of countries' products an%es, and economic growth is the rise in that value'. Economic
development is comn@l)@?:%ribed as a percentage change in GDP or GNP from one era to the
next!. Money has a8ignificant influence on the success of SMEs in Africa, in addition to human
capital and infrastructural development?. Because supporting SMEs is a catalyst for attaining the
essentia%%ency for sustainable growth and development, the efficiency of SMEs is frequently
regarded as a ladder to a sustainable economic growth and development in every economy
throughout the world. Development through SME finance refers to a commercial bank's attempts
to encourage, stimulate, and accelerate growth by providing loans and advances to SMEs

involved in physical development, redevelopment, commerce, and industry'.



In recent years, the global economy's growth rate has been solid yet irregular. The Covid-19
epidemic had a significant impact on the global economy, producing a severe drop in 2020 before
recovering in 2021. The pandemic recovery is expected to proceed, but more slowly’. The
sickness had a similar impact on Nigeria's economy; it fell in 2020 but recovered in 2021.
Nigeria's economy is vulnerable to global economic shifts since it is primarily reliant on oil
exports, which are subject to swings in worldwide oil prices. The government has be.en attempting
to diversify the economy in order to reduce this reliance and foster developmen%’%her areas,
especially SMEs. Regional and national economic developments have ; QQ on Nigerian
SMEs. The 2020 downturn was especially hard on SMEs, with man attking to stay afloat and
running out of cash. The sector benefited from the comeback in ,{@%? although not all sectors of
the economy are rebounding equally, and many SME@ still struggling*. Although the

government has implemented measures to assist Sﬁ&ch as loan guarantees and tax cuts,

more has to be done to sustain the recovery @e the sector's expansion.

In both developed and developing cour@ the establishment of small and medium-sized firms
is critical to socioeconomic prog%g? nation's progress in the growth of its small and medium-
sized enterprises is a major dfivef\of socioeconomic sustainability and productive employments
for the nation's able@@ en and women eager to work, equality in income distribution,
citizens' well- eié\and improved living standards, due to SMEs' significantly greater
contributiow ployment opportunities than large firms'”. As a result, small businesses with
quick dewelopment are critical to economic advancement. Successful businesses are more likely
to survive, and industrialized economies have benefited immensely from the rapid rise of small
businesses®. These are substantially to blame for the significant increase in employment in these

industrialized nations.

Gross domestic product (GDP) or gross national product (GNP) are two terms that are frequently

used to quantify economic growth (GNP). These are the most common metrics used to assess an



economy's performance and activity?>. GDP represents the entire value of all commodities and
services produced inside a country's borders, regardless of the producer's country of origin®. GDP
per capita, which is a measure of economic activity per person, is calculated by dividing GDP by
the total population. Furthermore, the number of SMEs and the rate at which they form, the
employment and income generated by SMEs, the level of innovation and productivity within
SMEs, and the volume of SMEs' exports and imports are some of the metrics that can be used to
assess how well SMEs perform and what role they play in economic growth. Thes@&ures may
help decision-makers assess the efficacy of SME assistance programs n. idéntify areas for

improvement. As a result, this study considered GDP, the nation's a@g\e capacity utilization,

and how SMEs contributed to economic development. é\

The "rate of SMEs contribute to economic growth" %@e amount that small and medium-
nomi

sized firms (SMEs) can contribute to overall e% development in a certain country or

region’. This can be measured in a variety 0@% luding the number of jobs created by SMEs,
the amount of money they generate, heir percentage of GDP. Furthermore, a country's
average capacity utilization rat@tes how well its industrial capacity is utilized. It is
calculated by dividing an in ﬁ&gf's actual output by its total potential output. The resulting ratio
demonstrates how su@s@ll the nation's industrial capacity is utilized. The average capacity

utilization rate aré\sed to identify economic patterns and estimate future economic conditions

and growthQ

The m&)us benefits it has accrued over the years in terms of fostering economic development
and creating employment opportunities are the foundation for the widespread attention paid to
SMEs sector operations in advanced nations. Because of its intensive labor model and capital-
saving nature, the SMEs sector is envisioned as an industrial mechanism capable of assisting the
globe in providing the over one billion new jobs required by the end of the twenty-first century. It

is thus regarded as the most important factor in the development of economic growth, poverty



alleviation, and job creation in Nigeria®. Understanding the strategy and solutions for building and
sustaining a truly sustainable private sector dominated by SMEs has improved around the world
as SMEs have been recognized as major economic drivers; Nigeria should not be an exception.

SMEs are critical to a country's economic growth’.

Small and medium-sized enterprises (SMEs) in emerging countries require cash to expand and
advance the economy. Adequate finance may assist SMEs in investing in new %ipment,
developing their firms, and adding jobs, so increasing productivity and economi %‘p%vth. On the
other hand, a lack of access to capital may limit SMEs' ability to deve@ assist economic
growth. As a result, access to financing is critical for developing@stﬁ/ SMEs to grow and
advance the economy. According to research, having access t@@ing may help SMEs in poor
nations thrive by allowing them to invest in new q@nt, expand their enterprises, and
N

generate jobs'?. Growing SME activity may assi all economic expansion by improving

SME access to funding in emerging econom"es;.)\&

There is no doubting, however, that a@' to finance is critical for the sector's sustained and
sustainable growth due to its roleMtering the growth and development of existing enterprises,
which in turn supports the e@gn of the national economy. It also aids in the formation of new
enterprises and the adyan¢ement of the innovation process. In this context, the amount of SME
funding is const ly positively connected with overall economic growth (as measured by per
capita i and financial development (as measured by the ratio of private credit to GDP)?. As
a result, a robust financial system is required to meet the financing needs of SMEs. Although
banks are the primary source of outside loans for SMEs, they may not necessarily have easy
access to bank financing. Indeed, much has been written about how difficult it is for SMEs to
obtain bank financing. These challenges have been demonstrated to exist on a worldwide scale in
both rich and developing countries, but more so in the latter. Libya, a developing country in

transition, also fits into this pattern.



National data reveal that SMEs contribute variably to economic development based on the
specific economic structures of emerging countries. Finance has been highlighted as a crucial
component influencing the survival and development of SMEs in both emerging and developed
countries in various business studies, and such research will continue®. However, empirical
evidence suggests that a shortage of funds in Nigeria is a hindrance to the expansion of SMEs.
The inability of SMEs to tackle macroeconomic challenges is hampered by a shortag.e of finances,
and the difficulty in obtaining sufficient funding from financial institutions is a k@%pediment.
Small enterprises' ability to obtain capital continues to pique the curiosi .%ness owners,
researchers, government parastatals, commercial banks, and trade.o@@tlons, to name a few.

Adequate financing is required for SMEs to participate actively i@(ost economy.

Small and medium-sized enterprises (SMEs) are a Vi@dpver of economic development in

Nigeria, creating significant employment and ir@g the country's GDP (GDP). Finding

funding is one of the most difficult hurdles {or; %

assist them overcome this barrier by p ing the funds they require for business growth and

in Nigeria, and commercial bank loans may

employment creation!'. When sn@ medium-sized firms (SMEs) have access to commercial
bank loans, they can invest if~ne® equipment, expand their operations, and generate jobs. This
could boost output a@)@m ate economic growth. Furthermore, SMEs that can expand and
create jobs ca @)leviate poverty and inequality, promoting overall economic development.
On the otherside, if commercial banks are hesitant to lend to SMEs or if lending rates are too
high, t@dE sector and general economic development in Nigeria may suffer. Commercial bank
loans to SMEs can thus boost Nigeria's economic growth, but this relationship is hampered by a
number of factors, including the availability of collateral, interest rates, governmental regulations,

political and economic stability, credit risk, and others'2,

It has been demonstrated that the small business sector contributes significantly and realistically

to Nigeria's economic development. Small and medium-sized businesses have created more direct



jobs per dollar invested than large organizations'>. Because the sector relies on the continual
application of local technical know-how to prosper, they frequently serve as training grounds for
improving self-reliance, establishing linkages across industries, particularly in agriculture, and
raising the economy's competitiveness. A country's potential to undergo social-economic
development over time has been demonstrated by a variety of economic checks and monitoring
systems; as a result, its effect and advancement are critical to political regimes aI‘OIlI.ld (thbe world®.
SMEs play critical roles in economic growth in both emerging and established cé‘r\es around
the world, filling employment gaps, creating wealth, and acceler n. %n and rural
development. SME performance must improve in order to boc:sg{%greation, productivity,
entrepreneurship, competition, and the potential of SMEs to g@é products and services to
larger enterprises. Government measures that assist SME@% as access to funding, training

programs, and other support services, can boosf‘@? performance and enable economic

development. C’J@

The commercial banking industry in Nigetia is rated as the second largest banking industry in
sub-Saharan Africa, with a total @Hh N39.6 trillion (Naira) as at the third quarter of 2019,

with a total number of 22 Qégfarcial banks, 860 micro-finance banks, 5 discount house, 64
ei;S

finance companies an@

The Nigeria b @ndustry dominates the entire financial system in Nigeria as it accounts for

pment finance banks recognized by the Central Bank of Nigerial®.

about 90% .f the total assets in the system and about 65% of the market capitalisation of the
Nigeri&ck Exchange. By market capitalisation on the country's exchange, financial services
are the second-largest industry after industrial products. At 2010 constant prices, the financial

(non-insurance) sector contributed 2.7% of GDP in 20152,

The activities of commercial banks are largely indispensable to socio-economic development.
One of many indispensable roles of commercial banks in Nigeria include offering credit facilities

to Small and Medium Scale Enterprises (SMEs). SMEs are often described in alignment with



their capital, investments, project costs, annual financial reports and industrial financial
performance??. An overwhelming percentage (90%) of companies registered are micro, small, and
medium enterprises. With these statistics, it is imperative to note here that Small and Medium
Scale Enterprises (SMEs) are indispensable and important catalyst for socio-economic
development in Nigeria?®. This implies that the performance of SMEs directly impacts the socio-
economic development of the country. It is important to note that funding has ‘?ee(nb a major
challenge for most SMEs in Nigeria due to the fact that government funds do n@;}to a large
percentage of them. As funding is important in business survival, most .\sﬁigeria that do

not have access to government funding turn to commercial banks for fi in,g and credit facilities.

Due to information asymmetry, commercial banks in Nigeria @%’\examine the financial needs
of SMEs, resulting in an unfavorable selection proces a. ias toward large enterprises!®. By
making money the most tempting reason for their Qopment, this trend has hindered SMEs'
ability to make more important contributiﬁ.j@ Nigerian economy. According to Central
Bank of Nigeria figures, deposit-mone loans to small enterprises in Nigeria totaled more
than 46 billion naira in 1999. It tﬁﬁ%ér fell to roughly 12 billion naira, where it remained until
2017. Because of the contin Xchange rate depreciation, rising consumer prices, and crushing
poverty, many Nigerian $mall” enterprises have been forced to rely only on domestic funds,
severely limiti @Npotential to develop and contribute to the economy. To assist SMEs, the
Nigerian goéint has established a number of financing facilities and other support initiatives.
Howeverythe majority of the funds are transferred through commercial banks, who are unable to
give SMEs with timely access to such funds for any cause or reasons. As a result of this tendency,

the expected contribution of SMEs to economic development, job creation, and poverty

alleviation is limited'*.

A multitude of variables, including interest rates, governmental regulations, political and

economic stability, and credit risk, may constrain the relationship between commercial bank loans



to Small and Medium Enterprises (SMEs) and economic development in Nigeria'>. The
investigation's main issue, though, was the lending rate. High interest rates can stifle a sector's and
the economy's growth by making it more difficult for SMEs to obtain loans and discouraging
investment. Furthermore, if borrowing becomes prohibitively expensive for many enterprises,
excessive lending rates may make it difficult for SMEs to get loans. This may discourage
investment and impede its development, slowing overall economic growth. High 1(.)an rates may
also make it more difficult for existing SMEs to expand and create new jobs, st@ig\economic
development even further. Low lending rates, on the other hand, may ma , for SMEs to
obtain loans and invest in their enterprises. This could lead to incirea &ME development and
overall economic growth. Low interest rates on loans may encou;&@&he formation of new SMEs,
hence increasing job opportunities and diversifying the éq@my. The lending rate may have a
substantial impact on the relationship between co@% bank loans to SMEs and Nigeria's

economic progress. While high lending ra@iscourage investment and slow economic

growth, low lending rates can boost SME #aveStment and growth!”.

Small and medium-sized busine@? face hostility from official credit providers since they
are frequently viewed as the4dgwer end" of the credit market by institutions that make money
available. Even if crddit uthorized, the aforementioned has a significant influence on risk-
instalment cos a@ecessitates thorough credit control. A tough scenario has evolved as a result
of their ina@f%o support loan offers with conventional advocate assets such as real estate,
mortgagds,/pound shares, or other high-grade bonds®. This is why, in contrast to other growing
countries, government alternative financial structures and funds have developed in Nigeria over
the years. Financing is the most challenging hurdle to the appeal of the SME sector, but it is not
the only one. Because SMEs lack adequate collateral assets, such as tradeable securities, first-
class mortgages, and high-quality bonds, they are classified as high-risk enterprises. The authors

of this study, on the other hand, believe that through government action, SMEs should be allowed



to obtain commercial bank loans and that commercial banks should be induced to view SMEs as
possible loan applicants. Given the limited resources available, it is critical to examine the extent
to which commercial bank loans to SMEs affect Nigerian development, as the government is

expected to play a large role in commercial financing of SMEs. That is the goal of this research.
1.2 Statement of the Problem

What drives economic development is one of the most basic economic questions tha@amered
a lot of attention in economic literature so far. Companies rely on a nu @%)intemal and
external funding sources. However, there is still a lack of clarity in ‘the research on the
connections between various sources and how they affect 1nvestme)1{\B k credit or loans are a
popular external finance solution for SMEs. Bank credit is.eiiﬁi}for providing external finance
to Small and Medium Scale Enterprises, (SMEs). H e@this essential source of funding for
Small and Medium Sized Enterprises in Nigeri.a sﬁs to be non-functional. This is shown by the
ratio of loans to small-scale businesses to t@rall credit of commercial banks, which reveals
that in the last quarter of 2010, small- usinesses received a pitiful 0.15 percent of the total
credit of commercial banks?’. Theﬂ\;} that this ratio has been declining over time and has been

declining uninterrupted in tl@-consohdaﬁon period is more concerning.

N
Small and medium)q:ﬂgt)enterprises assumes critical roles and functions in the industrial and
socio-econorﬁ%velopment of any country. In the past years, the need to concentrate on
develo@@ﬂEs in developing parts of the world has gained popular media amongst several
empirical discourses and reviews. A more recent study posited that there is a need to concentrate
on the development of small scale business in developing countries, especially in Nigeria as it has
the potential of contributing to economic development in terms of creating employment
opportunities, boost foreign investment opportunities amongst several others?*. Contributions of

small and medium scale businesses to Nigeria’s economic development are boldly expressed in



how SMEs are ranked as one of the leading employer of labour in Nigeria and how it helps in
improving and developing indigenous knowledge and bring about divergence of the overall socio-
economic development of the country. Another scholar also argued that the foundation of
economic growth and development in developed countries of the world largely thrives on the

exponential performance of its small and medium scale enterprises industry.

Another major problem SMEs encounter in Nigeria is thrives on the fact that SM@are not
largely considered by the government or regulatory agencies when formulating @plementing
business policies. Scholars have also argued that funding and financing a%'}bremost problem
SMEs face in Nigeria, which further constrain the growth and exp@r@ Sconomic performance
of small scale business in the country. The availability and %g%%ibility of commercial bank
credit facilities to SMEs to a large extent determines th.' vel of operation and performance.
Previous empirical studies that investigated the d§ ic/relationship between commercial banks

e
and small scale businesses performance pos@%ﬁ

economic development, their performan %the past decades has to a large extent been restricted

espite the varying contributions of SMEs to

by many factors ranging from g@nt regulations, funding amongst others'''>!4. The focus

of this study therefore, is t ically investigate the dynamic relationship between commercial

0
banks and small scal¢ bu egSes in terms of SMEs access to credit facilities. This study also
seeks to examine ®9ossible socio-economic contributions of SMEs if they have more access to

commercial@ loans.
1.3 Aim; and Objectives of the Study

The broad objective of the study is to examine effect of commercial bank loans to small and

medium scale enterprises (SMEs) on economic growth in Nigeria. The specific objectives are to;

1. investigate the effect of commercial bank loans to small and medium scale enterprises (SMEs)

on Gross Domestic Product (GDP) in Nigeria;

10



ii. evaluate the effect of commercial bank loans to small and medium-scale enterprises (SMEs)

on average capacity utilization in Nigeria; and

iii. investigate the effect of commercial bank loans to small and medium-scale enterprises (SMEs)

on SMEs’ contribution to the Gross Domestic Product (GDP) in Nigeria.
1.4 Research Questions

1. What is the effect of commercial bank loans to small and medium scale entem%‘iﬁdES) on
Gross Domestic Product (GDP) in Nigeria? ‘:\\QO

2. To what extent does commercial bank loans to small and mediy&:&ie enterprises (SMEs)

have effect on average capacity utilization in Nigeria? 6&%’\

3. What is the effect of commercial bank loans to s a@d medium-scale enterprises (SMEs)

on SMEs’ contribution to the Gross Domestic Product (GDP) in Nigeria?

° \\
1.5: Hypotheses §_)

Hol: Commercial bank loans to % medium scale enterprises (SMEs) have no significant

effect on Gross Domestic ProQ%t(} P) in Nigeria.

Ho2: Commercial ba@ small and medium-scale enterprises (SMEs) have no significant

effect on avera @éity utilization in Nigeria.

Ho3: ial bank loans to small and medium-scale enterprises (SMEs) have no significant

effect on SMEs’ contribution to the Gross Domestic Product (GDP) in Nigeria.
1.6: Significance of the Study

This study is relevant on the basis that it attempts to improve the socio-economic performance of

small scale businesses by highlighting their challenges regarding funding and access to bank loans.

11



Findings from this study will provide the basis for future empirical reviews that investigate the

dynamic relationship between commercial banks and small scale businesses.
1.7: Scope of the Study

The purview of this study is limited to investigating the effect of commercial banks credit
facilities on SMEs performance in Nigeria and how these credit facilities can improve small scale
businesses performance and in turn contribute to socio-economic development in&%ﬂa. This
study seeks to adopt a period of 10 years as its time frame of observing the qt\%ﬁip that exists
between this study’s variables. As a result, this study will examine the im;laéf commercial bank

[ ﬂ
loans on SMEs financial performance and its impact on economic %\%@h‘%n Nigeria from 2011 to

2021. QQ}&
>
1.8 Limitation of the Study Q

The primary challenge encountered duri \@search pertained to data sourcing, as a
considerable portion of the required data %not readily accessible.
1.9 Operational Definition of T(%;()

"
Banks: Bank within the c&t f this research work can be defined as an establishment for the

custody, loan, exchK issue of money for the extension of credits.

Q

Commercial Banks: A bank organised for main purpose of handling a wide range of financial

transa@ which include providing financial products and services.

Commercial Bank Loan to SMES: This represents all loans made by commercial banks to

SMEs throughout the period of this study, as reported by CBN Bulletin.

Small and Medium Enterprises (SMEs): include non-subsidiary, independent firms that deploy

fewer that the stipulated number of employees.
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Economic Growth: can be defined as an increase in the production of goods and services of

Nigeria.

Finance: is described as the provision of money when and where it is needed.
Loan: is a certain sum of money borrowed.

Operationalization of the Variables

AL

The model specified is based on empirical studies on the commercial bank IO@MES and

economic growth in Nigeria, ‘@

This shows the relationships among variables; ¢ \%'\

Y= £(X) )
&
Y= Dependent Variable Q

X= Independent Variable C}ﬁ
Where (bd%'

Y = economic growth \)

X = commercial bank

Y =(GDPy, ACUz gj OUTPUT;)

X =(CBL-S

Where@%ross Domestic Product
y2= average capacity utilization

y3= SMEs’ contribution / Output

xi;=commercial bank loans to SMEs
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Chapter Two
Literature Review

This chapter presents the review of related literature considered relevant to this study. The

literature was reviewed conceptually, empirically and theoretically.

2.1 Conceptual Review

2.1.1 Economic Growth é\

N
The phrase "economic growth" refers to the progressive expansion of (kntry's economy.
Typically, the gross domestic product, or the total value of all prody{%%a services generated in
an economy, is used to calculate its size (GDP). Accordin Q'}he Organisation for Economic
Cooperation and Development (OECD), "Gross Do duct (GDP)," economic growth is
the increase in a country's output of goods and s ce over time. It is a numerical indicator of

how much the value of an economy's produ@f}d services increases over time, generally a year.

Economic development is frequently ed as an important indicator of a country's living

standards and overall economic h&@%

"
Economic growth can be@ed into two types: Per capital economic growth accounts for

population growth easuring the increase in production of goods and services per person'.

Absolute ec@rowth is the rise in total goods and services output.

Produ and efficiency rise as businesses invest in new technologies and manufacturing
techniques; the labor force and population expand as more people join the workforce and support
economic activity, and consumer spending and investment rise. Export growth occurs when
countries sell more goods and services overseas; Taxation, regulation, and government spending
may all have an impact on economic development. Economic growth is not the only indicator of a

country's success; other elements such as economic inequity, environmental degradation, and
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social well-being are also influenced. As a result, when analyzing a country's economic success, it

is critical to consider the big picture.

Economic growth can be measured using either real or nominal values. Nominal economic
growth refers to the increase in the dollar worth of output over time. The volume generated as
well as the cost of the products and services delivered may change. Economists frequently refer to
real economic growth, which is essentially growth in output excluding the imp‘a{bgf price
fluctuations. This is done to better correctly portray how much a country gene @St any given
time in comparison to other times. GDP growth is a measure of econom % although the
causes influencing each component's development are quite differ}&‘(;gﬁblic spending, capital

creation, private or public investment, employment rates, curre%&%es, and so on all have varied

effects on economic growth, and whether a state isdg@ or not has a different impact on

Economic growth as an increase in real G@:}?DP per capita, or national output measured in

these effects.

constant prices’. Human resources (su investing in human capital and increasing the active
population), natural resources (suc land and subsurface resources), an increase in the quantity

: NI . . . :
of capital employed, and@nologlcal discoveries all have direct effects on economic
development. Institqu; (financial institutions, private administrations, etc.) are indirect
variables that_i ce economic development, as are aggregate demand size, saving and

invest @es, financial system efficiency, budgetary and fiscal policies, capital and labor

migration, and government effectiveness.

