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ABSTRACT  
 
This study, the role of small and medium sized enterprises for economic growth, was 
undertaken to find out how SME sub-sector in Nigeria has performed and its impact on the 
economic growth of the country. 
 
Small and Medium Scale Enterprises (SMEs) is accepted globally as a tool for empowering 

the citizenry and economic growth. It has been associated with the rapid economic growth of 

countries in Asia and North America. In Nigeria efforts have been made by successive 

governments to reduce poverty and accelerate economic growth by increasing foreign direct 

investment, diversifying the economy, enacting policy frameworks which favour small 

business ownership and sometimes initiating employment and entrepreneurship programmes.  

 

Specifically this study tends to figure out: how profitable SME business is; whether 

infrastructural development could be attributed to the presence of SMEs; if significant 

number of people are employed within the SME sector; whether the SME market has 

attracted banks and financial institutions with increase in loans and incentives; whether there 

is increase in information Technology related businesses due to presence of SMEs and if 

there is need for the government to encourage and develop more opportunities for SMEs. 

 

A total of 200 SMEs were randomly selected from Matori, a city in Lagos state Nigeria. A 

questionnaire was constructed and distributed to the selected SMEs. The responses were 

collated and analyzed using Statistical Package for Social Sciences (SPSS) analytical tool.  

 

The study reveals that while SME businesses are profitable problems of policy inconsistency 

and poor infrastructural development continuously undermine the potentials of the market. 

Though the presence of SMEs has attracted infrastructural development, such developments 

in most cases are community effort or privately driven which limits the amount of 

developments achieved. For example their efforts could be limited to patching and 

maintaining existing bad road networks but not expanding or creating new road networks.  

The study also revealed that financial institutions like banks are attracted to areas where 

SMEs are established but getting funds through these institutions via loans has not been easy 

due to high interest rates and harsh conditions like types of collateral to present.  

It was also established that SMEs are good employers of labor but not without required 

support and facilities. SMEs will not engage more people to work for them when their 



 
 

businesses do not thrive. For their businesses to thrive they need government to encourage 

them and develop more opportunities such opportunities could be in terms of providing 

infrastructures like stable power supply and good transport networks (rails and roads), easy 

access to finance (low interest rates), stable government policies, reducing multiple taxations, 

ensuring availability and access to modern technology and raw materials locally etc. 

The result of the study confirms existing theories in the field which support the belief that 

SMEs remains a tool for economic growth in Nigeria. 

 

There are enormous potentials and opportunities for SMEs in Nigeria to mature and play the 

crucial role of economy growth, poverty reduction, employment and wealth creation. This 

will entail having the government provide required supports and addressing identified 

problems. While the SMEs also need to change their attitudes relating to entrepreneurship 

development, government needs to involve the SMEs in policy formulation and execution for 

maximum effect. There is also need to introduce entrepreneurial studies in our Universities in 

Nigeria in addition to emphasizing practical and technological studies at all levels of our 

educational system. 
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1. Introduction 
 
 
In the words of Levitsky (1996) and Zecchini (1997) small enterprise development is 

portrayed as one of the most successful economic development trajectories in the post- 

communist economies of central and Eastern Europe. According to Milford (2000), while 

quoting from World bank (2000), “enormous store has been placed on its presumed capacity 

to address extreme poverty, create desperately needed jobs, halt the ongoing de-

industrialization process and curtail any further ethnic unrest associated with bleak economic 

prospects and social collapse”. 

Nigeria seeks to be counted among the world’s 20 largest economies by 2020 and this to 

many is not practical. The goal of this research work is to determine using primary and 

secondary data, the role of small and medium scale enterprises (SMEs) so far in the economic 

growth of Nigeria. This would enable one to make deductions and suggestions on how to 

make use of SMEs at the local scale to engender economic development. 

 

What constitute a small and medium scale enterprise varies especially from country to 

country. For example, according to the newly enacted Indian Micro, Small and Medium 

Enterprises Development Act 2006, enterprises are classified into Micro, Small and Medium 

according to the following criteria: 

 

Type of 

enterprise 

Engaged in manufacture or 

production of goods 

Engaged in providing or rendering 

of services 

 Investment in plant and 

machinery 

Investment in equipment 

Micro enterprise Does not exceed 25 Lakh rupees Does not exceed 10 Lakh 

rupees 

Small enterprise More than 25 Lakh rupees, but 

does not exceed 5 Crore rupees 

More than 10 Lakh rupees, but 

does not exceed 2 Crore rupees 

Medium 

enterprise 

More than 5 Crore rupees but 

does not exceed 10 Crore rupees 

More than 2 Crore rupees but does 

not exceed 5 Crore rupees 

 

Table 1: The Indian working group on science and technology for Small- and medium-scale 

enterprises, 2007-2011 



 
 

In Taiwan, enterprises in the manufacturing, construction and mining and quarrying sectors 

that have paid-in capital of less than NT$80 million or fewer than 200 regular employees are 

classed as SMEs. For other industries, those enterprises that had annual operating revenue of 

less than NT$100 million in the previous year or that have fewer than 50 regular employees 

are classed as SMEs (White paper on SMEs in Taiwan, 2008).  