Despite the fact that entrepreneurship prioritizes expansion, it will be difficult to define and
quantify exactly what growth means in the commercial world. Some business owners may see
development as nothing more than securing the survival of their company, whilst others see it as a

means of enabling them to meet their own personal fulfillment requirements as well as their
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responsibility to their families, the environment, and society?. Others view expansion through the
prism of the company's performance, as measured by sales volume, profit margin, and market

share®#.

When examining how economic expansion affects businesses today, numerous factors must be
considered. Economic growth can lead to larger profits, a major improvement in average living
standards, the creation of additional job possibilities for residents, an increase in tax<revenues that

can be used to support more government services, increased company conﬁdqnc&? an increase

in capital investment. Technological progress. ‘%\

Corporate development and economic expansion go hand in han.@amtry. GDP growth is
referred to as economic growth and is frequently utilizesl ﬁ@tometer of a country's overall
economic health. On the other hand, business devel Xefers to the process of establishing
and developing businesses, which is frequen:dx{%litated by laws and programs that support

entrepreneurship and small business expansi@

Economic growth is caused by a V@ of factors, including productivity gains, population
growth, and technology dev c%%lts. SMEs can enhance productivity and contribute to
economic growth by br %nnovative items, services, and business models to market.
According to an iQeQﬁ)tional Finance Corporation (IFC) study, small and medium-sized
enterprises ( ,Qwhich account for up to 90% of businesses and 50% to 60% of employment
in devcountries, are important contributors to economic growth*. Furthermore, the World
Bank observed that every 1% increase in the number of SMEs in a country increases GDP per

capita by 0.6%.

Furthermore, the World Bank discovered that fostering a favorable business climate for SMEs
through efforts such as easing rules, improving access to funding, and strengthening the rule of

law may help economic growth®. Economic growth and the development of SMEs are
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inextricably linked, with company development playing a significant role in encouraging
economic growth by increasing productivity and creating jobs. Policies and activities that promote
entrepreneurship and small business development are critical for encouraging company growth

and contributing to overall economic growth.

However, economic growth in relation to SMEs in a country are GDP, rate of SMEs contribution
to GDP and average country capacity utilization. The "rate of SMEs contributest onomic
growth" refers to the amount that small and medium-sized firms (SMEs) can co @e to overall
economic development in a certain country or region. This can be measuf%}varlety of ways,
including the number of jobs created by SMEs, the amount of mo@sﬁéy generate, and their
percentage of GDP. Furthermore, a country's average capamtyék%mon rate indicates how well
its industrial capacity is utilized. It is calculated by divi @p industry's actual output by its total
potential output. The resulting ratio demonstrates h % cessfully the nation's industrial capacity

is utilized. The average capacity utilizatio &A be used to identify economic patterns and

estimate future economic conditions an(}%w

2.1.1.1 Gross Domestic Product?SVP)
'\

Gross Domestic Product @ a measure of a country's economic activity that is often used to
estimate the size a%gh of a country's economy?®. It is the total cost of all goods and services
created in a l%\within a certain period, often a year. It is used to evaluate the expansion and
devel Qf a nation's economy’. Three methods may be used to determine GDP: The value of
goods and services produced inside a nation is assessed using the production method. The income
method evaluates a nation's production of goods and services in terms of the income it generates;

The nominal GDP assesses the value of goods and services produced at current market prices; the

expenditure approach measures the total amount spent on goods and services consumed inside a
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nation. The value of goods and services produced at constant prices after inflation is measured by

real GDP, on the other hand.

It is crucial to remember that a country's GDP does not represent the only indicator of its well-
being; it also has an impact on economic inequality, environmental degradation, and social well-
being. As a consequence, it is crucial to consider the whole picture while evaluating a nation's
GDP. The financing of small and medium-sized businesses (SMEs) and a nation’sC{& have a
complicated and varied connection. In general, SMEs need access to capital to e@ and thrive,

and a healthy SME sector may significantly boost a nation's GDP. ‘%\

. "
2.1.1.2 Rate of SMEs' Contribution to Economic Growth %‘Q%
The rate at which SMEs contribute to economic developmm@%‘fr vary depending on the country
and the various sectors involved. SMEs, on the@and, are widely seen as making a
significant contribution to economic growth.%developed countries, for example, SMEs
frequently account for a considerable pcﬂ& job creation and economic development. Small

businesses with fewer than 500 emph@‘é‘, for example, account for almost two-thirds of net new

private-sector employment in %Med States’. Similarly, SMEs account for almost two-thirds
r

.\
of the European Union'f v@

e and roughly half of its GDP3.
SMEs can have a n greater impact on economic growth in developing countries since they
can stimulate entrepreneurship and propel economic development. Because they contribute
signiﬁ@rgto GDP and employment in many countries, SMEs are frequently viewed as a
primary force driving economic advancement and poverty eradication. According to World Bank
study, SMEs in emerging economies account for up to 45% of total employment and up to 33% of

GDP*.

SMEs are commonly regarded as significant contributors to economic growth and development,

while the precise rate at which they contribute to economic growth may vary. It is vital to
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remember that the nation's environment and policies, such as the availability of funding, rules,
and taxes, may influence how quickly SMEs contribute to economic development. The products
and services produced by small and medium-sized businesses (SMEs) are referred to as their
output. They may contain a wide range of goods and services, depending on the industry and type

of firm. SMEs are companies that have less than a certain number of employees or revenue.

The output of small and medium-sized enterprises (SMEs) can play a signiﬁcar@le in a

country's economic development. SMEs are frequently regarded as the fo jon of many

economies, particularly those in developing countries, and they can aid d%}ment in a variety

of ways, including: SMEs are more adaptable and flexible than lar%%s'ﬁlesses, allowing them

to be more innovative in their products and services; %@ provide opportunities for

entrepreneurship, which can lead to the developmen .Xlgv industries and the expansion of
N

existing ones; and SMEs can promote market compet

Small and medium-sized firms (SMEs) are @ critical engine of economic development due
to their ability to produce employmeﬁb‘ imulate innovation, and foster competition. SMEs
frequently have a big impact on 1 economies, and they may help to reduce poverty and
economic inequality. They %?0 help new firms and technologies thrive. SMEs are also more

adaptable and responSive)to market changes, which may contribute to the economy's overall

resilience. n SQ

Slowi@ credit continues to be a hindrance to the sector's ability to contribute to Nigeria's
economic development and progress’. SMEs in Nigeria face four major challenges: a hostile
business environment, a lack of cash, inadequate managerial skills, and a lack of access to
cutting-edge technology. To retain competitiveness and assist economic expansion, SMEs clearly
rely on financial institutions for financing, corporate development, and the procurement of

cutting-edge technology. Multiple taxes, insufficient infrastructure, and an adverse
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macroeconomic environment are all issues that limit growth. One of the most prominent is a

shortage of finance.

There is a long history of community finance, microfinance, and government-based SME
financing agreements in an effort to provide financial services to the SME sector outside of the
commercial banking system. However, performance remains a concern. The Financial System
Strategy, the government's long-term strategic strategy, was sparked by harsh cr'rtid'ﬁg of the
financial industry's performance ("FSS, 2020"). Regulations, a scarcity of de %e assets, a
scarcity of data on SME activities, and inaccurate credit information all%&antly limit SME
funding in Nigeria. Policies relevant to small-scale enterprises cm@t’é fail due to a lack of
data required to appreciate the difficulties and operations 0&1%‘%11’[ government SME-based
efforts. The existing credit information system does not @1@ needs of the SME sector. If the
narrative is to change, the Nigerian government annized private sector must develop a

structure in which privately managed cred@u and the Credit Risk Management System

(CRMS) can properly cover the SME m@‘or.

SMEs have a number of challengé&,i)cluding low productivity, insufficient lending alternatives,
limited government suppo %ﬂinequitable financial aid distribution. These are the major
impediments to the e@ion and development of SMEs, which ultimately impede the country's
overall progress 0% contrast to SMEs, which continue to struggle to obtain significant financial
assista @er firms may easily obtain adequate financial aid from a variety of sources. These
are the key impediments to SME growth and development. Obtaining financial help and non-
financial business support services will lead to the expansion of SMEs!!. Despite the fact that
several studies have demonstrated the effects of financial development, such as higher overall
economic growth, economists have been unable to reconcile competing theoretical predictions
and the ongoing policy debate over the distributional effects of financial development across

firms!'2. As a result, multiple supports, such as money, a network, technology, and so on, from a
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variety of sources, including friends, financial institutions, the government, international
institutions, and so on, are critical for the expansion of SMEs since they can increase production

and employment'.

As a result, international organizations such as the World Bank, the International Monetary Fund,
USAID, and non-governmental organizations are involved in providing funds and technical
assistance for the development of SMEs in developing countries, thereby boostim onomic
growth and regional development. As a result, it is obvious that SMEs require ai @ supporting
institutions. The delivery of support services for SMEs and entreprené@@%}%MEs required
regular development help from supporting institutions'*. SMEs that @e’bf social networks are
primarily required to increase SMEs' performance, which it'tgg%istent with the majority of
studies on SMEs completed to date. When SMEs conft n}%@t issues, the importance of support

from the government, neighbours, families, friends, and-well-wishers to help SMEs run smoothly

has been recognized". (")\6

An organization's growth is sometimef&ed as an increase in the following elements: profit,
size, sales, productivity, and formality. In actuality, measuring development by the size of an
organization is becoming i %jr?gly rare. The success and future viability of a corporation are
inextricably linked to\th¢ growth of SMEs!'®. Furthermore, the strongest indicator of SME
performance i (Qh. Corporate development is also essential for accomplishing financial goals
for busj @ he growth and development of SMEs are frequently critical prerequisites for
their survival'’. Neonatal expanding enterprises outperform baby non-growing businesses in
terms of success. Finally, it is acknowledged that the expansion of SMEs is a requirement for
economic success, job creation, and poverty eradication through the provision of assistance from

various organizations'”.
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According to Snodgrass and Winkler, the three primary aspects that may influence the
development of SMEs are the demand for products and services, the business climate, and the
responsiveness of the private sector to demand. The majority of economists and international
organizations recognize SMEs' diverse roles in many economic activities because of the multiple
benefits they give, such as job creation, economic growth, consumption of domestic raw
resources, and improved export earnings'8. It is critical to recognize that SMEs had.a critical role

in influencing national and economic policy concerns in all nations, but especiall%'ﬁ;}eveloping

ones. Governments, international organizations, and local governments,% the world’s
poorest people19 trust small enterprises. 6.\

2.1.1.3 Analysis of Output of SMEs Q)
The SME sector is best thought of as the alternative @y dualistic economy with most of
the capital in the large-scale sector and mos‘ao@workers in the very small-scale sector. An
economy which is dominated by SMEs, ca@ate a low level of inequality in the distribution
of primary income (before tax and tra whereas the dualistic economy characterized by the
combination of much large enterp%éﬁld much micro enterprise typically generates a high level
of primary inequality. Its i@:ﬁate technology characteristic is what gives the SME sector a
special role (togethe w% small-scale agriculture) in the generation of adequate or decent

employment. gmst jobs are in the micro enterprise sector, too many of them are destined to

be low c@ivity and hence low income in character',

Developing countries without substantial SME sectors tend not only to have capital and the
income from it concentrated in the larger firms but also to have a labour elite in that sector, able to
bargain for wages much higher than elsewhere in the economy. With the economy’s capital stock
almost completely used up by the large firms, usually a result of capital market imperfections,

there is little remaining capital to be distributed among the many workers not hired by large firms;
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this produces a large micro enterprise sector with the SME sector squeezed out for lack of capital.
The equilibrium wage in the micro enterprise sector is very low and capital incomes are low there
as well. In short, income is very unequally distributed. When the SME sector is large, these
extremes in the distribution of both capital income and labour income are avoided?’. The SME
sector also plays a key dynamic role in generating growth, especially pro-poor growth. Nearly all
developing economies have large micro enterprise sectors that, like the SME sector itself, are

QO

highly heterogeneous in many respects-the goods or services produced, the é&breneurial

capacity of the owner, and the potential for growth, etc. ,%\

SMEs tend to dominate a country’s new and fast growing -iﬂ@s@s. Economies which
discourage SMEs in any general sense are therefore likely to@%urage some newer dynamic

industries from putting down the roots they might W do. In this respect, and in others,

SMEs are associated with dynamism. An econo posed essentially of older larger firms

runs the risk of becoming induration. If @%t be price-lowering and quality-improving

competition, it will come from SME:s. given the relative scarcity of capital in the country,

large firms achieve lower total f&r%oductivity (TFP) than do SMEs. But even when they do

have an advantage on that E@Sﬂlere remains the serious possibility that they will lower GNP
n

and social welfare by(eng in monopoly pricing and practices. It is not infrequent to see the

potential of s%lkéhims strangled by the monopoly position of large buyers in the intermediary

chain’. Q

Globaliz&m brings the threat of a weakened SME sector, since its role in (direct) exporting is
less than proportional to its size; in other words one activity in which economies of scale are
important is international commerce. But globalization may also increase the importance of
keeping the SME sector strong since its role in providing subcontractors for large exporters may
be quite important in cases where transportation costs are not low. In a globalizing world it is

naturally important that as many major categories of firms as possible have the capacity to
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compete in world markets. The importance of an efficient collaboration between large firms and

SMEs through subcontracting is at its peak in outward oriented countries especially those

competing in international markets in products involving a good deal of labour. Being able to rely

of efficient low-cost subcontractors can substantially increase the competitiveness of the large

exporters, and has been an important factor underpinning the successes of Japan, Taiwan and
AL

The frequency with which SMEs manifest a capacity to grow fast and to inno @s, partly as

Korea’.

the other side of the same coin, higher failure and exit rates than do @rms. In part this
reflects a “survival of the fittest” process in which firms lacking st})&ﬁ%eﬁtrepreneurial skills or
simply in bad market niches do not survive. Few estimate%g% been made of the sort of
deadweight loss associated with firm failure and t @ to which it lowers the average
efficiency in resource utilization of the SME sector, a hole”™. The issue is complicated, since
sometimes failure is a factor contributingé)\)}c‘ nger run development of entrepreneurial
capacity, since some of the physical capi f failing firms is not wasted but purchased and used
by other firms, etc. Even short Q(%l exit, many small firms suffer significant shrinkage at

certain points in their lives, with\n&€gative implications for the job security of their employees.

The costs of such ins@ﬂty are hard to tote up and the difference vis-a-vis large firms is one of
degree. Getti Qmost from the SME sector requires better support systems, either from
govern @ collective action by the SMEs themselves, than those required by larger firms.
This is essentially because some needs of SMEs are in effect public goods while the parallel
needs of larger firms can be effectively handled privately. The implication is that in countries

with governments of limited competence the SME sector will not perform to its real potential’®.

Finally, SMEs are simply not an efficient way to produce goods and services characterized by

large economies of scale. This places an upper limit on the share of GDP that they can produce
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effectively. In some cases, where economies of scale are present but not strong, the SMEs
constitute the better option because their production cost disadvantage is more than offset by the

advantages of having a competitive rather than a monopoly price in the market.
2.1.1.4 Average Capacity Utilization

The ratio of actual production to a sustainable maximum output, or capacity, is known as capacity
utilization. This is the percentage of a company's or country's installed production c‘% that is
actually used. As a result, it refers to the relationship between actual pro c@%and potential
output that may be generated with installed equipment if entire capacit;%mployed. It may
also refer to the actual to predicted production ratio?!. The econ%?\%\d erature has extensively
explored capacity utilization from a number of theoreticsll &@pirical perspectives, and it is
frequently used to explain changes in macroeconomic a&%}es such as the inflation rate or labor
productivity. Many other capacity utilization (.CU)%dicators have also been produced, however
there is no universal agreement on the 0@ technique to describe and quantify capacity

utilization due to interpretation concer ). Similarly, data show that capacity utilization in

the industrial sector has been urwrforming and severely poor in contrast to other countries

around the world. @“

The relationship be%eg({he rate of industrial capacity utilization and the rate of inflation in the
United States'%ngterica. She discovered a statistically significant and favorable link between the
two fa ‘% owever, she projected from her regression results that for every percentage point
that all industries' capacity utilization rate exceeded 82%, inflation would rise by about 0.15%
point. The capacity utilization rate is more affected by inflation than by unemployment in both the
United States and Germany. They also validated the non-accelerating inflation rate for the United

States at a capacity utilization rate of roughly 82% using Federal Reserve Bank Measures. Studied

the notion that trade liberalization encourages the utilization of economic capacity in the Turkish
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rubber sector. Using the Generalized Leontief cost function, he discovered a positive relationship

between the two variables.

In Nigeria, employed a survey and expert opinion technique to calculate the capacity utilization
rate across Nigerian firms?}. They discovered that erratic power supply, variations in demand,
insufficient capital, and a lack of imports and local raw materials all had an impact on corporate
capacity utilization rates. The real exchange rate, federal government capital expenditu(N'l SMEs,
particularly those in the manufacturing sector, and per capita real incom ®a11 factors
influencing Nigeria's manufacturing capacity utilization rate. The rate %ﬁtlon, as well as
actual loans and advances to the manufacturing sector, had a negé@)iﬁlpact on the capacity

utilization rate of the industry. Q}&%’\

The price of sugar and actual energy consumption i ﬁ@hdustry have a significant negative
relationship with the usage of technolog}:-lg{s% capacity in Nigeria's sugar business**.
Furthermore, the industry's technology-bas@acity utilization rate influences skilled people
salary, actual research expenditure, hu pital, and the duration of import substitution. Akpan
et al. demonstrated that increases ihindustrial sales, the capital-labor ratio, the official tariff rate
on sugar imports, the actual@y?lge rate, and the features of the liberalization policy phase had

an effect on technical &fficiency?.

2.1.2 Small@edium Scale Enterprises

SMEs@stablishments with few or no number of staff existing and carrying out business
activities to make profit. The diversity of definition and characterization of SMEs is identified by
scholars, this is because their activities vary in size and country. A definition which suits SMEs in
an African context may be different from that in European, American or Asian context. A scholar
affirms the many criteria in use to define SMEs!. They include the number of employees

possessed, sales size and loan size. The research further analyses that while sales size may
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provide accurate definition and determination, loan size may not stand a good criterion because
loan capabilities are not documented by banks, they are only examined for a while and not stored

in database.

Small Medium Enterprises from employee quantity perspective as small firms which possess
employee within the range of existing figures between 50-500 depending on country of operation
and scope. We are provided with further information in the study that while Euro Union
characterizes SMEs with no fewer than 250 employees, the United States chara them with
no fewer than 500 employees?. In Europe, they occupy 935 of the populﬁ‘@sed on employee
characterization w hile in USA, they occupy 38% population based)&‘l’%n’éthod of chracterising,
they are found mostly in sectors which render services, and ho@%, some other popular sectors

include: hotel business, wholesale and retailing, const c;@gpd communications?.

The economic status of countries in the conti.nir{%ust have been put into consideration before
putting up this definitional criteria. The p@ danger which lies ahead as identified by the
literature is that the glaring differenc these classification pose future issues in eligibility
criteria. In time when support aMnded for SMEs from NGOs and monetary bodies, these

margin in classification wm@pe to play in affecting certain SMEs against the others®.

The definition of g‘%edium enterprises include employment, assets, turnover and formula.
When they al%&ssed by employment, in the case of African SMEs, they would probably not fit
into a Qﬁnition because they employ very few or none at all. Definition by assets is not
exempted, most of these categorization place African SMEs in the line below. Hence, their
definition and scope are often different and exhibiting huge difference from that of developed

countries.

The Companies and Allied Matters Decree of 1990 identifies SMEs as establishments with assets

not more than one million naira and annual turnover of not more than two million naira, the
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empirical research finds SMEs in Nigeria way below this characteristics, hence, the scholar
classifies them based on the type of businesses they engage in, ownership structure and capital
base. Type of businesses mostly engaged in by these SMEs include service oriented works that
deal basically in importing and exporting and usually exhibit weak chances of long survival
periods, governmental policies in avoiding too much imports have been found to also be a major
factor affecting their survival. ; ownership structure is often a sole proprietorship.business and

capital base often include personal savings and accumulation from formal and in%&f financial

institutions which include money lenders, banks, friends and families, amg@?h%@.

Small scale industries is an important component of every free @'économy because the
attainment of industrial and economic self-reliance of anyég'&ry largely depends on the
development and efficient management of her small ir@l sector®. These are some of the

classifications of SME’s in Nigeria: Q

2

i) Micro/Cottage Industry: That is an in@with total capital employed of not than N15

million working capital but excludiné) of land and or a labour size of not more than 10

workers. \)

.\
ii) Small — Scale Induitr@dustry with total Capital employed of over N1.5 million but not

more than N50 milliqu including working capital but excluding cost of land, and or labour size of

11-100 WO\’K%Q

iii) M@ — Scale Industry: An industry with a total capital employed of over N50 million but
not more than N200 million, including working capital but excluding cost of land, and or a labour

size of 101 — 300 workers.

iv) Large — Scale Industry: An industry with a total capital employed of over N200 million,
including working capital but excluding cost of land or a labour size of over 300 workers.

Comparatively, most advanced countries seemed to have agreed on a maximum limit of 500
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employees as a small Firm. In the face of keen international business competition, there is need
for various national government throughout the world to actively support the indigenous business
in order to compete favourably at the international scene. It should be realized that the optimum
size of a ceramic or jewelry industry, the required working capital, or investment capital and the

number employed vary from business to business over a period of time.

For purpose of analysis, small retailing is defined broadly as comprising any organ'rzatﬁg of one
or more stores that owned and operation allows for close and continuous perso %}%Nement in
day-to-day operations at the retails level. Ownership and management aré%"ggtied together.
There is a high degree of incentive to recognize problems as the%ﬂ%eﬁ)p and find workable
solution, closely supervise store personnel, come indirect co%gt%vith customer so as to meet
their demands in exacting manner, such organization i h@l have a high degree of flexibility,

for decision making takes place within the store®.

X\

This conceptualization does not correspon wi;\‘small’ per se. many retailers, in spite of their
size, are not very flexible, and man ginal companies could hardly be described in this
perspective. In contrast, howevernmumerous small retailers have the capacity for effective
competition with large or 4'Aagigns. It is these companies, which suggest that there is new
growing strength in swall retailing. Small scale industries may be defined as a super impose
concept of a yar @f terms and notions: cottage industry, household industry, rural industry, etc,
for the @note certain types of small processing and manufacturing’. Small scale industries

are enumerated below:

(a) A closer, personal or face to face relationship between the owner/manager and the

operating personnel.

(b) Scarcity of capital.
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(¢) Smallness; the economic compass of industrial establishment in the small industry and in

the same country.

The development of craft and small scale industries in Nigeria, a craftman is defined as a person
“who works independently in the production of good and services with or without power, alone or
with the help of up to ten workers, helpers or companions and selling only the product of his
work”. Small scale industry in defined as the industrial activity whereby the b)@p or his
representative perform a considerable part of the managerial activities withou%!king himself

and employing up to 100 workers or helpers with or without the use of power®.

. "
Nigeria considered small industries to include all productive ui@oying less than ten full
time workers and not using mechanically driven tools or mach%éry. The Federal Government of
Nigeria in the early 1980°s defined small scale busi‘e\ksga business as a business units with a
capital investment not exceeding N200,000 in%@%ery and employment limit was 50 persons’.

In Japan, during the 1980’s small scal?e rises are divided into three categories for the

purpose of government support and a@"bﬁce:

(a) For a manufacturing iness, the investment limit is 50millon Yen or an employment
ceiling of 300@1%
(b) For the @e and commerce sectors the corresponding investment ceiling 10million Yen

or employment of 50 persons .

(¢) In the mining sector, the investment ceiling is 50million Yen or employment of 1000

persons.

The Nigeria Industrial Development Bank, in 1987, defined small scale business as a business
unit with project cost (Investment and working capital not exceeding N750,000). In 1989, small

scale business in Nigeria are defined as those with total investments of between N100,000 and
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N2million exclusive of land, but including working capital'®. “Micro-cottage industries” are
defined as those whose total investment cost does not exceed N100,000 including working capital
but exclusive of land, due to the structural transformation required in the industrial sector and the
inevitably higher production costs, small scale is defined is defined by the Centre for Industrial
Research and Development (CIRD), Obafemi Awolowo University in Nigeria as a business
enterprises whose initial capital investment (excluding cost of land and buildings.) is_less than

million but more than N100,000'". (25\

In spite of their differences, all these definitions and criteria share the (@1 1dea that small
scale industries are generally low in terms of number of persons m‘@ga\ and in the amount of
investment and annual business turnover. The basic presumpti%gcl;herlying the desire ability of
nurturing the small-scale industrial sector are the pe%@ltipher effects, which it has on the

performance of the economy and economic developmentin general.

2.1.2.1 The Roles of Small and Medium S@dustries

It is generally agreed that a way %gbf the problems of economic development for many
developing countries is to dev. te.\ gorous energy to the development of local manufacturing
industries. However, t &%& was on the development of import substitution industries with
all their attendant p@@s”. These problems have now brought the importance of locally based
small and meﬂ%eale industries in economic self-reliance into additional prominence. Some of
the ad@ which small scale industries provide and their importance in the general economic

development of a nation are as follows.

i) Optimum Utilization of resources: small scale industries permit the tapping of resources which

otherwise would remain idle. These include labour, capital, raw material and entrepreneurship.

ii) Lower Capital/Labour Ratio: Experience has shown that small scale industries are adaptable to

employing more labour-intensive methods of production thereby employing a significant
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proportion of the labour force. Small scale industries therefore encourage self-reliance which is an

important pre-requisite to economic independence.

iii) Foreign Exchange Generation/Savings: Many of the consumer and simpler goods now being

imported can be economically produced locally by small scale industries.

iv) Diversification of Industrial Structures: Small scale industries contribute significantly to the

strengthening of the industrial structures. They can be linked with large industrial:t@rises in

complementary relationships. ° @

v) Small scale industries serve developing countries not only by their Olgl\l.t\ f goods and services
t.

but also by functioning as nurseries of entrepreneurial and manag@e

Q

vi) The small and medium scale industries sector is \%nvenient starting point to fully
industrialized Oyo State. In addition, small industgies can play an important role in the

development of state’s economy, these roles@ S:

Provision of new employment opportup@' for growing number of young educated school and

college leavers. \g)

(a) The mobilization of pr'&s ?ngs.

(b) Mitigation of %%mlgration.

(c) Even di ‘ﬁm of industrial enterprises in different parts of the state.
(d) De&ment of new technical skills and entrepreneurs.

All these projected advantages which would be discussed in detail, would go a long way to boost

the achievements of the Oyo State Government on her rural integration policy.

(a) Provision of New Employment Opportunities: Small Scale Industries attract indigenous

labour and could be responsible for a substantial part of the total manufacturing work force in
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Oyo state. It is a common notion in both developing and develop nations that multinational
industries alone have big financial capital and sophisticated equipment but they do not control the
labour force in any nation. Hence, the encouragement of small scale industrial sector can help to
reduce the gap created by these capital-intensive industries. The small scale industries can play
intermediate role in the development of medium and large scale industries, which in turn reduces
regional disparities through the creation of employment opportunities in the ru.ral area, and

mobilize local resources’3. %‘(\

The small scale industries constitute the surest approach to our technolog@—off since it is at
the small scale industrial level that we can deal with techniques th@ﬁéople can handle. The
encouragement of the enterprises, particularly in rural areas,é%erve to counteract seasonal

variations in employment in the agricultural sector iy &ymg excess labour that, otherwise,

would be underemployed in agriculture. Thus, if ensouraged, these enterprises could provide

opportunity for employment on a large sca@refore, making the possibility of equitable

distribution of national income realisticl“.%,

(b) Foreign Exchange Generatwnd Savings: An important feature associated with small
scale industries which is 4%L}lja\rly relevant to the current economic problems is that these
industries characterisQajy depend less on imported inputs relative to their total capital
investment t -scale industries. A low important content in the capital structure of small
scale 1 @ obviously reduces the need for foreign input. This reduces pressure on the limited

foreign exchange earnings and thus helps to eliminate some of the balance of payment difficulties.

(c) Mitigation of Rural-Urban Migration: Encouragement of small industrial enterprise
could also help to eliminate the unhealthy unbalance in the rate of economic growth between rural
and urban areas and thus help towards aid in checking rural-urban migration and the associated

problem of unplanned urbanization.
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(d) Development of Technical Skills and Entrepreneurship: One of the most important
contributions of an active, healthy small factory sector is in the realm of human development.
Economic growth requires more and more men with skills in organizing and managing. Channels
are needed by which suitably talented and motivated individuals can find their way to new and
constructive types of economic achievement. Small scale manufacturing can provide one such
channel. The growth of small scale industries helps to develop middle level managers on
horizontal patterns and this is quite important for the development of a decentra@economy
Consequently, small scale enterprises seek to diffuse economic pow: .\?@ing to check

unbalances between various localities of a country and between diff n;\income groups in the

same locality'>. Q,)&%’\

Small factories serve a newly industrializing country not @y their output of goods but also by
-

functioning as a nursery of entre neural and m& al talent. It was observed that “small

industry will be a testing ground where thosé'o)%’a
h

and ability can prove their merit”. Thi

tively few, individuals of exceptional drive
plies that with the growth their enterprises, small
industrialists may become mediu&r)q'ﬁrge industrialists. They may move into other position of

economic, social or politica %&ship. Hence, the maximization of this potential contribution

should be one of the f@t ims of a development-minded government in framing policies that
s@ﬁ.

istribution of Industrial Enterprises in Different Part of the State: The role

affect small in

(e) M@

of small industry in achieving a greater measure of geographical decentralization or dispersal of
industry is a important topic to development of planners and also to politicians in many countries.
Often it is merged with discussions of rural industrialization. Small scale industry can and should
pay a very helpful role in any well-planned policy for promoting a wider spread of manufacturing

industries.
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(f) Mobilization of Private Savings: Small scale industry is also capable of contributing to the
formation of material capital. A “very little of the capital that goes into small-scale industry in
newly developing countries could be mobilized through savings institutions”. In fact, much of
such financial capital is direct savings which would not have come existence as productive capital
without the incentive of the independent small enterprises. Thus, the capital that goes into
independent, small enterprises in largely additional capital which otherwise be very unlikely to

become developmental capital or to come into existence at all”. 6{\

The various roles of small scale enterprises discussed above points to the t development of
small scale industrial sector in developing countries does n‘o\@?f? help in economic
diversification and development. It is also crucial in the ac%‘%ent of these socio-political
objectives without which a country or state may begi t@tegrate. It needs to be pointed out

for small scale industries to perform their assured ro massive assistance-financial, technical,

marketing and management must be givenlgc")\ﬁ

The need for this assistance emanates f@,\e comparison usually made of small scale industries
with large scale industries whic d to show that small-scale industries are placed at a
disadvantages not only in ta@@ranting of government fiscal incentives but also in terms of not
being able to reap the\adyantage conferred by large-scale operation. Hence, small industries are
confronted with™i iting problems which are largely not of their own making. This assistance
should igned on a price me basis but as integrated assistance programmes, since it is only

integrated’assistance measure that can help small-scale industries solve their problems!?.

Throughout the course of this part of the review, attention has been focused only on the
relationship between small scale industries and development. But since the small scale sector is a
subset of the entire industrial sector, there is still the need for further investigation into the

correlation between the industrial sector in entirely and development, especially within the
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context of developing countries. The adverse opinion of many against most of the cottage and
small industries is partly died to the impression which the actual functioning of them has created
viz: lack of business and commercial motive pervading almost the whole process. The

commercial motive pervading almost the whole process®.

The organized and scientific way in which every stage of a large industry functions is lacking.
Lack of appropriate labour intensive techniques due to non-availability of complem{@’y good

A

was identified as the main reason why can underdeveloped country, with incr population,

suffers from unemployment syndrome, cottage and small scale indusﬂ%}e said to be of

immense help in solving this problem. Various forms of unemploym@e?e identified and it was

concluded that the employment structure for agriculturists and @%riculturists in the rural areas

are inter-linked from time immemorial. Underemploy e@entiﬁed as structural adjustments.
o

The small units were of course, assigned an import

in view of the large volume of employment @%‘t m 2!,

The theoretical inconsistence between @@'employment and higher productivity is to be solved

e in the Indian economy, and especially

by the adoption of an intermedwchnology suited to the objective conditions prevailing in
India. A selective approach@ygntiﬁcation of some definite fields and processes and types of
products that offer fawgurable opportunities to small enterprises would be necessary in order to

arrive at a ri Qsment of their worth?2.

Thus, Qg)nsider the effort of the public sector in the cottage and small scale industries as
mere pilot schemes, we have no objection to their limited utility. It was almost accepted that
application of power of the cottage enterprises and organization of the small units of industries
with power and modern tools would be an economic proposition and make them viable with the
large units from the view point of cost of production, but recently a strong challenge has come

even against such small enterprises working with modern tools. The process of industrialization
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cannot be expected within a prescribed time limit without affecting unemployment and social
sufferings of the people in rural area. Village and small industries are the suitable median to
smoothen the pace of development and lighten the region of the growth of a developing

economy??,

Small scale industry remains among the most neglected segments of the Nigeria economy relative
to its potentials. Various indication of the output structure consistently highlights conc}:\ tion of
the activities in three industrial categories-textile and clothing furni %‘&and metal
product/engineering services. One glaring area of inadequacy is the po‘o%}/mg of the food
sectors. Although this may be due partly to the fact that most of @o’ﬁerations are based at
home, on street corners or in the open market and hence, us@%mitted in officials survey, it
points to the fact that we were yet to take sufficient a V@ of the enormous potentialities of
food processing for national self-reliance?*. 6
S

Creative development requires people of @rable education and unusual abilities. Small
companies have tremendous difﬁculté) ruiting and keeping such people. If an organization
wants advance development, it Ninent that it has the services of skilled technical people.
Small business has some d@rﬁage with regard to recruiting and keeping such people. They
often have a less ceQinfuture, fewer fringe benefits and the little in the way of training
programmes. @niﬁcant that creative technical men participated in the decision to undertake
advanc lopment project. In spite of their problems, small scale industries make a
significant higher contribution to the strength of the national economy than is indicated by their
output level®. Thus, it has been estimated that in Anambra state, their employment generation

capacity relative to that of large and medium scale industry is eleven times per units of value-

added, twelve percent unit of gross output.
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Furthermore, in contrast to large scale industries, small scale industries are to be found in
significant numbers everywhere in every state, in towns large and small as well as in villages.
They are front-line troops in the battle for even development, as a result of which the government
has taken a direct hand in creating and sustaining industrial employment, especially in the small
scale self employment sector. Small scale industries have proved particularly vulnerable to the
strains of the Structural Adjustment Programmes (SAP). Many small businesses 510 accept aid

from outside agencies as explicit?. 6{\

A number of firms try to find literature which they hope will contain sugg%} relating to their
particular situations, but lack of time to digest these materials cm@ﬁith the irrelevance of
much of it to their specific problems limits its usefulness. Man%‘%utives of small business turn
to friends to help them with their operating dilemma %\gund—thinking and well meaning as
these people may be, hey seldom possess the salient s in regard to the company or industry

involved, or the varied experience necessa:C'o) much solid help particularly in a specific

&

2.1.2.2 Economy Development MES

situations?’.

N
Economy development is@ when potential values are comprehensively applied to society.
Furthermore, publi ecglgmy distribution is essential for prosperity and welfare improvement in
Nigeria. Ho@gmall and Medium Enterprises (SMEs) play a critical and strategic role in
econo@ibution. Creative-economy-based SMEs has grown tremendously over the years,
utilizing cultural heritage, creativity, and surroundings as future pillars®®. Furthermore, in the
current situation, countries are developing awareness regarding the importance of improvements
in the creative economy through SMEs. However, those with sophisticated industries have

implemented rules to protect their human resources through Intellectual Property Rights.
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Some of the challenges that SMEs face include limited access to banks for capital funding and
lack of credit security. Banks require them to provide fixed assets, such as land or buildings.
Additionally, convoluted bureaucracies and administration processes restrict SMEs’ capital
discretion?®. To develop solutions for SME capital problems, other funding sources have been
created. For instance, crowd funding is a capital model for creative industries that collects funds
using social media networks and provide entrepreneurs with instant or alternative .caggll loans.
When using this model, business actors should be technologically savvy becaus%%;}ﬁnancing
process depends on internet utilization. : \

To gain financial access, parties only interact through social medl easforms However, this
process is challenging hence current the discussions on SM K@dmess in accessing crowd
funding loans. Furthermore, this study investigated crov&? %)ng appropriateness as a capital
solution for SMEs to improve the creative econc@?d how innovation enhance business

efficiency in funding activities. Crowd funé;h@roves decision making in project or event
1

investments®’. Crowd funding is a ﬁnan%' source request on and offline in exchange for a
reward offered by the creator, K}ga;bécknowledgment, experience, or product.” Therefore,
SMEs have better access to bu &e&s development capital because crowd funding does not require
credit collateral. Q’Q

The mechanism of Sﬁiuciary loading is providing the governance of the collateral object on
the debtor’s @ome critical features when using fiduciary guarantees are a property security
know@mt de suite and material right characteristics. By giving Droit de Suite characteristics,
the rights of creditors continue to follow the object into whomever it is transferred to, including to
third party guarantor. This strategy is very beneficial for SMEs (debtors) because they still use

their collateral assets to run businesses. However, there is a likelihood of obstacles in the

implementation of this model®!.
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2.1.2.3 The Problems and Constraints of Small and Medium Scale Industry in Nigeria

This section is directed towards the problems that confront small and medium scale industries in
Nigeria. Most of these problems affect the level of operation of the business as they are mostly
not within the control of the industry. Therefore, understanding their nature is quite important as
we geared towards the development of small scale industries in Nigeria®. The following are the

problems facing Small Scale manufacturing industries in a developing economy like~b®§ia:

A\

i) Raw Materials Shortage: The problems of rising production cost and ji\@ of utilizing
import license to procure necessary raw materials, the manufacturing sectorsexperienced a lull in
its activities, in 1986”. However, the position of raw materials in t)bépr duction process that its
unavailability makes the difference between a buoyant econm@d a dwindling one. Shortage of

raw materials at standard prices will therefore, affectt@@ industrial sector®’.

The small scale industries are forced to use th@ices of middlemen who provide them with
raw materials usually at higher costs. T%ir'Cm)ccessibility to raw materials at reasonable costs
coupled with their meager financial @‘@rces may induce them to use cheap and substandard
materials. In some small scale bu:i ess enterprises, raw materials are sourced externally, hence
the fate of such ente i%®reign exchange behavior. The fluctuation of foreign exchange
may therefore mako\i:g#ﬁcult to plan and that may precipitate same stock that may destabilize

the setup. Tl‘&to source most of raw materials required for production therefore becomes

inevitre are dominant reasons for importing the raw materials and they are as follows:
(a). Non availability of local raw materials
(b). Inadequate supply of domestic substitutes

(c). Low quality of local raw materials/substitutes
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The above stated problems act as constraints to integrating backward through sourcing a
significant quantum of raw materials locally. This implies that Government needed to do a lot in
areas of inter industries linkages by promoting downstream industries producing intermediate and

capital goods; instituting policies that would improve competitiveness of local raw materials.

ii) Poor Management/Inadequate Competent Personnel: Management has always been a
problem in this sector as most small scale bus2inesses do not have the requireds n‘%ggement
expertise to carry them through once the business start growing. The situation ompounded
as training is not usually accorded priority in such establishments. A‘%} scale company,

because of its size and scope of operation, cannot attract nor could-it)@gd\the “A-Class” type of

A\
managements, QQ')&%

The top class Managers needed to man this type of in a’@sually prefer to take appointment in
large companies or the public sector which cou}d)& them room for advancement. Those that are
left to take up appointment with medium Q?g\[ndustries are those unable to secure lucrative
appointment, or those with inadequate ational/professional qualification and training or the
inexperienced. The implication oﬁﬁy}ng the wrong management in the right places is that wrong

.. N . . .
decisions are made because;@are no enough professionals to give necessary advice®.

N
It is also establisheﬁ\tig'r{weaknesses in organisations in information technology, administration,
finance and h‘%resources management and accounting arise from the dearth of personnel with
adequz@@ational and technical background among the Small scale industries promoters and
their staff. Poor managerial ability also manifests in and is reinforced by lack of appropriate
training and leadership development in various aspects of small scale industries management. In
spite of the fact that business schools and training institutions are available in Nigeria, they often
not addressed specific training requirements of small scale industries in areas of accounting,

marketing, information technology, technical processes and standardization. This further suggest
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that expansion in the sector and considerable increase in capacity utilization could create room for

new employment opportunities and assist in employment generation®°.

iii) Financial Constraints: The small scale industrialist needs funds for both expansion and
working capital. It is obvious also that the company cannot satisfy this requirement without
assistance from owners or some financial institutions. To obtain the necessary funds for
expansion and working capital, Small scale industries will have to compete in the ﬁnanc@ market
with large and more reputable companies for funds. From the records, Small s industries are
denied required funds /loans because of their doubtful ability to repay‘@ms in time, and
where they could obtained the loan or finances, it is usually at highe@sﬁ"he peculiar problems

of these industries have made them unattractive to banks Wh@her than meet the statutory

Q

minimum investment/lending to the sub-sector, pref:r @gay the penalty for non-compliance

enforced by the Central Bank. Besides, banks usual

sometimes the Small Scale industries cannote('))%é:6 .

Much as the Small scale industries haw@e chances with banks, it similarly cannot avail itself

and for collateral on any advance which

of the stock exchange. Firstly, it\cy)ot meet the requirement of public ownership of its share,
which is a pre-condition fo@a.%ing on the Stock Exchange, and even if it can, the floatation
costs will be enough teQent. It is in recognition of the importance of the small scale industries
that various @mnts have been making policy pronouncements on the problems of funding
of this -@tor. For example, the small scale credit guarantee scheme was set up in each State
to give loans to small businesses with capital not exceeding N150, 000 in machinery and
equipment. The amount is to be used for expansion, working capital and establishment of new
ventures. It may be instructive to note that maximum lending rates are usually applied for Small
Scale Enterprises which are classified as high risk investors. Therefore, in addition to higher rates

there are other constraints in credit facilitation®2.
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iv) Problems of Market and Marketing Services: Small scale industries faced serious market
constraints, including the inability to sell their products, and lack of access to appropriate and
relevant information and advice. Because most Small and medium scale lack adequate staff with
managerial skills, proper marketing planning and strategies are absent. Increase globalization and
trade liberalization in Nigerian has encouraged the dumping of cheap, fake and substandard
products on Nigeria markets. This has dampened the demand for Nigeria made products. In
Nigeria, we require an active full pledged organ for market-related support services to the sector,
to enable the Small and medium scale industries benefit from tenders.in\the Rublic Service,
facilitate their access to international markets or buy raw materials i\ bulk at lower prices or
arrange for their participation at national and international exhibjtiens. The state of infrastructure

in Nigeria has forced industrialist to provide many of the ihffastructural facilities themselves®.

The additional cost of providing these facilities leads-to increase in cost of production with
resultant effect on prices of local prodycts.\Consequently, local products were rendered
uncompetitive relative to imported equikalents. Marketing of products manufactured by small
scale industries is very pertinent to,petférmance of sector in Nigeria. The major challenges facing
Small scale industries generallyairthe area of marketing as follows: Poor packaging, Inadequate
marketing informatio, Multiple and overlapping regulatory framework which lead to high costs
and loss of confidente, High cost of advertisement, Poor infrastructure, Poor quality products,
Weakness in,_market identification and development, Weak access to market, Weak product
competitiveness and Weak demand. All Stakeholders should therefore be involved in the
resolution and tackling of above challenges in order to enhance the development of the Small

scale sector in the country®?,

v) Inadequate Infrastructural Facilities: Infrastructure facility refers to social overhead capital
which the governments provide and are available to both the ordinary consumers and the

industrial sector. They include such things as: Supply of Electric Power, Water Supply, Good Post
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and Communication Lines and Transportation Systems. The level of our industrial development
ensures that most of the facilities required for smooth functioning of the sector are not there. For
example, shortage of electric power, the timing of supply, which is usually erratic, and then high
rates at which power is supplied lead to under-utilization of installed capacity. Another aspect of
this problem is the lack of industrial estates equipped with basic Infrastructure, such as Roads,
Electricity, Water and Telecommunication. The importance of the infrastructure to Small scale
industries cannot be overemphasized. While large firm may provide these facili%@emselves,
Small scale industries are handicapped by lack of resources. Many large : xg@ide their own
water supply, generate their own electricity, construct roads, and pro ide Qwn security. Inability

of Small scale industries to provide these has accounted for deag@\‘lany Small scale industries
Indeed, low cost and high quality infrastructuregl o enhance competition in regional and

global markets and improve product competQ' 1v; eg},‘s

in Nigeria®®.

nd industry growth and survival. In view of
the foregoing, therefore, unless the situati f power and alternative energy supply is addressed,
the manufacturers, small scale @ies, will continue to experience sever constraints in
operation and their produ will ever remain less qualitative and uncompetitive. Also,
Government has to take q ctions to improve the water, security and road network conditions

because these 1 fr@&:tures are also central to business operations.

vi) Pro @with Policy, Incentives and Operating Environment: Small scale industries
immensely require conducive policies, package of good incentives and operating environment to
perform and produce products that are competitive locally and internationally. There have been
many good policies formulated in the past by the government to improve, but weak
implementation has made it impossible to realize the goal. A Government that is genuinely
committed to the promotion and development of Small scale industries would make sure the

following frameworks, including others, are in place.
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-Stable fiscal and monetary setting with reasonable interest and exchange rates, financial markets

and moderate tax rate.
-Policies that minimize the cost of business.
-Policies that facilitate business such as infrastructure and security.

-Diligent implementation of policies and incentives schemes
In addition, the number of regulatory agencies, the multiple taxes at various level @Govemmem,

the cumbersome importation procedures and high port charges contin@x burden and

hardship on the operation of the Small scale industries. . ‘6'\

A

2.1.2.4 Specific Survival Measures to Promote the Growt %)evelopment of Small

Scale Industries Q@

There are various measures to promote the grows}@g development of small scale industries so as
enjoy the benefit on employment gen atQ)n Nigeria. These measures include fiscal and
industrial policies, creation of inst@nal structures, programmes and schemes, aimed at

proffering solution to the many Mnges confronting small and medium scale industries in the

o
country. C)Q’Q,

i) Financial Su@t for Small and Medium Scale Industries: The Small Industries
Development Programme was set up in 1971, with an objective to provide financial support for
the Sl@%ﬂs led to the creation of the Small Industries Credit Fund (SICF), which was
formally launched as the Small Scale Industry Credit Scheme (SSICS). The States’ Ministries of
Industry, Trade and Co-operatives managed this scheme. It operated as a matching grant between
the federal and state governments, and was designed to make credit available on liberal terms to
the Small and Medium Scale Industries. Over the years, a variety of initiatives have been put in

place to provide financial assistance for the Sector. These include setting up of the Development
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finance Institutions, such as the Nigerian Bank for Commerce and Industry (NBCI), Nigerian

Industrial Development Bank (NIDB)®.

The Establishment of the Bank of Industry Limited (BOI) is one strong incentive for Nigeria’s
Industrial development via Small and Medium scale industries. The BOI was conceptualized to
‘transform Nigeria’s industrial sector and integrate it into the global economy through giving
cheap financing and business support services to existing and new industries in orderd&achieve
capabilities to produce goods that are attractive to both domestic and externa ets’, utilize
domestic inputs; generate huge employment opportunities; and produce %}products for the
export market. The Small and Medium Industries Equity Invesﬂ@?éheme (ISMIEIS) is a
recent public and private initiative by government and the Banl%% mmittee. It is set up to solve
not only the lingering issue of provision of adequate%@ld cost effective funds to the small

and medium industries but also to other pertinent issue$selating to the sub-sector®®,

ii) Provision of Consultancy and Extensio@ices: The industrial development centres (IDCs)
of the Federal Ministry of Industry established to provide consultancy and extension

services for Small scale industrieww country. Specifically, the functions of these IDCs are to
provide:- @“

(a) Technical advicg and-assistance regarding the selection of proper manufacturing processes for

new product!,%c?on of the right machinery, equipment and raw materials for the purpose.
(b) As@ce in the installation and operation of machinery.

(c¢) On the job training of artisans in handling machines and tools;

(d) Assistance in the repairs of machinery and tools and tooling facilities at IDCs workshops;

(e) Advice and assistance to resolve operational problems of Small scale sector;
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(f) Advice and assistance to small-scale industrialists to improve the design ad quality of their

products;

(g) Training of proprietor and supervisory staff of Small Scale Industries in modern management

methods and practices suited to their enterprises;

(h) Marketing counseling regarding pricing, packaging, sales strategy, advertising and marketing

methods for the promotion of sales of their products; and &

(i) Feasibility reports for intending Small scale industries. %\QO

iii) Acquisition of Skills for Small and Medium Scale Industries: @ﬂdustﬁal Training Fund
(ITF) was established by Decree 47 of 1971, and was geared t%%@\promoting and encouraging
the acquisition of skills for both large and small-scale in%&@s in the country. The ITF mandate
emphasizes the liberalization of technological kno ge foreign participation in industrial

development and transfer of technology. ®

iv) Production of Standard Products@der to encourage production of standard products in
Nigeria, the Standards Organizati igeria (SON) and National Agency for Food and Drug
Administration and Contr 'PDAC) were established to regulate and enforce quality in
production activities NQDB the large-scale industries and Small scale industries. The NAFDAC
and SON hav l@nandate to establish a quality assurance system, including certification of
produc%@c sses, products and laboratories. It has power to seize, confiscate and destroy sub-

standard goods, products, food and drugs and to seal up defaulting production facilities.
2.1.1.6 Employment in the SMEs

SME’s are believed to be the engine room for the development of any economy because they
form the bulk of business activities in a growing economy like that of Nigeria. Employment

generation contributed to global GDP and SMEs play a critical role of principal safety net for the
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bulk of the population in developing economies. Their labour intensity structure accounts for their
recognition as a job creating avenue. SMEs constitute major avenues for income generation and
participation in economic activities in the lower income and rural brackets of developing societies
especially in agriculture, trading and services®. The employment opportunities provided reduces
rural-urban migration and allows for even development. National economic development
prospects hinge on entrepreneurial energy of vibrant SMEs as most big business concerns grew
from small scale to become big icons. SMEs protect nations from geographi@st-beneﬁt
permutations of a few multinationals who are ever prepared to close up . inesses at the
slightest provocation or appearance of economic downturn. M.':in)’/\J ongmies developed and
developing have come to realize the value of small businesses. @re seem to be characterised
by dynamism, witty innovations, efficiency, and their small{a%qaﬁlows for faster decision making
process. The benefits of SMEs cannot be overer@%%i they include; contributions to the
economy in terms of output of goods and se 1@5eation of jobs at relatively low capital cost,
especially in the fast growing service sec%' a vehicle for the reduction of income disparities
thus developing a pool of skilled of/semi-skilled workers as a basis for the future industrial

expansion; improve forward a&gﬁc ward linkages between economically’.

2.1.2.7 Roles of SME@G nal Economy

Scholars hav ied various roles played by SMEs in relation to economic development. An
article i es the essence of industrialization to economies of developed states, hence,
attributes the success of these economies to the activities of industrialization. The article further
identifies SMEs to be active part of the industrialization process making SMEs account for the
highest percentage of factors responsible for economic development. More so, in developing
economies as we have across Africa, the study argues further that SMEs prove to be the actual

solution to unemployment issues, due to their existence and operation scattered all over the
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continent, they reduce the cases of unemployment as often found to be a major factor affecting

development in developing countries’”.

Further roles identified in this study include labour intensity enhancing equitable income
distribution than bigger markets; allocation of resources in both formal and informal financial
markets; and production capacities enhanced thereby serving as link between small and large
firms. Another scholar’s opinion agrees with the employment creation function ~9{‘5MES by

asserting that while bigger firms downsize and lay workers off, SMEs bridge t %‘p&é’ and create

job opportunities for individuals, it consequently enhances productivity aﬂ%})mic growth’®,

A United Nations Working document examines the roles of SI ‘%sm the perspective of
attaining Sustainable Development Goals (SDG). By emp}o@'}treation, SMEs are considered
to have partaken in the eradication of poverty as pa @ SDGs, while big and multinational
corporations exist in big cities and urban area.s,)&is do not exist in urban centers alone, they
also exist in rural areas and by this, they al@orm the function of connecting to the poor and
marginalized group of people in such unities. The SMEs are also privileged with the right
and opportunity to create ideas WMOllld birth positive outcomes rather than depend or adhere
to ideas of superiors in b&g’@ganisations. This is another problem solving method which is

attributed to the functiens of SMEs in national economy”’.

All SDGs otﬂ%es are identified in the examined document and each explained according to
functi@MEs in national economy, therefore, it identifies further: hunger eradication,
healthy life, education for all, gender equality, water availability and management, access to
energy, economic growth and all other items contained in the SDG as prepared by the United
Nations. In Nigeria specifically, a thesis examines the structure, position and roles of SMEs in
national economy, it recognizes SMEs as the “engine of growth” in any nation as they are

considered to be the drivers to the attainment of economic objectives. Even though the thesis
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examines SMEs in Nigeria, there is paucity on the economic functions they perform in the

economy. This is due to the numerous varying problems and challenges they encounter which

overhauls the role they are supposed to play in the economy. Unlike other developed countries

where SMEs perform crucial and evident roles despite facing funding issues too, researches in

Nigeria have confirmed that SMEs are faced with numerous challenges which does not allow
AR

Thus, there have been no significant relationships between activities of SM x economic

their effective existence and performance in the economy?®.

growth of the nation. Studies have also encouraged the enactment of p@s\w ich recognize
SMEs and giving them a platform to perform creditably thereby&ﬁaing in attainment of

economic objectives. Q’)&%\
2.1.2.8 Challenges Faced by SMEs in Nigeria Q’Q\

Challenges faced by SMEs are global issues and@fstricted to certain countries alone. However,
these challenges are met by growing imp%l' and recognition of SMEs in developed countries
and studies have confirmed the impo@"roles played by SMEs in developed countries. This is
not the case in developing coB&ﬁbies of Africa, Nigeria specifically. Roles SMEs play in Nigeria

economy are much ins;'ir@t ecause they are faced with huge challenges which do not even

give them a chance)Q such great roles as it is inn developed nations®!. All empirical studies
examined haV%w scanty literature and evidence to discuss the significant roles for SMEs in
Nigeriy. What is found mostly in these reviews are various factors and conditions which

worsen the pitiable situations of SMEs in Nigeria.

To start with, a Literature centered on Portharcourt SMWEs alone informs that a large percentage
of SMEs wind up and cannot even survive five years in business, a small percentage put efforts to
stay relevant for up to six/seven years while very few survive and make it to maturity stage.

Hence, there is the need to investigate causes and effects. The study therefore identifies poor
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financing which gives difficulty in accessing capital or support funds, inadequate infrastructures
to support business survival which require SMEs to still pay for services originally meant to be
provided by government, improper skills to manage the business, many SME executives are

confirmed to lack basic entrepreneurial and survival skills in business®?.

Taxation is also another factor. Based on these reasons, recommendations to assist SMEs include
provision and availability of short loans and long term loans; setting up fundir@encies,
partnership dealing by the government with private sectors which means the go ent can call
unskilled or competent SMEs to join in carrying out infrastructures or c‘e’%}ecessary project,
the study further calls on government and experts to conduct tlia’k\(fé)ﬁhd research for SME
owners and aspiring owners in order not to engage in %&%&%s which negatively affect

organizational survival. . Final, tax payment should be @ and appropriate®’.

Similar challenges are identified by another S.tlk(&lt it goes further to give detailed statistical
analysis and establishes more cogent reasoQ'T}é study cuts across 29 states in all geopolitical
zones of the federation and it aims at lishing concrete and empirical challenges faced by
SMEs and possible solutions to rw these challenges to the barest minimum. In what is termed
“a headline survey” the stu@gnts an overview of estimation on statistical statistical findings
which reveal challen rQIating to tax payment, funding, and choice of capital, progress of the

business, inf Q source, and artificial intelligence®.

Statisti@Qs found in the study, 57% of SMEs give factors such as multiple taxation and levy
imposition, poor coordination from both federal and state agencies, no available technology as
those conditions which affect their smooth payment of tax; 22% identified getting finance as a big
problem; 16% stretched on finding the right customers, implicit in this is a locational factor which
hinders them; 14% complained of insufficient cash flow. In furtherance of these challenges

identification, 22% are pressured to reduce prices, 19% complained of continuous inflation, 6%
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complained of low demand for products while 14% complained of high unpayable interest rates
and 10% of rise in exchange rate. Looking at sources of finance, 48% confirm that sources of
capital often emanate from support by friends and family while 15% identify credit facilities as
their major capital sources. 46% of these SMEs prefer to engage in private equity than debt
financing in capital issues. In addition, 31% of SMEs attested to positive growth within three
years. Discussing further issues statistically, 48% often experience delayed payments due to
activities and policies of bigger corporations, 33% confirm that these delayed %ﬁn‘[s affect

their revenue and cash flow. 29% rely on internet, media and researcn%\?@ insights and

discoveries while 16% rely on professional service providers®>. 6.\
In summary, the issues faced by SMEs in Nigeria have limitedggi%performances and ultimately
affected growth and development of the nation. TI%@YS to challenge these issues start

from the government, if the business environmen§ enabling, there is just little that can be
t

done by the administrators because eve tgg\ﬁ

regulations. %,
P

2.1.3 Evolution and Overview o mmercial Banks

'\

Even though the centra: b@lates activities pertaining to economic policies and commercial

11 falls back to government policies and

banks, commercialyba however also play huge roles in economic growth. Existence of
commercial ‘%& 1s traceable to times before independence when the African Banking
CorpoQ.BC) was established in 1872 charged with the responsibility of providing notes to
the Bank of England for British Treasury, then two banks came in afterwards: the bank of British

West Africa, now known as First Bank and the Barclays Bank, now known as Union Bank. Many

other commercial banks existed but failed along the line due to the existence of foreign banks®*.

The total number of commercial banks in Nigeria, as at 2021, there were total of 32 banks in

Nigeria and 5 holdings in Nigeria. 8 of these commercial banks are licensed with international
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authorization; 11 are with national authorization license; 4 banks with regional authorization
license; one non-interest bank with national authorization; 2 non-interest banks with regional
authorization; 6 merchant banking license with national authorization and 5 financial holdings in

Nigeria®.

The history of commercial banks to the commencement of activities of Central banks with the
G.D Panton Report which monitors banking activities during colonial eras from F892nto 1952.

O

Even though commercial banks had existed before the 20" centuries, regul.atng;’%an in 1959

N

with the full establishment of the Central Bank. Commercial banks een divided into
domestic controlled and mixed control, however, commercial barﬂ@ge'\ still highly regarded

compared to other banks (mortgage, merchants, microﬁnances)%’)&%

2.1.3.1 Roles of Commercial Bank in General Q‘Q\

Commercial banks have also played huge roles @nomic growth and development. They have
been recognized for fund mobilization, u& vings for investments purposes, flow of money
tends to also improve the financial @‘ as in the case of the financial intermediation theory.
Commercial banks are thus e%? ed as backbone of the economy®’. A study identifies
intermediation as a m cr&%ﬂic role of commercial banks. They do this through savings,
investment, borrowngiQf)d lending. When individuals save, banks give them out as loans, can
also be diver%mporarily for other purposes, hence, capital formation would take place in the
absencncial assets and the implication of this is low economic development. There is then

the call for financial assets and indirect financial claims of savings and demands.

Acceptance of deposits and granting of loans are two primary functions of commercial banks,
through each sector of the country, they are able to mobilize funds through deposits and savings.
This may come from individuals, firms, institutions, other banks and even government. Savings

can come through deposits, fixed accounts and current deposits and with these savings, they get
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some amount of interest. Through savings and deposits, they are able to carry out loan services to

other sectors, interest and loan rates are charged as well, creating money in the process. However

effective the functions of commercial banks may seem, they are still affected by such national

factors as bad governance, corruption, leadership ideologies and challenges as well as political

ideas. They affect either positively or negatively, the activities of commercial banks in
N

Secondary functions of these commercial banks are identified to becoming age %‘p%facilitators

contributing to the economic growth of a nation®s,

to trade and its auxiliaries, resource allocation, savings encourageme@}money creation
through other activities. Another study further examines bank-a@i&, liquidity ratio and
financial intermediation and asserts that banks are agent of ec@c growth of Nigeria through
them. A previously identified study confirms this a@rough employment creation, text

generation, loan and investment contract thereby credtilg more money, as major ways through

which banks contribute to economic growth9<. I )\&

Asides functioning as keepers of mone@elries and other valuable documents of the public in
general, commercial banks are swgarded as agencies through which shareholders, investors
and other stakeholders p %y.\ securities, shares and debentures, the public through the
commercial banks artej to also pay for certain services totally not related to commercial banks,
such as bills @dn data subscriptions. They are also regarded to aid foreign trade through the
bill of e and other transactional activities. Self-sufficiency, fund availability, industrial
development, market expansion, modern technology usage and research development are further

identified as important roles performed by commercial banks!'®.

The preferential sector financing roles of commercial banks is also identified, this is as a result of
policies set up by the government to provide certain preferential services to particular sectors of

the country. The main beneficiaries of these schemes are Small and Medium Scale Entreprises
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(SMEs) who are often faced with issues bothering on financing and capital access. The National
Economic Reconstruction Fund (NERFUND) is identified as the main body in charge of such
policies. Studies conducted have increasingly identified the significant contributions of
commercial banks in economic growth and development, these contributions are significant
because they operate in environments which produces such access to them. It is important to
know that certain factors have often affected the contribution of these banks to <gonomic
development, as identified previously, another researcher has additionally i@'{p\ied other
problems to include: high competition, economic downturn and slowdo .Qﬁ?gnd consistent
inflation, economic instabilities, even policies from the central bazle h,i}e these conditions do
not only affect profits of these commercial banks, they are also @d to undertake risks which

may drastically affect their financial stand or boost their pt .

One of the major sources of funds for the survival Q&Es to perform their expected role of
rapid industrialization and economic grow@ mercial banks’ credit. Commercial banks
through their financial intermediation r %@re expected to provide financial leverage for small
and medium scale enterprises. B in@ost developing countries in Sub-Sahara Africa including
Nigeria, small and medium %enterprises are plagued with paucity of capital, thus affecting
their ability to grow{®. el the fact that SMEs have been generally acknowledged as the
bedrock of ind t@evelopment of nations across the globe and financial institutions especially
Commercia@a s are theoretically expected to provide financial succor for their growth, the
object® this paper therefore is to examine how well the Commercial Banks in Nigeria have

extended credit to the small and medium scale enterprises to facilitate their growth.

The significant role played by small and medium scale enterprises in the economic growth
process of nations, has aroused the interest of researchers in this area of study. Consequently,
there exists vast literature on the subject matter. Conceptually, there is no generally established

definition of small and medium scale enterprises (SMEs). These enterprises can be variously
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defined depending on the state of development of the country. The criteria for classifying an
enterprise as small, medium or large varies from country to country and depending on the level of
development of the country. For example, a small business to one country may be a large business

to another!%.

In Nigeria the national council on industry in 2001 defined small-scale enterprise as an industry
with a labour size of 11 to 100 workers or a total cost of not more than N50 Mill'ro\lr@cluding
working capital but excluding cost of land. In like manner, medium scale ente 15 defined as
an industry with a labour size of between 101 to 300 workers or total cost%k 50 million but
not more than N200 Million, including working capital but excludi\x&gt of land.Again, small
and medium Industries Equity Investment Scheme (SMIEIS) d@asMEs as enterprises with a
total capital employed not less than N1.5 Million but @‘\sxceeding N200 Million, including
N

working capital, but excluding cost of land and/or wi
more than 300'%4, < I )\&

Commercial banks play a significant f@fn economic resource allocation of many countries

taff strength of not less than 10 and not

around the globe. They channews from depositors to investors as well as generating the
necessary income to cover @Berational costs. Commercial banks’ ending significantly plays
crucial roles in catalyzin %dustrialization in the economy, by facilitating the mobilization and
transfer of fi % economic production. Therefore, well-functioning commercial banks spur

techno@nnovations by identifying and funding entrepreneurs, thus creating chances of

successfully implementing innovative products and production process'®.

One of the objectives of commercial bank lending is to improve private sector business activity,
to enhance their contribution to economic growth. However, commercial banks have basic
lending principles that act as a check on their lending activities. In most of the developing

economies, commercial banks are often unable or reluctant to grant loans to small and medium
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enterprises. Instead, they prefer lending to well established businesses that have well maintained
financial statements and credit histories. The formal financing to SMEs is mostly obstructed by
the collateral requirement in conventional banking. This can be attributed to the SMEs size and
age, lack of business strategy, collateral, financial information, bank requirements as well as the

owners or manager’s educational background and business experience?®.

Commercial banks prefer to lend to businesses with proper financial statements or recdf&g as well
as sufficient collateral in form of tangible assets, which are difficult for SME % tain. SMEs
also suffer financing shortage due to information asymmetry and their‘%}essibﬂity to debt

finance, forces SMEs to use internal capital, which may be msufﬁc;eh@ékpansion.
Lending to SMEs é

Lending is one of the major activities from v@%mmermal banks earn their profit.
Commercial bank lending is an important sour@s finance to many businesses especially the
SMEs, which are more reliant on tradltlo%gbe to fulfill their business financial need. However,
lending to SMEs by commercial ban]@%es the most serious credit risks. Credit risk constitutes
the likelihood that the SME o%gefault on interest and/or principal. Credit risk is a major
concern to all ﬁnancié@

ions that are involved in lending to SMEs because the risk of
default by SME cli

jeopardize the performance and survival of the lending institution®’.

Commermalﬁthat are supposed to finance SMEs usually face lack of accurate and reliable
1nform® on the financial condition and performance of SMEs. Thus, in order to extend credit
to SMEs, the commercial banks’ lending decision is based on the strength of audited financial
statements, long credit histories and good history of the principal owner, most of which SMEs do
not have. Despite the fact that financial institutions have identified SMEs as fast growing entities,
there are several constraints serving as bottlenecks to SMEs in accessing finance from financial

institutions?%®
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As such, access to traditional bank finance by SMEs is a great challenge especially to newer,
innovative and fast growing businesses, with a higher risk-return profile. Lending to SMEs is
perceived to be more risky than to large established firms, thus, the requirement of collateral in
form of tangible assets by most of financial institutions and non-financial institutions in addition
to other stringent requirements to reduce repayment default rate. Commercial banks financing
SMEs also face some difficulties in obtaining accurate and reliable inform?tion on the
performance as well as the financial condition of the SMEs. As such, Commerci%@ks tend to
hesitate in financing startups especially those with insufficient collate .\?\@ddition, most
commercial banks tend to monitor the firms they lend funds so as tocnsure that such funds are
well utilized as per the initial contract and purpose. It become@ult to monitor SMEs than

large established firms hence commercial banks are moré @y to engage in credit rationing to

SMEs than to large established firms. ®
Factors Influencing Lending to SMEs < I @

Most of the available literature has ra@d several factors that influence lending both on the
supply and demand side. Small medium size enterprises lie on the demand side while
commercial banks lie on t my side. Bank size, credit risk, bank liquidity and the rate of
interest have been fm@ﬁ) affect the ability of commercial banks to advance funds to small and
medium size es. Bank size is considered as one of the major determinant of bank lending
decisio er commercial banks provide a larger menu of financial services to customers as

compared’fo smaller commercial banks?!°,

The capital structure and bank size have a statistically significant and positive relationship with
bank lending behavior and that larger commercial banks tend to lend more to customers.
Additionally, lending to SMEs is considered riskier since they provide none or little collateral.

Lack of cost-effective ways of credit risk quantification is one of the major reasons to why many
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lenders are reluctant to lend to SMEs. This is because, SMEs do not have standardized procedures
and the available data may be of unreliable quality and accuracy. Studies point out that banks

charge high interest premium for the borrowers who have higher credit default risk?!!.

Credit risk is a statistically significant determinant of commercial bank lending. Liquidity and
funding activity are highly correlated. Thus, commercial banks with a higher liquidity ratio are
better protected as far as shocks to their deposit size (bank runs) is concern. This is~a11'3dication
that they are able to lend more and are less vulnerable to economic shocks. Li %}%raﬁo has a
positive and statistically significant relation to commercial banks’ lendi \ciswn, hence the
higher the liquidity, the more commercial banks lends. Interest rate @gﬂﬂuences lending to all
sectors of economy. An increase in interest rate increases thx@%}rrowing money?'2,

The lending rate is one of the major determinants o ing behavior by commercial banks in
Nigeria of depositors’ money and concluded ‘Ehg&was necessary to reduce the lending rate in

economy so as to encourage more borrowin@onomic growth. However, lending interest rate

has a positive and statistically insignifi lationship with commercial bank lending?'?.
2.2 Theoretical FrameW(g\)

o

The study employs t@@etical framework for analysis. The theories include the financial

mediation theory, redit creation theory and the pecking order theory. This study however,
=

hinged on ThQ dit Creation Theory
2.2.1 TQ Credit Creation Theory

This theory discusses how banks create money for lending apart from initial deposits by
customers. It became concepts discussed in academics in the late 19" century. Evolution and
development of this theory has been traced to many significant events such as emergence of
commercial banks and formulation of new systems rather than rules which gradually eradicated
days of commodity exchange, the First World War, among others?'4. The creation of money
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called for more ways to generate this money and theories to back it up. Most discussions on credit
creation theory is often about banks and commercial institutions since they have been behind

money lending making them become instruments of lending.

Theory of money creation further emphasizes that money creation is necessary and essential for a
nation’s economic growth and survival just as blood is essential in human life. Creating a
metaphor between money creation and human blood stretches the utmost importance woney in
circulation regarding national survival of any nation’s economy. As a lawyer a @homist, this
scholar understood and interpreted money creation from both perspective ‘§eq\e asserts that
credit creation can be a process and a contract at the same ti-n@féh must be followed,
completed and terminated, any money gotten is a form of cred@%le not every credit is money

-

as credit can come in other forms?!5. @

On this note, the three processes he gives incihid{%w creation of such obligation to credit, the
fulfilment of such obligation and terminati@ows. This position has further been supported
and extended by another German schol o argues in support of the claim that there are various
ways by which credit could bMen other than savings or production of savings, hence,
businesses also get their ca@tﬁrough credit creation services offered by financial institutions
and not from personal savings, hence, the position that credit creation is an advancement of
capital formatio Qvalid because credit creation improves businesses’ capital and enhances
producti @)acities. Banks being the providers of these credits are then divided into bank of
credits and bank of credit performance. The former gives out the credit not necessarily from

savings/deposits alone while the latter mediates and regulates the activities of the former?'°.

The work goes further to discuss the various schools of thoughts which have contributed to the
credit creation theories, they include the Swedish School, the Austrian School, the Keynesianism,

the post Keynesianism and the free banking school. The Swedish School considers credit creation
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as a natural scope of banking activities and also posits that cash currency as well as velocity
dimension are two dimensions of money. Hence, credit creation fulfills money circulation motive.
The Austrian School is closely related to the financial intermediation theory which believes in
intermediaries as agents of credit creation connecting the two parties. This theory of
intermediation is discussed further and detailed in subsequent section as the study proceeds. The
Nigerian school of thought originated by argues that while banks are seen as ir.ltermediaries,

money is more than just an intermediation component, the creation of money isé&dered the

creation of credit as well as wealth?!”. ,%\QO

Credit creation methods are also discussed from two broad perspé&s’:\ the old and the new

methods. The old methods is direct and straight forward, the é@l bank pushes out money to
commercial banks and the commercial banks in tur%@%d scrutinizes how to distribute to
a

business owners as credit creation to promote cap%ﬁ‘7 rmation. By so doing, the central bank
becomes money creation while the comn@g\}b ks become agents and intermediaries. It

involves just a simple process and er&%‘%nce money is paid back by businesses. The study

confirms further that most mon@&tion take larger percentage of money supply forms in

countries?!8, % )

As simple as this met@i)?ems, it has been modified by factors in other to control excessiveness
of money creati Qch conditions include policies enacted by central banks which are cash ratio,
cash d @ and capital adequacy ratio, among others. The modern methods identifies the
existence 'of other non-bank financial institutions and their roles in money creation. These non-
banking institutions have existed as a result of several finance policies which birth their existence,
hence, limiting credit creation to not just banks alone as well as devising other ways of credit

creation?!?.
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Bank lending activities are motivated by some identified factors, demand for loans is an important
factors, when loans are in demand, and more credit is created since it gives profit to banks about
to give them. Another important factor is the amount of interest involved, it can either increase
bank’s profit for money creation or decrease it. Central bank policies are another factor, some
policies are enacted which restricts loans while others are enacted which encourages loan taking.
Lastly, borrowers’ attitude will determine credit creation. In an environment where b.orrowers find
it extremely difficult to repay loans due to certain factors, banks often find it n@'g}lfﬁcult to
create credits too. Hence, banks give out credits in situations where .% have the full

potentials to maximize profit and pay back loans, these are fact Which banks put into

consideration®?°. &%’\
&

2.2.2 The Financial Intermediation Theory. @

The basic tenet of the financial intermediatigr@ry is the identification of roles played by
intermediaries in money/credit creation l@s');\ntermediaries are basically banks and other
institutions arising. The theory holds major functions of intermediaries in the money
creation process: liquidity interrMion, risk intermediation and wealth intermediation. (1).
Another researcher recogni %a}ks as financial intermediaries who use money mainly as a
future product rather t@)ﬁresen‘[ product, they help collect money from investors and give out to
loan request bodi Qence, there is a process of creating new money from savers money by giving
it out @s and coming back with additional values?*'. (2). Scholars have reviewed the
financial intermediation theory with claims that it gives much accord to financial institutions
while there are new emerging institutions who can be rightly regarded as intermediaries too. A
scholar reviews the intermediation theory (3) and contends that tenets of the theory pays much

attention to financial institutions which are less relevant compared to the developed systems.
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Identifying risk management as a core aspect to the theory, it is further stretched that the financial
systems in countries have undergone significant changes and transformations which have changed
the scope and restriction to banks alone as intermediaries. Stock and bond markets have also
widened giving room to innovations in finance and credit creation. The implication of this is that
rather than deposits and lending which form the only basis of credit creation, innovation and
trends have recognized the existence of non-banking institutions who do not use (}eposits at all

and yet contribute immensely to credit creation and intermediation function t%g}i sales of

securities as the case of insurance firms?*2. ,%\QO

Three traditional roles of intermediaries in credit creation process a@l'a\ined by a scholar in a
bid to discuss the importance of intermediation on the econor%g%any nation. Investment risks
are bridged by these intermediaries, hence, the roles %@%’U include: enhancing investments,

decrease in capital transfer cost from the lenders§C borrowers and a change in the rate of

savings. The literature goes further to give @h

intermediations in finance and these facto@e grouped into supply generated factors and demand

al assumptions on factors which may drive

generated factors. The former&rgéts of such factors as technical limits on financial

intermediation, interest rate d) legal system, possible inflation, bad loans, and concentration
ratio while the latter @ such factors as interest rates, past inflation, institutional deposit

security and sh;dc@éonomym.

On what=i @)wn as “Amended Theory of Financial Intermediation” another scholar has argued
that financial services are not declining but are increasingly expanding, thereby shifting
intermediary functions from just banks alone to other emerging institutions. Hence, this implies
that banks alone do not take credit for credit creation anymore. This leads to giving three major
approaches to the contemporary financial intermediary methods which include the information
problems, transaction costs and regulatory factors. Examining these factors reveal that market

imperfections are given room for participation of intermediaries since they cannot link investors
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and savers to each other. A critical assessment then further reveals the differences between the
contemporary theories as well as what the author calls “the amended theory of financial

intermediation theory”?24,

The differences gives dynamism and market development to the new theory as against the static
status of market differentiation in the contemporary theory; the new amended theory is considered
an outcome of innovation of products and markets as against the contemporary orwen as a
market of development of imperfections; more so, financial intermediaries in @ntemporary
theory exist as merely agents between investors and savers as well as mo@[ectors but in the
amended theories, they exist as providers of financial servieeh@g"\ entrepreneurs; while

contemporary theory sees intermediaries as allocating savingé'g%iently, the amended theory

sees them as assets and risks transformations w the contemporary theory births

transaction costs while the amended theory creates yalte2?.

2.2.3 The Pecking Order Theory ( \)

The pecking order theory discusses a zf}@ of issues as they bother on capital assessment and use,

hierarchy of these assessments INV they affect returns for both investors and organisations. It
go

"
basically discusses coi)@
1

ital structure in hierarchical forms. It is mainly propounded by
Stewart Myers and)Q

follow and é’%ne a list of hierarchical structures in sourcing for business capital/finance

source@ illustration of this is provided in the structure below:

Internal financing ====) external financing ™= external financing

as Majluf in 1984 and they propose that managers of establishments

(debt issuance) (equity issuance)

The illustration above represents the various stages at which firms get finance sources. These
stages are accompanied by greater risks as it moves from one stage to another. The basic tenets of

the theory are that internal financing is the best form of capital source and possesses lower risks
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compared to others. A firm’s use of its internal resource requires little or no returns demanded.

Debt issuance and equity issuance require higher servicing and returns due to various reasons.

The theory goes further to explain the level of information access and how it plays major roles on

each level of finance hierarchies. Bank managers and insiders are said to possess much

information and future outlook about the organization than external users (creditors and
N

It is opined that external users who make up for debt and equity issuance dem @fm’ns which

shareholders)??’.

cover up for the risks they take in organisation’s survival since they'@are of just little

information about organisation’s stand and survival extent. Even -t@s'c}reditors demand high

returns, shareholders are said to demand for higher returns bec%gctﬁey believe to be undertaking

risks, a huge one for that matter. Scholars and researchg@vve worked on these assumptions to

examine how firms’ understanding of this theory, assists their finance generation methods. A
>

study examines the relationships between@%&:

embarked upon by organisations in getti pitals for firm survival and the result still finds out

ing order theory as well as innovations

that while firms take many inno&&easures, effects of these measures are still dependent on

the pecking order hierarchym%'\

The study also iderﬁﬁg& information asymmetry in critical situations regarding SMEs as
establishments 1 @e situations. Another study examines the effect of these capital structures on
firms deei @, it examines profitability and growth rate as determinants of capital structures,
thus, firms in China desire to engage in internal and retained financing more than other structures
which could bring debt/debt servicing on them. This is in agreement with another research which
examines what forms firms engage in to get capitals in Pakistani firms, based on the Pecking
order theory and data regression analysis method, the research finds that selected firms in

Pakistan take much delight and priority in retained/internal financing and could consider debt
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issuance, hence, debt equity are seen as a form of last resort, only adopted when other measures

would not work??°.

As proved in an empirical study conducted in Indonesia, the pecking order theory receives less
attention and usage in firms compared to the tradeoff theory, this implies that firms do not go
through any finance structure but engage in what is termed “optimal capital structure”. In
opposition, a study conducted on Islamic firms in Saudi Arabia reveals that in difﬁcl{&usiness
moments, firms often resort to equity issuance rather than debt issuance based o ic rulings -
which forbids payment of interest on loans, hence Islamic rulings are fouﬁ@w major roles on

firms financing principles and decision making?3. . )ﬁ'\
2.3: Review of Empirical Reviewed QQ

There have been various empirical studies on SM a%vemmental policies not in Nigeria
alone but across the world. Such studi@gve generated varying conclusions and
recommendations with researchers draw%' ights from case studies as they relate to research
hypothesis. SMEs do not exist in thi@rld countries alone, they are in existence in developed
countries and they are also in ire.\ ed of growing support from government. Researchers have
often inquired the rol @nment in supporting SMEs, the role of financial institutions,
through govemme%@licies in facilitating the growth of SMEs and even the impacts of
business acti%% SMEs to the development of any nation. Even though this study focuses on
SMEsQ@ria, this section reviews studies conducted outside Nigeria, the essence of this is to
further examine the scope and dynamics of SMEs and governmental policies across the globe to

place Nigeria in a position?*!.

In Nigeria, most empirical studies have studied the relationship between the activities of SMEs,
commercial bank loans and the nation’s economy with available statistics to confirm their

findings, these studies have also gone further to examine several factors as they affect SMEs as
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well as possible solutions being recommended. The studies see SMEs as an important aspects of
the nation’s economy due to the several roles they play. A recent research in Nigeria, recognizes
the effect and performances of value chains on SMEs on agro allied scale enterprise, this research
identifies that manufacturers in the agricultural sectors are often faced with proper use of value
chain in ensuring product distribution and consumption up till disposal after use. Attention is paid
on agro businesses (SMEs) while research is anchored on the Value Chain Conﬁgur.ation Theory,
Social Network Theory, Global Value Chain Theory and Upgrading Theory%{)}se set of
theoretical frameworks give such findings revealing significant relationshi b xist between
market operations and variables in the value chain activities suE:h rea<elation of significant
relationships between logistics and the agro allied business &C&fs and activities; between

operational modes and results and; consumer service and B@SS activities?¥.

However, the research record an insignificant @ship between marketing and business

activity. The overall conclusion of this stud@)%‘t

value chain methods and procedures are @to effectively to attain impressive sale outcomes and

hile marketing strategies are poor and low,

they therefore enhance the activit@\e SMEs in the agro sector?33.

A researcher examines the ‘Aog?ommercial bank loans in the performances of SMEs in Nigeria,
seeing SMEs as an in@)gant part of the country’s economic sanity and asserting their presence
and performa ot be overlooked, the study identifies that they are still faced with numerous
proble h affect their smooth running, the overall issue they face arise from the fact that
they get low funding and commercial banks are at the core reasons for this according to the study,
it argues further that they (commercial banks) are the reasons SMEs do not employ well enough

because they cannot afford to either pay staff or pay enough due to unavailability of resources?3.

The commercial banks are said to only be interested in profit making from loan disbursements

hence, borrowing is at high interest rates or given to only bigger enterprises. Due to these findings,
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the researchers recommend intervention support and policies from the SME Development Agency
of Nigeria, Commercial Banks and Bank of Industry in giving out support to these SMEs. This
finding agrees with the opinion of another researcher who confirms the essence of SMEs in
national economic development while still highlighting issues they face as regards commercial
bank loans®*>. The study recommends further that loans should be more accessible to SMEs and
reduction in interest rates encouraged, it further discusses the need to make thg r&abira value
appreciated rather than depreciate in order to make imported goods and service%;;\expensive
and affordable. More support for locally made products and development : \?@rcial banks in
rural areas are more recommendations from the study. . 6.\

As against the other findings of many researchers outside Ni %hich reveal the significant
effect and relationship between bank loans to SMESs a (@:onomy of a nation, some group of
researchers’ study contend that significant relations mﬁ not exist between the variables and the
national economy in Nigeria. Their study gi@ﬁ;‘x\r rall assessment of bank loans, interest rates,
SMEs and national economy spannin‘%f@ough the years of 1998-2017. Secondary sources
constitute their data for analysis M@ include data from the Central Bank of Nigeria Statistical
Bulletin and the National B 6f Statistics between the concentrated periods. These secondary
sources provide the r@e with the findings that little or no significant relationship existed
between the e n@&variables and the Gross Domestic Profit of the country, hence, they leave
the researck@s to the recommendation that government should formulate and enact policies which

create@k between the SMEs and national economy, since the former account for a major part

of the population, they have much significant to make in a nation’s economy?3°,

The impact of Commercial Banks in financing small and medium scale enterprises (SMEs) in
Nigeria for the period 2012 to 2020. The authors collected annual data from ten Commercial
Banks and adopted panel data regression analysis. The results indicate that Commercial Banks

have significant impact on SMEs’ financing which implies that Commercial banks are capable of
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making SMEs grow. In a related study, investigated empirically the impact of Commercial Banks’
credit on small and medium scale enterprises in Nigeria between 1986 and 2012, using co-
integration and error correction modeling technique. The findings revealed that SMEs and
selected macroeconomic variables included in the model are co-integrated indicating a long run
relationship between them. The findings further revealed that savings, time deposit and exchange
rate have significant impact on SMEs’ output in Nigeria, while interest rate has advefse (ebffectm.

The paper therefore recommended among others that interest rate on credit fg\granted to
SMEs should be drastically reduced and soft loans devoid of stringent conﬁ@be granted to the
SMEs. Again examined the relationship between Commerciale @fﬁredits indicators and
availability of credit facility to small and medium scale e%@%ses in Nigeria. Using data
extracted from the Central Bank of Nigeria (CBN) St ti@ulletin for the period, 1980-2010

and adopting the generalized least squares est% technique, the results showed that

Commercial Banks’ credits to SMEs have @a

positively affecting gross domestic produ his implies that SMEs’ financing is a great catalyst

t effect on Nigeria’s economic growth by

and driving force for economic QKW% The paper recommended that soft and short term loans

should be made available to s"for further growth?3,

N

Furthermore, the acceSs to) credit is crucial for the growth and survival of small and medium scale
enterprises ‘\Jtilizing data from 1992 t02011 and adopting ordinary least squares
regressi @ study revealed that Commercial Banks’ credit to SMEs and saving and time
deposiﬁ:ommercial banks exert a positive influence on SMEs’ development while exchange
rate and interest rate have adverse effects on SMEs’ development. Therefore recommended that

Commercial Banks should lend more to the SMEs at subsidized rate??°.

The role of finance in the growth of small and medium scale enterprises in Edo State, Nigeria.

The study adopted a survey research design and a sample of 122 respondents was used. Cronbach
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Alpha was used to compute the reliability of the instrument and yielded 0.89. The findings
showed that SMEs growth was hindered as a result of inability to access funds from financial
institutions as a result of stringent policies required by banks and other financial institutions.
Consequently, the authors recommended that necessary financial assistance should be given to the
sector by government and other stake holders in order to accelerate the growth of SMEs in the
rural communities to reduce the current unemployment and rural- urban migration.. F?giing has
remained a major challenge to the growth of small and medium scale enterprises @eria. This
assertion was buttressed that 39 per cent of small scale enterprises and .%?@}lt of medium
scale firms in Nigeria are financially constrained. Arising from the jssq%f.fmancial constraints to
the growth of SMEs, some studies have documented that cor@al banks have risen to the

challenge in providing financial succor to the SMESs to sup'g@heir growth in Nigeria®*,

Examined the impact of bank loans on manufactur'gg'?ut in Nigeria between 1992 and 2010.
Utilizing error correction modeling techni@\)}eﬁndings indicated that banks’ credit to the
SMEs had significant impact on manufactusing output both in the short run and long run. On the
other hand, a number of studies k&%@wn that commercial banks’ role in extending credit to the
SMEs in Nigeria is not i sSive. For example, Central Bank of Nigeria revealed that
Commercial Banks’ @s o SMEs have been on the decline over the years. Commercial
Banks loans to @ms a percentage of total credits, decreased from 48.79 per cent in 2012 to
0.15 per celéswo. Other studies that share this view that Commercial Banks have not played a
substa@ole in small and medium business lending. The contribution of commercial banks to
the growth of small and medium scale enterprises. The study adopted descriptive method of
analysis using ratio and trend analyses. It was discovered that Commercial Banks contribute in

financing SMEs but their contribution has declined as government via the Central Bank of

Nigeria (CBN) directed that mandatory banks’ credit allocation be abolished?*!.

72



The impact of 2014 banking reforms on the financing of SMEs in Nigeria was examined. The
study used a randomly chosen sample size of 500 respondents and employed Chi square test. The
results revealed that there is no significant impact of 2014 banking reform on the financing of
SMEs in Nigeria and suggested that there are some constraints that militate against access to

credit from Commercial Banks by SMEs?#2,

In a related study, the impact of post-bank consolidation on the performance of smali aﬁ@nedium
scale enterprises in Nigeria, using Lagos state as a case study. They drew a & size of 50

from the supra-population of the study within Ikeja local Govemmenf%\o the State and
adopted mean, standard deviation and coefficient of variation in the@'ﬁnalysis. The findings

showed that small and medium scale enterprises do not have ac@%} finance through banks, due

Q

to neo-reorganization in banks as a result of post—b%% solidation and SMEs do not have
perfect rapport with financial institutions as a re%}t

From the foregoing empirical literature, re‘su;l&t

financing of SMEs in Nigeria. While @ studies maintained and affirmed that Commercial

their financial background in Nigeria.

mixed on the role of Commercial banks’

Banks have contributed immen:@he growth of SMEs, others debunked such claims and
opined that no substantial co tion has been made by Commercial Banks towards the growth
of SMEs in Nigeria. @Qg ests that there is no consensus among researchers on the role of
Commercial b ké\-he growth of SMEs in Nigeria. The debate rages on. This paper is therefore

one of the s&er attempts to contribute to the on-going debate?*.

Theoreticay, the finance led growth hypothesis provides a veritable framework and a lucid
explanation for the link between banks’ credit and the growth of the SMEs. This theory, which
was propounded by Schumpeter, maintains that the activities of the financial institution serve as a
useful tool for increasing the productive capacity of the economy. In concrete term, the finance
led growth hypothesis emphasizes that the existence of financial institution and the supply of their

financial assets, liabilities and related financial services in advance of demand for them would
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provide an efficient allocation of resources from surplus spending units to deficit units, thus

boosting investment which in turn stimulate growth?#,

A number of studies have argued in favour of the finance led growth hypothesis. These studies
acknowledge the role played by banks in facilitating technological innovation by identifying and
supplying credit to entrepreneurs with the least chances of implementing innovative products.
Another theory that provides a useful explanation on the relationship between bank§’\ dit and
the growth of SMEs is the bank capital channel theory of monetary policy. (Sz;@%ing to this
theory, monetary policy affects the supply of intermediated credit, paﬂicﬁ%}ank loans and is
active through an imperfect market for bank debt. Given the differ@fﬁ\smission mechanisms
through which monetary policy affects economic activities, an @g%ionary monetary policy will
increase money supply which will in turn increase C&r@ Banks’ reserve and their ability to

create credit to investors including SMEs at reduced interest rates?#.

On the other hand, a restrictive or contr@i';}ry monetary policy leads to a reduction of
Commercial Banks’ reserves which in their ability to lend to the business public.Under a
restrictive monetary policy regime\h} interest rate at which Commercial Banks borrow from the
Central Bank is high and in %y;nner, the rate at which they lend to the business public is high.
This model consider@;ﬁ lending behaviours of banks to SMEs to be influenced by capital
adequacy requir t with interest rate as a major determinant. This theory is linked to many

scholar. ictates of monetary policy as purported by this theory in no small measure affect

the relationship between Commercial Banks and small and medium scale enterprise in Nigeria?4S,

Data extracted from the CBN Statistical Bulletin between 1992 and 2015 reveals the negative
relationship between these SMEs and poverty in the Nigerian economy. The implication of this is
that SMEs are not properly assisted to help drive the nation out of poverty, hence the study

recommends that the government should prioritise policies that pay attention and better assistance
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to SMEs. This is in furtherance to another research which also uses same statistics between 2001
and 2017 and finds that SMEs are very powerful to promote activities which could grow the
economy of the nation, yet statistics proved well enough that loans granted to SMEs and SMEs
activities could not even bring reflecting returns to the national economy, no significance and no

economic pull?¥.

This is also blamed on poor funding, thus also recommending just like other researoh e need
to give more affordable loans to SMEs. It has been recommended further that &%ry policies
be formulated and looked into in such manners that they do not affect’%ﬁ\ug rate as well as
hinder the survival of SMMESs. Outside Nigeria, in Africa, ther%'a)lso empirical studies
focusing on SMEs, commercial banks and policies estabhsh%%‘relatlons significances and
variables which exist. A thesis conducted in Ghana a@gs the challenges faced by SMEs in
accessing loans for business support and from a q ﬁlve approach, even though the research
acknowledges that both banking and non-b §n01al institutes in Ghana are willing to give

financial assistance to SMEs, there are C%, host of other factors affecting their accessibility to

these loans*. '\)Q)

The study finds out that %"\l issues, high interest rates with very short payment periods
which makes it difﬁc@ pay back and finally the high record of loan defaulters who could not
meet up wit ment schedule or amount. Implied from this study is that the researchers do
not fin 1@ with the loan terms and conditions from the institutions but blames the fact that
SMEs could not afford to meet up with such terms and conditions in accessing loans. Thus, the
study gives recommendations which calls on governmental policies to help close the gap between
the loans accessibility and factors hindering them. Such recommendations include: the
establishment and use of what they term “factoring services”; incentives to lending banks by the

government and the enactment of the Credit Reporting Act (CRA)*¥.
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A researcher in Kenya has studied how access to information and communication patterns affect
access to loans for SMEs, the research investigates 599 registered and licensed SMEs in a city in
Kenya (Meru County Municipality). The study finds out the importance of having access to
accurate loan information which helps give important guidelines on how and what loan to take
considering factors such as payment terms, interest rates and periods. It goes further to recognize
the importance of providing accurate information by SMEs to banks as . w% Thus,
recommendations are that SMEs should be provided more with accurate %;\t'ansparent
information about loans they are about to take in order to measure risks i . %s%@ore so, SMEs
should also be truthful and accurate in supplying details to banks \:vho‘xil].slend them these loans
in order to allay the fear/suspicion of fraudulent activities whiq&%}r affect repayment of such
Q

&
ﬁbQ\

Another researcher in Tanzania is concerned about why=loans are not often given to SMEs rather

loans®"°.

than why SMEs do not have access to loﬁ%s implies that SMEs are often found to not
possess convincing criteria for loan grant{ Data for analysis are extracted from secondary sources
of World Bank reports and bro@as well as primary sources which include open ended
interviews for selected com 14l banks. The analysis reveal the following findings: banks do
not want to give ou@% 1 some sectors which are considered too risky; lack of proper
documentation <b se SMEs which discredits them from qualifying for loans since their
documentat@ either considered risky, not worthy or dubious; lack of understanding by these
SMESs omtype of business to do, what business they are already engaged in, no proper direction

and no possible future existence for such business?°.

These factors are crucial and necessary for consideration by the commercial banks, hence, they
look out for such factors like these which hionders them from approving certain loans. Hence, the
study recommends that SMEs should not rely on loans alone for business survival; be provided

with enough guides and orientation on business and loan seeking measures and government
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intervention in loan process. These steps will guide SMEs decision making and provide them with

better survival strategies?®!.

In order to give a sketch of governmental policies as they affect SMEs, some group of researchers
in China examine the relationship between the financial inclusion policy in China and the high
bank concentration in identifying its consequences on SMEs. The research is anchored on the
Market Power Theory and Information Theory, it studies how SMEs were affec% by the
financial inclusion policies which gave rise to emergence of firms in the banki ctor, hence,
making debt financing a bit difficult to access. Findings on the effect of%;}oncentration and
financial inclusion on SMEs debt financing provides that there is a tics of improvement in
credit availability to SMEs; further findings also reveal that th%&%se of the financial inclusion
policy on SME:s is affected by bank concentration, the at em to benefit more from the policy

leaving out SMEs, consequently, smaller and prl% s are not at an advantaged position as

regards the access to resources; lastly, regio@
play in finance ability?®2. cb‘%,

lay minute role as national laws are more at

As the global economic crisis hitw leaving devastating effects, a researcher has examined the
effects of these crises on S ng.zzhina. Thus, the study focuses on the crisis and its effects as it
touches every part oQtjzens’ lives and businesses not leaving out SMEs, the study projects
SMEs as int of a nation’s economic development, hence, effects identified from these
crisis i drastlc reduction in development rate regarding the economy, this is attributed to
influence “of globalization and interconnectedness and not restricted to SMEs alone but the
Chinese economy in general. Fluctuation existed at a point but the overall effect was reduction.
More so, export rate was not on the rise but became very slow and further worsened by a heavy
drop in home and international demand. The effect also saw a decline in the fixed asset

investment of the Peoples’ Republic of China?%
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The overall effects of these crisis had tremendous negative impacts on the existence and
operations of SMEs too, aspects of effects on SMEs include: inconsistency in growth rate of
number of SMEs (SMEs present in China as at 1996 were 82000 but dropped by 17.3% by 1997);
fluctuation in the increase and decrease of employee statistics (it recorded loss of jobs and
decrease in number of employed people. By 1996, China recorded a growth rate of 8.7%, by 1997,
it decreased to 8.5%, by 1998, there was a rapid rise to 12.36% and by 199?, it dropped
drastically to 2.06%)); affecting the Investment Growth Rate (fell from 43.1% rate @6 to 37%
rate, rose to 40% rate in 1998 and dropped heavily to 36.3% in 1999). . Q@ier effects on
SMEs include: decline in growth rate of production and production.act' 'ti‘;§; low export and poor
access to credit. After such effects were witnessed, the study also&@fﬁes efforts embarked upon
by the Chinese government to put the economy on check’ {AEIVG fiscal policies were embarked
on, monetary policies were rather in favour of the@?s and business owners (interest rates
were reduced, restrictions on lending were li@&tened, reserve ratio for banks was brought

down and there were more money into t%e' omy); more important, there was increasing and

4

dedicated attention and support fcﬁ@ .

Banking services have been dto be poor as compared to loan services in China, based on a
stylized comparison @% searcher compares the banking services in China, U.K, USA and
Germany, finding eal that within the scope of policies, infrastructure, credit activities and
relationship ‘ﬁ

se banks do favourably well compared to other developed countries, however,

there i% for improvement in banking services as such aspect is found to be lacking?®.

The latter days of 2019 saw the breakout of COVID-19 in China while throughout 2020, the virus
broke out globally and became a pandemic. Owing to this, there were several devastating effects
of the virus on every aspect of human’s life and national economy. In china where it broke out, it
became worse and the country was on early lockdown, efforts to curtail the spread of the virus

were met by several other consequences on the economic strength of China which does not leave
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out the SMEs as well. This justifies the essence of a research which examines the impact of
COVID-19 on SMEs and Line of Credit (LOC) in China. Demands of SMEs from financial
lending institutions increased rapidly during the pandemic, while SMEs of State Owned
Enterprises still got support, SMEs from non-state Owned Enterprises got affected mostly as well
as SMEs who had minute or no relationships with banks too. They could hardly access loans to
support their business in such difficult times. Therefore, the study recognizes the 1.rn ortance of
governmental policies which also focus on Non-State Owned Enterprises and with no
cordial or working relationships with banks. Since SMEs are integral part . %n’s economy,

it is believed that they become part of solution to economic problems%f%.\

Finally, two researchers project ways of tackling financial is%&cing SMEs in China. Their
study also recognizes the active roles of SMEs in C@Qomy, yet, they still emphasise that
s

these SMEs face obstacles which affect their busi& especially in smaller cities which make

recognition difficult, and they include but n(Q.')ﬁée‘d o finance related issues, difficulty in paying
tax, business location/environment, f f bankruptcy which affects loan approval and
unaffordable collateral. Based Or@roblems, SMEs, suggested solutions by these researchers
include encouragement of €ial access which implies that there should be leniency in
accessing loans and @QIO 1d be government policies which takes priority in them, hence,
government ca p@@tention to the capital market and broaden collateral terms to give room for

more collateral options. Fiscal measures are also discussed and other finance measures which are

availa@a result of technological improvement are also suggested?¢’.

Instances of SME activities, policies and impacts on national economic development are depicted
in researches conducted in the United States too, these issues and policies have not been left

undiscussed by researchers?®,
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Another research in the USA examines the status of banks, loans and SMEs, the research
exemplifies the presence of large numbers of small businesses in the USA (employee and non-
employee businesses) who also pay tax and get loans from banks and Bank Holdings Companies.
There are much presence of loan banks operating competitively in mega cities, major urban
centres and even the growing rural areas. Their existence has been considered a remarkable
development in the economy of the United States since they allow access to loans .for small and

medium scale enterprise. %‘(\

The study recognizes the lack of registration of SMEs and even the seizure%‘@siness licenses of
SMEs, yet there are still majority of them. In a statistics provide@tﬁe study, there are 23
million small businesses firms as of 2003, out of them, 5.7 r%@ consists of employer firms

(firms with employees) while 18 million consists (')&spn—employer firms (firms without

employees). These firms are small in employe@tion and financial worth, hence most

survive on loans from banks and other ﬁna@é

from loans and credits and according to @.ﬁtics with banks taking 38% as loan givers, they end

up owing loans with some unable‘V@ggling to pay back?%’.

Based on the review above, ‘%ssen‘ual to provide a review of another research which examines

titutions. Their financial support span mainly

the effects of small logﬁy small banks on business growth of SMEs, this study sees small banks
as saviours for s @businesses due to low interest rate compared to big banks and Bank Holding
Compani @HC). A group of scholars from the US Small Business Administration examined
the effects of small loans on growth of small businesses and banks, with the aid of secondary
resources from the FFIEC Community Reinvestment Act (CRA) which encourages depository
acts from banks in order to help communities, both growing, high earning and low earning people
attain credit and spending needs; Business Dynamics Statistics (BDS) which measures dynamics
and activities of businesses in relation to services rendered (job creation, employee status, birth

and death, etc); The FDIC Consolidated Reports of Condition and Income which examines and
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keeps track of bank assets such as entry status, exit status and account progress of up to 21818

banks between 1984-2019,their research is able to provide empirical evidences as to the

importance and relevance of small loans for business performances especially small and growing

businesses. Hence, the study reveals that such loans granted to the SMEs increase their asset

growth and push for enough capital which further eliminates reliance on large banks for loans
AP

The study finally concludes by recommending prioritization of governrpetﬁg;%stance and
ila

which require huge interest rates which may be unaffordable?”°.

concentration on policies which help grow SMEs such that they get 10 '} bility, help in
eradicating unemployment issues, promote job creation, reduce d@e’ﬁcy on big banks for
loans and finally contribute to national progress. The er@@ Co-integration and Error
Correction Modelling (ECM) techniques to investigat e@p'cally the impact of rural bank loan
on Nigeria's Small and Medium Scale enterprises (SMEs) between 1986 and 2012. The results
revealed that SMEs and selected rural bank@%dv a long run relationship with SMEs output.
The variables were on SMEs, rural b@k}an to Small scale enterprises, Savings and Time
deposit with Commercial rural b@change rate of naira, Interest rate, number of commercial
bank and Total government Q&)enditure. The study also reveals that savings time deposit and
exchange rate have a(si %ﬁt impact on the performance of SMEs in Nigeria. Furthermore,
commercial ba @&it to SMEs, total government expenditure and bank density has direct but
insigniﬁcan@m ct on the country SMEs output this may be connected with stringent policy in

accessin@ycredit facility and the crowd out effect of government expenditure in the economy. The

study also shows that interest rate has adverse effect on SMEs output®’!.

Examines the role of commercial rural banks in financing small and medium size businesses in
Nigeria. The main objective of the study is to examine the role of commercial rural banks in
financing SMEs in Nigeria. Structured questionnaire were distributed to the respondents which

includes the commercial banks staff and selected SMEs staff in Anambra State Nigeria. Three
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research hypotheses were tested using the chi-square. However, the 109 questionnaire
administered to the bankers and SMEs were analyzed and presented in tables with the use of
percentage and chi-square method. Therefore, the study found that small and medium size
businesses encounter problem in the procurement of loans from commercial banks; also
commercial rural banks have contributed immensely to the development of SMEs through their

loans and advances?’2.

The effect of rural Bank Lending on small and medium scale enterprises lending in Nigeria. It is
based on this, the study employed time series data from 2012 to 2022 to examine the impact of
rural bank lending on small and medium scale enterprises (SMEs) lending in Nigeria using
Augmented Dickey-Fuller (ADF) unit root test, Johansen co-integration test and vector error
correction model techniques. The unit test results indicated that all the variables were non
stationary at level but became stationary after first difference. The Johansen co-integration test
showed evidence of long run relationship between small and medium scale enterprises lending
and rural bank lending. The vector error correction model results revealed that lending to small
and medium scale enterprises leads to economic growth in Nigeria. Also, the study found that
bank lending rate does not impact on SMEs lending in Nigeria. The implication of these results is
that lending to small and medium scale enterprises is crucial to the growth of Nigerian

economy?"3.

The effects of rural commercial banks and growth of small and micro enterprises operating in
Nairobi Central Business District. The study sought to answer the following research questions;
How does collateral requirements by commercial banks affect growth of SMEs? How does
financial information required by Commercial Banks at the appraisal stage affect growth of SMEs,
How does interest rates charged by Commercial Banks affect growth of SMEs? and how has
interest rates capping affected uptake of credits by SMEs? This study used descriptive survey

research design and targeted a population of 838 respondents operating SMEs in the Nairobi
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Central Business District. A sample size was computed using Yamane formulae. 225 respondents
were interviewed from each shop selected. Questionnaires were used to obtain important
information about the population. The study used both primary and secondary data. Primary data
is the information the researcher obtained from the field. Primary data was collected using semi-
structured questionnaires. The questionnaires were administered using the drop and pick method.
Descriptive statistics such as means, standard deviation and frequency distribution was used to

analyze the data®’4.

The effect rural bank credit on small and medium scale enterprise in Kenya from 1985-2015, the
study used ordinary least square method for its analysis, the variables were on commercial bank
rural deposit, rural loan, interest rate, inflation rate and small and medium scale enterprises. The
study also found a strong positive correlation between SMEs growth and development and
knowledge on financial information where the correlation coefficient was 0.633. More so a strong
negative correlation between SMEs growth and development and high interest rates was found as
the correlation coefficient was - 0.602. Lastly the study also found a strong negative correlation
between SMEs growth and development and interest rates capping (correlation coefficient = -
0.648). The study concludes that Collateral requirement has been one of the major hindrances for
SMEs access to credit from commercial banks. Majority of the SMEs owners do not have
sufficient collateral which is a major requirement for credit access. The current banks’ lending
rates have discouraged many SMEs owners to go for short term and long loans for their
businesses, SMEs owners were not satisfied with the lending terms because of high interest rates,

short repayment period and long-time taken to process the credit facility?”>.

The effect of bank financing on the financial performance of SMEs in Nairobi County, Kenya.
This research was conducted through a descriptive research design. The descriptive research
design was considered appropriate as it enables description of the characteristics of certain groups,

estimation of the proportion of people who have certain characteristics and making of predictions.
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This study used quantitative, secondary data. The secondary data sources were obtained from the
KPMG Top 100 SMEs survey in Kenya over a period of 5 years (2009-2013). The data was
collected based on the information about the variables. Quantitative data was analyzed by
descriptive analysis while qualitative data through content analysis. The study provides
information to policy makers, scholars, academicians and investors on the effect of bank
financing on the financial performance of SMEs. From the findings, the study established that
bank financing and SMEs® size positively affected the SMEs™ financial performance while

SMEs" tangibility had an inverse relationship with the SMEs* financial performance?’.

The impact of bank recapitalization on both credit availability to and equity investment in SMEs
in Nigeria. The study formulates three hypotheses and applies three sets of simple regression to
analyse banks aggregated secondary data extracted from various Central Bank of Nigeria(CBN)"s
publications over the period 2001 through 2008. The study couldn’t find evidence that bank
recapitalization has significant impact on credit availability to SMEs but confirms that it has
significant impact on banks®“ equity investment funds under Small and Medium Enterprises
Equity Investment Scheme (SMEEIS). The study therefore, recommends that the Federal
Government should come up with credit guarantee scheme to motivate banks to grant more credit
to the SMEs. Also, CBN should facilitate the emergence of smaller banks that will provide an
alternative to the preference of megabanks to finance big-ticket transactions at the expense of
small borrowing such as that of SMEs. Furthermore, CBN should embark on awareness campaign
to sensitize SMEs on SMEEIS and the requirement for accessing the funds in view of the gap

observed between funds available and funds disbursed under the scheme?”’.

The impact of commercial banks in financing small and medium scale enterprises (SMEs) in
Nigeria between 2010 and 2020. A sample of ten (10) commercial banks is drawn for the study
and individual bank data and macroeconomic time series annual data were collected. Using panel

data regression analysis, the results reveal that commercial bank has significant impact on SMEs’
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financing as deduced from the results of constant effect, fixed effect and random effect models
which show that commercial banks credit to SMEs, the ratio of credit to SMEs to total credit in
the economy and equity of commercial banks explain a substantial proportion of changes that
arise in SMEs’ financing. This study suggests that commercial banks are capable of making

SMEs grow?8,

The relationship between SME credit and each of Unemployment and poverty respectively, using
Pearson’s correlation, and further examines the impact of Deposit money bank credit to SMEs on
economic growth in Nigeria using Ordinary least squares regression. Data employed for this study
was annual data from 1992 to 2015 obtained from the Central Bank of Nigeria Statistical Bulletin.
The Pearson’s correlation revealed a negative but insignificant relationship between SME credit
and Unemployment, and a negative and highly statistically significant relationship between SME
credit and poverty. The results of Ordinary Least Squares regression revealed that SME credit has
a negative and highly statistically significant impact on economic growth in Nigeria. s the

creditworthiness of SMEs in applying for loans, amongst other recommendations?”.

Investigate the relationship betweet\SMEs and economic growth of Nigeria. Their findings reveal
that SMEs activities are grof¥th enhancing through expansion in output and other various means
of survival. However,\academic tussles do prevail in the position of financial systems in SMEs.
Empirically, .adepted content analysis and found that financial intermediaries have an
insignifieart 8ffect on the growth and development of SMEs, which may result in erosion of
credit standards by bank repetitive risk, and insufficient regulation of microfinance institutions.
However, results show that financial inclusion contributed positively to the success of SMEs
using survey data. They employed content analysis and obtained that Mobile Money Transfer

(MMT) has an increasing effect on the number of micro-businesses and enhances performance®®.
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The effects of financial inclusion on SME growth and economic development in Nigeria and
revealed that financial inclusion (measured by mobile banking, banking services, and banking
penetration) has a significant and positive effect on the growth and development of SMEs.
Similarly, The financial inclusion with dimensions (mobile banking, banking services, and
banking penetration) has a significant and positive effect on the growth and development of
SMEs Furthermore, employed cross-sectional survey data and observed that ﬁnan.cial inclusion
positively and significantly impacts the operations and growth of MSMEs in Ni%ﬁ;xukewise,

similar technique of analysis and discovered that the financial inclusion A%ﬁs?’@s players can

mediate the determinants of the success of SMEs in Indonesia?®!. 6.\
g@@% using the OLS method and

The effect of financial on SME's contribution to economic
found that financial inclusion can boost SMEs through a@o a loan in Nigeria. Survey data to
investigate the effect of financial inclusion on @s and found that financial inclusion
significantly influences small-scale entrepre@.'r)g&h effect of financial inclusion and literacy on
the performance of agro-based SMEs i be using survey data. The findings revealed that

financial inclusion has a signiﬁ&\tgﬂ appreciating effect on the performance of agro-based

SME:s in Yobe State?$2, 4%'\

The impact of banks Qyto SMEs on manufacturing output in Nigeria for the period spanning
2010 to 2020 ing error correction modeling technique, the study deduced that bank loans
to thewctor had significant impact on manufacturing output both in the long and short

I'llIl283.

The impact of post-bank consolidation on the performance of SMEs in Nigeria, with special
reference to Lagos State. A sample size of 50 was drawn from the supra-population of the study
within Ikeja Local Government in Lagos State. Applying mean, standard deviation and coefficient

of variation in its data analysis, the study revealed that SMEs do not have better access to finance
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through banks, due to neo-reorganisation in banks as a result of post-bank consolidation and
SMEs do not have absolute rapport with the financial institutions due to their financial

background in Nigeria?**,

The effect of access to credit on the growth of SMEs in the Ho Municipality of Volta region of
Ghana by using both survey and econometric methods. The survey involved a sample of 78 SMEs
in the manufacturing sector. Both the survey and econometric results showed that aoceGNo credit
exerts a significant positive effect on growth of SMEs in the Ho Municipality, xluyi (2011)
compared the performance of loans granted to SMEs by banks Wif%} of micro-credit
institutions in Nigeria, using Ondo State as a case study. Analysing @fh descriptive statistics,
the study revealed that the average repayment rate for banks v@%%% and 34.06% for micro-

credit schemes; hence, suggested that banks performe @qu h higher levels than micro-credit
schemes?®. They examined how diversified opera éf banks impact their loans to SMEs by
using panel data on 28 banks. The result @)&é that as aggressive derivatives traders, the
impact of its total assets on SMEs loans i%gsitive at 1% significance level and credit guarantees
positively impact SME loans at @iﬁcance level, implying that large banks are encouraged

to make loans to SMEs t h"the assistance of the credit guarantees scheme. There is a

relationship between (nte@ tes and the demand for credit as well as interest rates and loan

repayment by §§e®er and the SMEs in Ghana. The results showed a negative relationship
esbra

between in%

study suggested that lowering interest rates would increase the poor and SMEs demand for credit

tes and demand for credits as well as interest rates and loan repayment. The

and loan repayment at banks and non-bank institutions which can be achieved through the

amendment of the fiscal policy by the government?3®.

The Infrastructural constraints that militate against efficient performance of SMEs in the country.
Findings of study revealed that manufacturing SMEs has a statistical significant relationship with

industrial growth in Nigeria. The examined the factors that determine the growth of SMEs in
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Nigeria for the period 1990-2018. Outcome of the study suggest that credit facilities, interest rate
as well as inflation rate are key determinants of the growth and survival of SMEs in Nigeria. The
relevance of the manufacturing SMEs to the growth 2of the Nigerian economy. Results of the
study showed that the manufacturing SMEs made sizable contributions to the sustained increases

in gross domestic product®®’.

The growth effect of SMEs financing in Nigeria. The result of study revealed that tht;{@liables —
SMEs output by wholesale and retail trade as a component of GDP, commerci &(s credit to
SME and exchange rate of naira to the US dollar exert positive 'r%}ce on economic
development. The impact of SMEs financing on the economic gro@o'f Nigeria Outcome of
study revealed that loans to SMEs and other variables except r%@ supply and deficit financing
exerted a positive impact on GDP growth. The impact of @ial reforms on the growth of small
and medium scale enterprise in Nigeria. The study,reéemmended that government should create
an enabling environment to ease the cost @g@usiness in Nigeria?®®. The contributions of
micro finance banks to the development %MES in Lagos and Ogun state of Nigeria. The result
obtains showed that there is &g)positive correlation between micro loan received by
entrepreneurs and business E@@sﬁ)n of MSMES in Nigeria.
QQ

>

QQ
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24 Conceptual Model

Commercial Bank Loans to SMEs Economic Growth

Y Hol Gross Domestic Product (GDP)
Aggregate »
Commercial Bank Ho2 ) | Average Capacity Utilization Vb
Loans to SMEs
Ho3 J | SMES’ Contribution / Output
N
Fig 1: Conceptual Model of Commercial Bank Loans to (SM d Economic Growth
Source: Researcher, 2023 . AQ)

N
The conceptual framework provides a clear structure@understanding the relationship between
commercial bank loans to SMEs and vari .»®mic outcomes in Nigeria. The framework
highlights the independent variables (c@nercial bank loans to SMEs), dependent variables
(GDP, average capacity utilizatio a\&lEs’ contribution to GDP). The proposed study will use
regression analysis to evaluat ea;elationship between commercial bank loans and the dependent
variables. The hypoth@@%sed in the framework suggest that an increase in commercial bank
loans to SMEs @ead to an increase in GDP, average capacity utilization, and SMEs’
contribution to . This relationship is expected to be mediated by the effect of increased loan
availa@on investment in fixed assets, job creation, expansion of operations, and improved

access to market.

This conceptual framework can provide valuable insights into the impact of commercial bank
loans to SMEs on the economy of Nigeria. The results of the study can inform policy decisions

related to SMEs finance and support the development of strategies for promoting economic
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growth and development in Nigeria. The study may also have implications for other developing

countries facing similar challenges in promoting SME development and economic growth.

According to Table 4.7 above, 34 respondents, or 37.0%, agreed that monitoring internal control
systems ensures adherence to relevant rules and regulations. Thirty (32.6%) strongly agreed with
the statement, eleven (12.0%) were unsure, eight (8.7%) disagreed, and nine (9.8%) severely
disagreed. According to this research, internal control system monitoring ensures com ce with
all relevant laws and regulations. It can be inferred from the analysis that every, é‘&byee’s work
check on the others since item 2 on table 4.7 shows that 50 (54.3%) of the X ents agreed, 34
(42.4%) strongly agreed, 2 (2.2%) were undecided, and 1 (1.1%))&\‘1'(%ély disagreed with the
statement. Table 4.7's item 3 reveals that 37 respondents (4065’%greed that internal auditors
oversee the organization's financial operations. This re}@i@% shows that internal auditors are
active in monitoring the financial operations of the fitm/ Of the 47 respondents, 51.1% strongly
agreed with the statement, 3.3% were unsur%%ﬂ' agreed, and 2.2% severely disagreed. Table
4.7's item 4 reveals that among the re@dems, 41 (44.6%) agreed that internal audit unit
controls prevent restricted access«&tggk assets, preventing loss and abuse; 45 (48.9%) strongly
agreed with the statement;

2%) were unsure; and 3 (3.3%) disagreed. While 1 (1.1%)

strongly disagreed wi@ta ement, our study reveals that the internal audit unit's control over

access to bank s@revents loss and misuse by restricting limited access.
0§

2.5 Su@ the Gap in Literature Reviewed
The current body of literature in the field of this study presents several notable gaps and areas that

require further research. One prominent gap is the absence of empirical studies that directly
investigate the effect of commercial bank loans on Small and Medium Scale Enterprises (SMEs)
in Nigeria, especially concerning their impact on economic growth indicators, such as Gross
Domestic Product (GDP). Existing literature tends to be largely theoretical in nature, and there is

a scarcity of data-driven analyses, which are crucial for understanding the real-world dynamics at
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play. Furthermore, the specific objectives outlined in this study, including examining the impact
on GDP, evaluating capacity utilization, and investigating SMEs' contributions to GDP, are not
extensively covered in the current literature. These objectives represent essential aspects of
understanding the economic consequences of bank loans on SMEs, making them significant
knowledge gaps that warrant further investigation.

Moreover, while some research exists on the general topic of SME financing and its; influence on
economic growth, there is a distinct need for studies tailored to the Nigerian co@%conomic
conditions, policies, and the dynamics of the financial sector can signifi . er in Nigeria
compared to other regions. Therefore, research specific to the Nig.eri n;gironment is crucial to
provide a more accurate and relevant understanding of this relq{@[ip. The dynamic nature of
economic conditions and the financial landscape implie's,{l&t many existing studies may not
reflect the most current state of affairs. Research th@%orates up-to-date data is essential to

provide insights into the contemporary conditi @dynamics of SME financing in Nigeria.
lu;e;(

Lastly, existing literature may not adequ plore the policy implications of the relationship
between commercial bank loans and s concerning the overall economic growth of Nigeria.
This study seeks to address thi g\ap by offering a more nuanced understanding of how policy
decisions can influe @;‘ access to bank loans and, consequently, impact the nation's
economic developn&q}.

The literatur‘e% in this area underscores the need for comprehensive research to provide
Valuab‘@nghts into the intricate interplay between commercial bank loans, SMEs, and

economic growth in Nigeria. Such research will contribute to a deeper and more holistic

understanding of this critical aspect of the nation's economy.
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Chapter Three
Methodology

This chapter presents the methodology used in the study and covers the following topics:
Research design; study area; study population; sample of the study; sampling methods; research
instrument description; validity of research instruments; reliability of the instrument; data

collection methods and data analysis methods. Q

3.1 Research Design ‘:\ \

This study adopted ex-post facto research design because the study @e},y on secondary data’.
Secondary data for this study will be extracted from Central B@\of Nigeria (CBN) statistical

bulletin and annual financial reports, data were extracted b@:ommercial banks annual financial

report which the study time frame of observation.

3.2 Population C:)\‘\%

The population of the study consists %@entire Nigerian economy and small and Medium Scale
Enterprises (SMEs) that have recN commercial bank loans. The data was drawn from bulletin

"
of the Central Bank of Ni@ N) for the period of ten years that from 2013 to 2022.

3.3 Sample Size and Sampling Technique

The sampl is study were selected using a purposive sampling technique, where only SMEs
that hav@ eived commercial bank loans were included in the sample as it appears in the bulletin
of the Central Bank of Nigeria (CBN) for the period of ten years that from 2013 to 2022°. The
scope of this study was limited to a period of observation of ten (10) years which span from 2013

to 2022.
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3.4 Description of Research Instrument

The research was based on secondary data obtained from the CBN bulletin and other relevant
sources such as financial reports, statistics, and articles. However, commercial bank loans to
SMEs which is independent variable were measured with commercial bank loans to SMEs rate,
dependent variables were measured with GDP, average capacity utilization, and SMEs’

contribution to GDP

NS
%
Model Specification . QO

D

The model specified was based on empirical studies on the commerciak bank loans to SMEs and

S
Y= f(X)
S
Y= Dependent Variable b
S

X= Independent Variable %

Where ’@'\

Y = economic growth

X = commeré%n loans to SMEs

ACUz, SMEs-OUTPUT?)

economic growth in Nigeria,

This shows the relationships among variables;

Y=(G

X = (CBL-SMEs))

Where: y1 = Gross Domestic Product

y2= average capacity utilization

y3= SMEs’ contribution / Output
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xi1=commercial bank loans to SMEs

The Modelling structure of the study on the commercial bank loans to SMEs and economic

growth in Nigeria is adapted from the study

GDP = f(CBL-SMEs) ------- Equation 1
ACU = f(CBL-SMEs) -------- Equation 2

SMEs-OUTPUT= f(CBL-SMES) ----rem- Equation 3 ) \‘b.
&>

Transforming equation 1,2 and 3 above to econometrics model we hi\’e@O

GDP =a+B; CBL-SMEs + ¢ ------ 4
. )
ACU = a+B; CBL-SMEs + &  -------- 5 XO

SMEs-OUTPUT = o+ CBL-SMEs + ¢ =--------- 6 QQ)
Where; Q@
GDP: Gross Domestic Product Q.J‘©
ACU: Average Capacity Utilization (b‘%'

Q

SMEs-OUTPUT: SMEs’ contributiow’/ Output

4%'»
CBL-SMEs: Commer@)@,\_oans to SMEs

L Error T \

Bo : sion Intercept

B1 Coefficient of the independent Variable to the dependent variable
3.5 Validity of Research Instrument

The validity of the research instrument was established by ensuring that the data collected is

relevant and appropriate for the study, and that the data sources are reliable and credible.
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3.6 Reliability of Research Instrument

Secondary data collected from statistical bulletins of organizations such as the World Bank or the
Central Bank of Nigeria (CBN). To assess the reliability of secondary data collected from these

sources, the study considered the following factors:

1. Reputation of the Source: The World Bank and CBN are well-known and reputable

organizations known for their expertise in data collection and analysis. :&%
2. Timeliness of Data: The data should be up-to-date and relevant to t @8@

3. Consistency and Coherence of Data: The data should .b@ﬁstent with other data

sources and should not contain any outliers or discrepan&@
3.7 Method of Data Collection &\

Secondary data was used for this study. The, d@gor this study was collected from the CBN
bulletin and other relevant sources such%g;dncial reports, statistics, and articles. The period

covered from 2013 to 2022. Q)‘ba

3.8 Method of Data Analysi -

Method of data anal@&' to the various ways data gathered are analysed to address the
research obje 'V@For this study a linear regression model is proposed, and various
econometri@to s will be adopted as method of data analysis. Data analysis method will include:
descri@statistics (the essence of using descriptive statistics was to clearly describe the overall
character and distribution of the data) and econometric tools (this was adoptedwith the use of
regression analysis, unit root test and Co-integration test) and inferential statistics such as
correlation and regression analysis to investigate the effect of commercial bank loans to SMEs on

GDP, average capacity utilization and SMEs' contribution to GDP in Nigeria.
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Hur Publishing 30, 2018.
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Chapter Four

Results and Discussion of Findings

The conclusions of the investigation are presented in this chapter. The findings were based on the

hypotheses that were raised in accordance with the study's objective.
4.1 Analysis of Diagnostic Test

Table 4.1 Unit Root Test: Augmented Dickey-Fuller Test Statistic Q’}\

Null Hypothesis: average capacity utilization, Contribution to GDP, Loan t %a
GDP has a unit root

Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=4) . @.\
Q&atlstlc Prob.*
Augmented Dickey-Fuller test statistic @ 3.829701 0.0235
Test critical values: 1% level 3.769597
Average Capacity Utilization 5% level % 3.004861
10% lecb.l)\\« 2.642242
N\
Augmented Dickey-Fuller test statistic ’6 3.866352 0.0494
Test critical values: vel 3.769597
Contribution to GDP 7 level 3.004861
‘% - 10% level 2.642242
R
Augmented DickeysFu 0.033
test statistic Q 3.930091
Test critical \7% 1% level 3.769597
Loan to 5% level 3.004861
& 10% level 2.642242
¥y
Augmented Dickey-Fuller test statistic 3.823871 0.0450
Test critical values: 1% level 3.788030
GDP 5% level 3.012363
10% level 2.646119

Source: Field Survey, 2023
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The table 4.1 present the results of the Augmented Dickey-Fuller (ADF) test for four different
variables: Average Capacity Utilization, Contribution to GDP, Loan to SMES, and GDP. The null

hypothesis for all four tests is that the variables have a unit root, indicating non-stationarity.

The ADF tests were conducted with a lag length of 0, determined automatically based on the
Schwartz information criterion (SIC) with a maximum lag of 4. The tables show the ADF test
statistic, t-Statistic, and its corresponding p-value, Prob.*, along with the critical Vah%for 1%,

&

5%, and 10% significance levels. . QO

For Average Capacity Utilization, the ADF test statistic value of 3.829701 is greater than the
[ ﬂ

critical value of 3.769597 at the 1% level of significance, and t@—responding p-value of

0.0235 is less than the conventional significance level of 0.(3&@1}%‘36 results suggest that we may

reject the null hypothesis that the variable has a unit @aﬁng that it is stationary.

For Contribution to GDP, the ADF test statistic&é&s of 3.866352 is also greater than the critical
value of 3.769597 at the 1% level of sign‘& , and the corresponding p-value of 0.0314 is less

than the conventional significance 16@0.05 . These results also suggest that we may reject the

'}
For Loan to SMES, t(e:@&est statistic value of 3.930091 is greater than the critical value of

null hypothesis and conclude t}%&ariable is stationary.

3.769597 at thz I%lavel of significance. However, the corresponding p-value of 0.033 is just

above the conventional significance level of 0.05. Based on these results, we may reject the null

hypotl@vith some evidence, indicating that the variable is stationary.

For GDP, the ADF test statistic value of 3.823871 is greater than the critical value of 3.788030 at
the 1% level of significance. The corresponding p-value of 0.0320 is also less than the
conventional significance level of 0.05. Therefore, we may reject the null hypothesis and

conclude that the variable is stationary. In summary, based on the ADF test results, we may reject
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the null hypothesis that all four variables have a unit root, indicating that they are stationary.

These results suggest that we may use these variables for further analysis or modeling.

4.2 Analysis of the Trend
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Fig 2.1: Trend Analysis of ACU, , GDP and Loan to SMEs

Source: Field Survey, 2023
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Contribution to GDP
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4.3.1 Correlation Analysis

Table 4.2 Correlation Analysis Matrix

Correlation
Probability Commercial GDP Smes’ Average Capacity
Banks Loan Contribution/  Utilization
To Smes Output
Commercial Banks 1.000000

Loan To SMES %:&\(b‘

_____ ,%\QO
: yﬁw

GDP -0.123492 1.000000

05745 e »&CD\
. QQ}
Q>
SMES’ 0.619640 0.1726Q 1000000

Contribution/Output %
0.0016 ? %308 -----
Average Capacity 0.70&;2% 0.227958 0.953818 1.000000
Utilization o

Q®002 0.2955 0.0000 -
)

Source: Field Surv% 23

The table 4.2‘%6 shows correlation analysis matric. There is a negative correlation between
comm anks loan to SMES and GDP, with a correlation coefficient of -0.123492. this
suggests that as the logarithm of loans to SMES (commercial banks loan to SMES) increases, the
logarithm of (GDP) tends to decrease slightly. However, the correlation coefficient is relatively
weak, indicating that the relationship between these two variables may not be very strong. The p-

value of 0.5745 suggests that this correlation is not statistically significant.
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There is a positive correlation between commercial banks loan to SMES and SMES’

contribution/output, with a correlation coefficient of 0.619640. this suggests that as commercial

banks loan to SMES increases, SMEs’ contribution/output tends to increase as well. The

correlation coefficient is relatively strong, indicating that there may be a significant relationship

between these two variables. The p-value of 0.0016 suggests that this correlation is statistically
Ny

There is a positive correlation between commercial banks loan to SMES and @ge capacity

significant.

utilization, with a correlation coefficient of 0.704752. This suggests th@)mmercial banks
loan to SMES increases, average capacity utilization tends to in@r@gs'\well. The correlation
coefficient is relatively strong, indicating that there may be Q‘E@iﬁcant relationship between

these two variables. The p-value of 0.0002 suggests th @relaﬁon is statistically significant.

In summary, based on the provided covariance @%lysis, there is a weak negative correlation
between commercial banks loan to SMES @DP, and strong positive correlations between
commercial banks loan to SMES an SMES’ contribution/output and average capacity

utilization. the p-values suggest twe correlations with SMES’ contribution/output and average

capacity utilization are statu%%y significant.

S
>

QQ
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4.3.2 Regression Analysis

Table 4.3 Commercial Banks Loan to SMEs and Gross Domestic Product (GDP)

Variable Coefficient Std. Error  t-Statistic Prob.

C 14.18733 2.711247 5.232769 0.0000

Commercial Banks Loan To 0.087589 0.153590  -0.570275 0.0057
SMES {b‘

X2

R-squared 0.315250 Mean dependent var \1 61791
Adjusted R-squared 0.031643 S.D. dependent yq&o\ 0.800544
S.E. of regression 0.813111 Akaike info é@n 2.507044
Sum squared resid 13.88415 Schwi.&@erion 2.605782
Log likelihood -26.83100 Ha -Quinn criter. 2.531876

F-statistic 0.3252 Q')\ﬁrbin-Watson stat 0.442742
Prob(F-statistic) 0.5(%‘@3
RS

Source: Field Survey, 2023 Y

The table 4.3 shows regr 4*ré?ult of the influence of Commercial Banks Loan To SMES on
GDP. The depende%év)able in this analysis is "GDP". The coefficient of determination (R-
squared) is ()ﬁ%%ich indicates that the independent variable(s) in the model explain only a

small g)n of the variation in the dependent variable.

The model includes two variables: a constant term (C) and "Commercial Banks Loan To SMES".
The coefficient for the constant term is 14.1873, which represents the expected value of the
dependent variable when all independent variables are equal to zero. The coefficient for

"commercial banks loan to SMES" is 0.0876, indicating that a one-unit increase in the natural
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logarithm of loans to SMEs is associated with an increase of 0.0876 units in the natural logarithm

of real GDP, holding all other variables constant.

Neither variable is statistically significant at the 5% level, as the p-value for "commercial banks
loan to SMES" is 0.5745, which is greater than 0.05. The standard error of the regression is 0.813,

which measures the average distance that the actual values fall from the predicted values.

The Durbin-Watson statistic is 0.443, which indicates the presence of signif@b‘positive
autocorrelation in the residuals. The Akaike information criterion (AIC) c@%arz criterion
(SC) are used for model selection. Lower AIC and SC values indicate a‘$m model fit, and in

. |
this case, the AIC value is 2.507 and the SC value is 2.606. %»\

However, Table 4.6 indicated that the dependent variable "L’&), the R-squared value is 0.015,

and the coefficient for "commercial banks loan to %@is 0.0876, indicating that a one-unit

increase in the natural logarithm of loans to SME}{\ﬁ;?ssociated with a decrease of 0.0876 units in

the natural logarithm of real GDP, holdiﬂ&g-éther variables constant. However, the F-statistic

for the regression model is statisticall@‘b‘liﬁcant at the 5% level, suggesting that the independent

variable "GDP" is a significant predictor of the dependent variable "commercial banks loan to
N

SMES". The model su @
g

GDP and the natura%

there is little association between the natural logarithm of real
ithm of loans to SMEs. However, the low R-squared value and lack of
statistical siﬁ%nce for the independent variable suggest that the model may be a good fit for
explai variation in the dependent variable. In conclusion, The adjusted R-squared of
0.0316 implies that 3.16% of the Gross Domestic Product (GDP) variation in Nigerian is
explained by Commercial Banks loan to SMEs, The F-stat = 0.325, P > 0.000, leads to the non
rejection of the null hypothesis (Hol), This implies that Commercial Banks loan to SMEs has no

significant effect on the Gross Domestic Product (GDP) in Nigeria.
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Table 4.4 Commercial Banks Loan to SMES and Average Capacity Utilization

Variable Coefficient Std. Error t-Statistic Prob.
C 0.106130 2.683319 0.039552 0.0088
Commercial Banks Loan 0.964210 0.211812 4.552203 0.0002
To SMES . (ba
=
R-squared 0.496675 Mean dependent var %.29779
Adjusted R-squared 0.472707 S.D. dependent var . N 1.095269
S.E. of regression 0.795329 Akaike info crit&%&%\ 2.462819
Sum squared resid 13.28351 Schwa%@n 2.561558
Log likelihood -26.32242 @Quinn criter. 2.487651
F-statistic 20.7225(5@,Durbin-Watson stat 1.297731
Prob(F-statistic) 0.0 %4

* Source: Field Su eygﬁ)&
The table 4.4 ides results from a linear regression analysis with the dependent variable
average ﬁy utilization and one independent variable, commercial banks loan to SMES.
th@ reports the following: the regression analysis suggests that the variable commercial
banks loan to SMES is a significant predictor of average capacity utilization. specifically, the
coefficient estimate for commercial banks loan to SMES indicates that a one-unit increase in
the logarithm of loans to SMES is associated with an increase of 0.964210 units in the
predicted value of average capacity utilization, holding all other variables constant. the

intercept term (c) in the model represents the expected value of average capacity utilization
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when all the explanatory variables are equal to zero. in this case, the estimated intercept is
0.106130, which means that when the logarithm of loans to SMES is zero, the predicted value
of average capacity utilization is 0.106130. The R-squared value for the model is 0.496675,
indicating that the model explains about 49.7% of the variation in average capacity utilization.
the adjusted r-squared value (0.472707) takes into account the number of explanatory
variables in the model and provides a better estimate of how well the model ﬁt§ the data. the

tt@&bsewed

standard error of the regression (0.795329) represents the average distance
values of the dependent variable deviate from the predicted values of. . QQdent variable.
it is a measure of the accuracy of the predictions made by the. n‘lg&%lghe f-statistic tests the
overall significance of the model, and in this case, it is statisti&%l\signiﬁcant at the 0.05 level
with a p-value of 0.000174. this indicates that the é)g&qafory variables in the model are
contributing significantly to the fit of the modﬁ@&ver, the model's r-squared value is
0.496675, indicating that the model explai s@} 49.7% of the variation in "average capacity
utilization". The adjusted R-squared& is 0.472707, and the F-statistic is statistically
significant at the 0.05 level itl@ -value of 0.000174. Therefore, there is a significant
Y

influence of commercial 19%%

is significant influ @)mmercial loan to SMEs on average capacity utilization in Nigeria.

MESs on average capacity utilization in Nigeria. Thus, there

However, The K@usted R-squared of 0.473 implies that 47.3% of the average capacity
utilization variation in Nigerian is explained by Commercial Banks loan to SMEs, The F-stat
= @9 P < 0.000, leads to the rejection of the null hypothesis (Ho2). This implies that
Commercial Banks loan to SMEs has a significant effect on average capacity utilization in

Nigeria.
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Table 4.5 Commercial Banks Loan to SMES and SMES’ Contribution/Output

Variable Coefficient Std. Error t-Statistic Prob.
C 3.611934 2.537631 1.423349 0.1693
Commercial Banks Loan To 0.724683 0.200312 3.617778 0.0016
SMES

R-squared 0.383953 Mean dependent var @7
Adjusted R-squared 0.354618 S.D. dependent var ":\ \ 36255
S.E. of regression 0.752147 Akaike info crlterlo 2.351172
Sum squared resid 11.88023 Schwarz crlt® 2.449910
Log likelihood -25.03848 Hannm]\ criter. 2.376004

F-statistic 13.08832 &%}%\' atson stat 0.946921
Prob(F-statistic) 0.0016::4 @

\

Source: Field Survey, 2023 (b‘\)

The table 4.5 shows regression reSult)of the influence of Commercial Banks Loan To SMES on
SMES’ contribution/outp 'Hependent variable in this analysis is called "SMES’
contribution/output". @ef icient of determination (r-squared) is 0.384, which means that
approximatel % of the variation in the dependent variable is explained by the independent
variable @h model. the model includes two independent variables: a constant term (c) and
"commercral banks loan to SMES". the coefficient for the constant term is 3.6119, which
represents the expected value of the dependent variable when all independent variables are equal
to zero. the coefficient for "commercial banks loan to SMES" is 0.7247, indicating that for each
one-unit increase in the natural logarithm of the loan to SMEs, the dependent variable is expected

to increase by 0.7247 units, holding all other variables constant.
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Both independent variables are statistically significant at the 5% level. The p-value for the F-
statistic is less than 0.001, indicating that the model is statistically significant overall. The
standard error of the regression is 0.752, which measures the average distance that the actual
values fall from the predicted values. The Durbin-Watson statistic is 0.947, which indicates the
absence of significant autocorrelation in the residuals. The Akaike information criterion (AIC)
and Schwarz criterion (SC) are used for model selection. Lower AIC and SC Vah.les indicate a

better model fit, and in this case, the AIC value is 2.351 and the SC value is 2.450.6\

Thus, the dependent variable "SMES’ contribution/output", the r—squared'%\ls 0.384, and the
coefficient for "commercial banks loan to SMES" is 0.7247, whi dicates that a one-unit
increase in the natural logarithm of the loan to SMEs is e)%g%}to increase the dependent
variable by 0.7247 units, holding all other variables c@. Both independent variables are
statistically significant at the 5% level, and the modelis statistically significant overall. Hence,
there is a significant influence of commer{a.l')%h o SMEs on SMEs’ contribution/output in
Nigeria. The model suggests that the n% logarithm of credit to the private sector is positively
associated with the natural logaﬁ@%f loans to SMEs. However, the model only explains a
relatively small proportion ¢variation in the dependent variable, and there may be other
factors that contributﬂ@@d endent variable that are not included in the model. Conclusively,
the adjusted R- 1@001‘ 0.354 implies that 35.4% of the SMEs’ contribution to GDP variation in
Nigerian is Gp ined by Commercial Banks loan to SMEs. The F-stat = 13.088, P < 0.000, leads
to the @ion of the null hypothesis (Ho3). This implies that Commercial Banks loan to SMEs

has a significant effect on SMEs’ contribution to GDP in Nigeria.
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4.3.3 Analysis of Variance

4.6 Analysis of Variance of Independent and Dependent Variables

Method df Value Probability
Anova F-test (3, 88) 147.6476 0.0000
Welch F-test* (3, 48.4478) 121.2989 0.0000

*Test allows for unequal cell variances

Analysis of Variance

Source of Variation df Suny of Sq. Mean Sq.
Between 3 441.9462 147.3154
Within 38 87.80201 0.997750
Total 91 529.7482 5.821409

Category Statistics

Std. Err.

Variable Count Mean Std. Dev. of Mean

Average Capacity Utilization 23 12.29779 1.095269 0.228379
SMES’ contgibution/output 23 12.77497 0.936255 0.195223
Commetrgial banks loan to SMES 23 12.64420 0.800544 0.166925
GDP 23 17.61791 1.128690 0.235348

Source: Field Survey, 2023

The table 4.6 shows results of Analysis of Variance of independent and dependent variables. The

test for equality of means between series shows that there is a significant difference between the
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means of the four variables being compared (average capacity utilization, SMES’

contribution/output, commercial banks loan TO SMES, and GDP).

This table provides further information about each variable Both the ANOVA F-test and the
Welch F-test indicate that the probability of obtaining such a result by chance is essentially zero

(p-value = 0.0000).

The analysis of variance table shows that the source of variation between the groups ificant

(F=147.3154, p<0.05), whereas the within-group variation is not sig 'f@ZO.%WSO,
;$

p>0.05). This suggests that the variation in the dependent variable is 1 y explained by the

. "
differences between the groups rather than by random error. »\‘%

The category statistics table provides the mean, standard devia\‘{%{ and standard error of the mean
for each variable. From these statistics, we can see d@%eans of average capacity utilization,
SMESs’ contribution/output, and commercial bab@oan TO SMES are relatively close to each
other, while the mean of GDP is noticea%’ igher. The results of this test suggest that the mean
values of the four variables being cor@%b‘d are significantly different from each other, with GDP

having the highest mean value.

“
4.3 Discussion of Finej@ Q

The relationshi b@teen commercial bank loans to SMEs and economic growth has been studied
extens%@the literature. While some studies have found a positive relationship between these
variables,Y0thers have found no significant relationship'?. In the case of Table 4.2, the weak
negative correlation between "commercial bank loan to SMEs" and "Gross Domestic Product"
with a correlation coefficient (r) of -0.123492 suggests that there is no significant relationship
between these variables. This finding is consistent with some previous studies that have found no
significant relationship between bank lending to SMEs and economic growth?. However, the

strong positive correlations between "commercial bank loan to SMEs" and both "SMEs’
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contribution / Output" and "Average capacity utilization" with correlation coefficients (r) of
0.619640 and 0.704752, respectively, suggest that bank lending to SMEs is positively related to
SMEs’ contribution to output and their average capacity utilization. This finding is consistent
with previous studies that have found a positive relationship between bank lending to SMEs and
their performance®*. These findings suggest that while bank lending to SMEs may not have a
significant impact on overall economic growth, it is positively related to SMEs’ .performance,

which is an important factor in promoting economic growth. Q‘S\

Based on the findings in Table 4.3, it appears that there is no signiﬁcé%t}ionship between

commercial bank loans to SMEs and the country's gross domestic-[&ﬂkst'ﬁ While the coefficient

for "commercial banks loan to SMES" is positive, indicating a%t’%ﬂial positive relationship, the

R-squared value is only 0.315, suggesting that the m d@ains 31.5% of the variation in the
N

data. However, it is important to note that the F-statistie’ for the regression model is statistically

significant at the 5% level, indicating th{bh‘e&‘l ependent variable "GDP" is a significant

predictor of the dependent variable "co cial banks loan to SMES". This suggests that other

factors may be more influential i%%nining the level of commercial bank loans to SMEs, and

that GDP may be a strong pre@ictdr of this relationship in Nigeria. This finding is consistent with

other studies that ha@i ed the relationship between bank lending to SMEs and GDP. A

study found that (Wiitle there is a positive relationship between bank lending to SMEs and
~

economic @

development'!. Similarly, a study found that while there is a positive relationship between bank

this relationship is weaker in countries with lower levels of economic

lending to SMEs and GDP, this relationship is not always straightforward and can be influenced
by various factors, including the legal and regulatory environment, the level of competition in the
banking sector, and the quality of information available to lenders!2. While the findings in Table
4.6 suggest that there is no significant relationship between commercial bank loans to SMEs and

GDP in Nigeria, it is important to consider the limitations of the model and the potential influence
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of other factors on this relationship. Further research is needed to better understand the factors

that determine the level of bank lending to SMEs and their impact on economic growth in Nigeria.

Table 4.4 presents the findings of a regression analysis conducted to determine the relationship
between commercial bank loans to SMEs and average capacity utilization (average capacity
utilization) in Nigeria. The R-squared value of 0.496675 indicates that the model explains about
49.7% of the variation in average capacity utilization. This means that the indepemi{@variable
(commercial bank loans to SMEs) accounts for almost 50% of the variation i dependent
variable (average capacity utilization). The adjusted R-squared value of‘%}o indicates that
the model is a good fit, and it suggests that commercial bank lomA@MEs have a significant
influence on average capacity utilization in Nigeria. The F —st@%\is statistically significant at
the 0.05 level with a p-value of 0.000174. This means @wre is a low probability that the
relationship between commercial bank loans to S Qd average capacity utilization is due to
chance. The findings of the regression analy@%éeo sistent with the earlier correlations found in

Table 4.3, which showed a strong posi@orrelation between commercial bank loans to SMEs

and average capacity utilization.'&is;gérrelation was also statistically significant with a p-value

of less than 0.05. %q

There are several st@e)gthat support the finding that commercial loans to SMEs have a
significant i on average capacity utilization. One study examined the relationship
betwee to credit and the performance of small and medium enterprises (SMEs) in Kenya*.
The results showed that access to credit was positively correlated with the growth and
profitability of SMEs. The study concluded that credit access is an important factor for SMEs to
achieve higher levels of performance. Another study investigated the impact of commercial bank
loans on the performance of SMEs in Nigeria®. The study found that commercial bank loans had a
positive and significant impact on the growth and profitability of SMEs. The study recommended

that SMEs should seek more credit facilities from commercial banks to improve their
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performance. Similarly, a study examined the impact of commercial bank loans on the growth and
profitability of SMEs®. The study found that commercial bank loans had a positive and significant
impact on the growth and profitability of SMEs. The study recommended that the government
should implement policies to encourage commercial banks to provide more credit facilities to
SMEs. These studies provide evidence that commercial loans to SMEs have a positive impact on
their performance, including average capacity utilization. Therefore, the finding theit commercial

loans to SMEs have a significant influence on average capacity utilization in Nigeé"&:onsistent

with the results of other studies in different contexts. ,%\QO

The finding from Table 4.5 suggests that there is a significant posi@eﬁtionship between the
loan to SMEs and SMEs’ contribution/output in Nigeria. This %@%’\that an increase in the loan
provided to SMEs can result in an increase in SMEs’ c@ibution/output, which can positively
impact the economy. The R-squared value of 0.38@%&65 that 38.4% of the variation in the
dependent variable (SMEs’ contribution/ou@l)@n be explained by the independent variables
(commercial loan to SMEs and credit i%, This finding is consistent with several studies that
have established a positive relat@ between access to finance and SMEs' performance®’?,
Access to finance is positiv ¢lated to firm growth and employment creation in developing
countries’. Similarly, @ t& finance is positively related to the growth and survival of SMEs
in developing u@Slo. Access to finance is positively related to the growth of SMEs in both
developed @eloping countries. They argue that access to external finance is critical for
SMEs@ercome the financing constraints that often hinder their growth and development®. The
findings from Table 4.5 and the literature support the notion that access to finance is a critical
factor for SMEs' growth and development. As such, policies and interventions that promote
access to finance for SMEs could have significant positive effects on SMEs' contribution/output

and the overall economic development of a country
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The findings from Table 4.6 suggest that there are significant differences in the mean values of
the four variables being compared. The analysis of variance table indicates that the source of
variation between the groups is significant, while the within-group variation is not significant.
This suggests that the variation in the dependent variable is largely explained by the differences
between the groups rather than by random error. The F-value of 147.3154 is statistically
significant at the 5% level, with a p-value of less than 0.05. This indicates that the mean values of

at least one of the four variables being compared are significantly different from t%;t\[ers These

findings suggest that GDP is the most important variable among the four i its influence
on the dependent variable. ‘\%“

A\
&
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Chapter Five
Conclusion

This chapter presents a summary of the study's objectives, findings, conclusions, and
recommendations. Additionally, suggestions for further studies and contributions are also
discussed.

The correlation analysis shows a weak negative correlation (r—O.lZ@QQtween "gross

5.1 Summary of Findings

domestic product" and "commercial banks loan to SMEs", which @Q‘Latisﬁcally significant
(p>0.05). However, there are strong positive and significant @OHS between "commercial
banks loan to SMEs" and both "SMEs’ contribution/out[').&& 0.619640) and "average capacity

utilization" (r=0.704752).

Regarding "gross domestic product", the@ red value is 0.315, and the coefficient for
"commercial banks loan to SMEs" is O.@'indicaﬁng a positive association between the natural
logarithm of loans to SMEs an&\&hpqﬁatural logarithm of real GDP, holding other variables
constant. However, the F-st "&)R)r the regression model is not statistically significant at the 5%

level, indicating that '@ﬁs not a significant predictor of "commercial banks loan to SMEs".

N

For "averag@@ utilization", the model has an R-squared value of 0.496675, indicating that
the m lains 49.7% of the variation in the dependent variable. The adjusted R-squared
value is 0.472707, and the F-statistic is statistically significant at the 0.05 level (p=0.000174).
Therefore, commercial loan to SMEs significantly influences "average capacity utilization" in

Nigeria.

For "SMESs’ contribution/output", the R-squared value is 0.384, indicating that the model explains

38.4% of the variation in the dependent variable. Both independent variables are statistically
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significant at the 5% level, and the overall model is statistically significant. Hence, commercial

loan to SMEs significantly influences "SMEs’ contribution/output" in Nigeria.

The analysis of variance shows significant variation between the groups (F=147.3154, p<0.05)
but not within the groups (F=0.997750, p>0.05). Therefore, the differences between the groups
explain most of the variation in the dependent variable rather than random error. The mean values
of the four variables being compared are significantly different from each other;v&%”GDP”

N

having the highest mean value. . QO

5.2 Conclusion E

. "

These findings suggest that increasing commercial loans to SMEs @ia could have a positive
impact on economic growth and development, -E{@gﬂaﬂy by improving SMEs’
contribution/output and average capacity utilizationl@'%portant to note that further research is
needed to better understand the factors contribu "éSo the weak correlation between commercial
bank loans to SMEs and GDP. Overall, tlas' highlights the significance of commercial loans
to SMEs in the Nigerian economy @‘rovides important insights for policymakers, financial
institutions, and other stakehol er§)

°
53 Recommendatior{)QQ

N

Based on the fi i@ of this study, it is recommended that:

Policy: Qand financial institutions in Nigeria take steps to increase commercial loans to
SMEs. This could include offering more favorable loan terms and conditions, providing targeted
support for specific sectors, and improving access to finance for SMEs. By doing so, the
government and financial institutions can help to stimulate economic growth and development in

Nigeria, while also promoting job creation and poverty reduction.
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Additionally, it is recommended that further research be conducted to better understand the
factors contributing to the weak correlation between commercial bank loans to SMEs and GDP in
Nigeria. This could involve exploring other variables that may be impacting GDP, such as
government policies, trade relationships, and foreign direct investment. By gaining a more
comprehensive understanding of the factors influencing economic growth in Nigeria,

policymakers can develop more effective strategies for promoting sustainable and_inclusive

development. 6{\
Government intervention: The government should create policies and %}ns to encourage
commercial banks to provide loans to SMEs. These policies coulvd)@sdé loan guarantees, tax

incentives, and grants. Q}&%’\
Q

Improved access to credit: There should be more ef \mprove SMEs' access to credit by
commercial banks. This could be achieved thro*@e establishment of credit bureaus and credit

scoring systems that make it easier for bank@ess the creditworthiness of SMEs.

Capacity building: The government s@ghl also invest in capacity building programs to improve

the managerial and technical s im% SME owners. This will help them to better manage their
"

businesses and make lfé)@o the loans they receive.

Data collection En%qalysis: There is a need for more comprehensive data collection and analysis

on SMEs in Nigeria. This will help policymakers and stakeholders to better understand the

challer@acing SMEs and develop more effective policies and programs.

Collaboration: There should be increased collaboration between commercial banks, SMEs, and
other stakeholders to identify and address the challenges facing the SME sector in Nigeria. This

could be achieved through the establishment of industry associations and forums.
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5.4 Contribution to Knowledge

Conceptually, the study sheds light on the role of commercial loans in driving economic growth
and development in Nigeria, particularly through the support of small and medium-sized
enterprises (SMEs). The study provides a clear definition of key terms such as SMEs, commercial
loans, GDP, and capacity utilization, which helps to establish a shared understanding of these

concepts within the research community. . {b

A\

Theoretical contributions of the study include the application and testin Q%e prominent
theories of finance: The Credit Creation Theory, The Financial Intermediation Theory, and The
Pecking Order Theory. The Credit Creation Theory suggests that@?eate credit and money
through the extension of loans, which in turn promqte&@omic activity. The Financial
Intermediation Theory proposes that banks facilit. ‘Q} transfer of funds from savers to
borrowers, thus channeling savings into produgti;f@/estments. The Pecking Order Theory posits
that firms prefer internal sources of ﬁnanceQeﬁ'\, retained earnings) over external sources (e.g.,

bank loans) because of the higher c d asymmetric information associated with external

financing. \)

'\

Empirically, the stud @tes by providing evidence for the significant influence of
commercial loans iﬂés on various economic indicators in Nigeria. Specifically, the study
finds strong‘%ﬂve correlations between commercial bank loans to SMEs and SMEs’
contrib@.\tput and average capacity utilization, indicating the importance of these loans in
promoting business growth and development. The study also shows that increasing commercial

loans to SMEs in Nigeria could have a positive impact on economic growth and development,

particularly by improving SMEs’ contribution/output, average capacity utilization and GDP.

The study's findings contribute to the existing literature on the impact of commercial loans to

SMEs on economic growth and development in Nigeria. The study's results indicate that
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increasing commercial loans to SMEs in Nigeria could have a positive impact on economic
growth and development, particularly by improving SMEs’ contribution/output and average
capacity utilization. Additionally, the study's analysis of variance reveals that the differences
between the groups explain most of the variation in the dependent variable, rather than random

S50

This study adds to the growing body of literature that emphasizes the importance of GBpporting
SMEs in developing economies, particularly by increasing access to financi he study's

findings could be valuable for policymakers and other stakeholders‘@fgeria and other

developing economies as they work to promote economic growth an{@gfdpment.

Additionally, the study provides evidence of a weak nega}'&&laﬁon between commercial
bank loans to SMEs and GDP in Nigeria, which adds @going discussion on the factors that
affect economic growth in the country. These.fkn&gs provide useful insights for policymakers,
commercial banks, and SMEs in Nigeria(a');\(hey seek to promote economic growth and

development in the country, particular developing countries like Nigeria where SMEs face

numerous challenges in accessing&pﬁce.

"
5.5 Suggested Arei f@ler Research

Based on the fi d@pf this study, there are several areas for further research that could deepen
our underst% of the relationship between commercial bank loans to SMEs and economic
indica@ Nigeria.

Firstly, future research could investigate the reasons behind the weak negative correlation
between commercial bank loans to SMEs and GDP. This could include examining the role of

other economic factors such as inflation, exchange rates, and government policies that may

impact the relationship between these variables. Additionally, further research could explore the
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impact of commercial bank loans on other economic indicators such as employment, income

inequality, and poverty reduction.

Secondly, future research could investigate the impact of different types of commercial bank
loans on economic indicators in Nigeria. For example, research could focus on the impact of loans
with different interest rates, loan terms, and collateral requirements on SMEs’ contribution/output

and average capacity utilization. . \(b‘

Thirdly, further research could explore the impact of non-financial s@f on SMEs’
performance in Nigeria. This could include examining the impact ostraining programs,

. "
mentorship, and other forms of support on SMEs’ contributio@ and average capacity

utilization. . QQ’}

Lastly, future research could investigate the imp@ommercial bank loans to SMEs in
different sectors of the Nigerian economy. This @kprovide insights into how commercial bank
loans impact economic indicators in sp%i'g-ejectors and help to identify areas where further

support is needed to promote growth @b&svelopment.
4%'»
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