In the United States of America, enterprises in the manufacturing sectors with fewer than 500 

regular employees or wholesaling and retailing sectors with fewer than 100 regular 

employees and an average annual operating revenue of less than US$6 million are classified 

as SMEs. For the services and construction sector, they may have an average annual income 

of less than US$6 million and less than US$28.5 million respectively to be classified as 

SMEs (White paper on SMEs in Taiwan, 2007). In the United Kingdom the classification is 

based on staff strength. They classify businesses with less than 250 regular employees as 

SMEs (UK: Department of Trade and Industry)  

 

1.1 Context and Motivation 
 

Over the years, having worked for different successful companies in Nigeria which are 

considered small players in the industry, I have developed a keen interest in understanding 

how these small businesses actually affect our economy. The growth of SMEs have been said 

to combine the strategies of poverty alleviation and industrialization into a unique package 

that is beneficial not only to entrepreneurs but to the country at large.  

Therefore SME can be seen as a tool for both national development and personal growth. As 

a person who would love to become an entrepreneur in future, I believe that the knowledge 

gained from this research would not only help me better understand the status of SMEs in 

Nigeria but would also equip me in strategizing when I intend to start up. 

 
1.2 Research Focus  
 
This research intends to validate the link between the monetary value of SME output and 

economic growth in the Nigeria context. The statistical definition of SMEs varies by country, 

and is usually based on the number of employees, capital, or the value of assets and sales 

volume (Kanamori et al., 2006). According to Schaper (2000), SMEs account for over 95% 

of private sector firms in most industrialized economies. The importance of SMEs in driving 



 
 

economic growth is again emphasized in the case of communist East and Central European 

countries that allowed limited forms of officially-sanctioned SME development as a way of 

ameliorating poor economic performance and lifting living standards (Patterson, 1993). 

According to Rowen et al., (1998) the rapidity of industrial development success achieved in 

the last thirty years in East Asian economies have been staggering and this is attributed to 

SMEs. 

This may be the same in developing countries of Africa, such as Nigeria but the degree of 

impact on economic growth needs to be properly documented and investigated using local 

case studies. This study seeks to gather data from all relevant sources on the extent to which 

SMEs have affects the Nigerian economy. The core will be investigating the impact of SME 

in Nigeria’s economic growth. The research outcome may either validate it as a viable 

economic tool in the Nigerian circumstance or nullify the belief that it drives the country’s 

economic growth. Information gathered from primary sources will answer questions on the 

size of typical SMEs, ownership patterns, approximated value of assets as well as level of 

assimilation of information technology. 

In Nigeria, Lagos is considered the commercial nerve centre because of its strategic location, 

peculiar demographics and contribution to the national GDP. A number of SME villages have 

been established in the state to serve as both models for subsequent SMEs and actual drivers 

of the economy. One of such is the Matori SME village and the adjourning Ladipo spare parts 

market in Oshodi Local government area of the state. The Matori SME village has been in 

existence for over 20 years, supporting a number of successful businesses which are also 

important in generating employment opportunities for the teeming workforce of Matori. 

Using the age of this market which was set up to promote SMEs, the choice was made to use 

it as a location for the present study.  

  

1.3 Scope of Thesis 
 

This thesis would investigate the answers for the following questions. 

 

1.  Has the presence of Matori SME village brought economic growth and infrastructural 
development to Matori community? 
 

2. Is doing business at SME level profitable in Matori community? 

3. Are SMEs   significant employers of labor in this community? 



 
 

4.  Is the Profitability of SME business in this community independent of the nature of 
goods and services on sale? 
 

5.  Has the profitability of small businesses in Matori led to increased presence of banks 
and financial institutions and subsequent increase in SME loans and incentives by the 
Banks? 
 

6. Is the presence of Matori SME village directly linked with increased number of IT 
based business in the Matori community? 
 

7. Is there need for the government to encourage and develop more opportunities for 
SME level business elsewhere in Lagos State? 
 

8.  Do my findings support the existing theory in the field? 

 

1.4 Outline of the thesis 
 

This thesis is  sect ioned into five chapters as shown in Figure 1 below.  

Chapter one int roduces to  us the t rends in Niger ian economy since 

independence. Chapter two provides extensive lit erature on small business 

from global to  the Niger ian economy, their form o f organizat ion and current  

status.  Chapter three contains details  of the study locat ion, research 

methodology and findings.  Chapter four contains my recommendat ions and 

concluding remarks.  

 

 

 

 

 

 

 

 

 
Figure 1: Outline of the Thesis 
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2. Literature review 
 

2.1 An overview of Small and Medium Scale Enterprises 
 
Nigeria remains a country with very high potential but an equally high inertia to develop. The 

country is blessed with abundant supply of enormous human, agricultural, petroleum, gas, 

and large untapped solid mineral resources (Obadan, 2003). Since her independence from 

British rule in 1960, the country has gone through decades of political instability and this has 

brought with it a climate of social tension and an unpredictable market for business. The 

successive forceful takeover of government by the use of military coup and the indigenization 

policy of the late 70’s has put off investors who hitherto saw the country as a large and 

growing market. Due to the nature of these governments, there is perceived corruption, policy 

instability, poor infrastructural development and lack of accountability of public funds. For 

these reasons, the World Bank described Nigeria as a paradox (World Bank, 1996). This is 

also true for most Sub-Saharan African countries as industrial production has declined or 

stagnated over the past decades (Lall, 1992). 

 

According to Mambula (1997), since its independence, the Nigerian government has been 

spending an immense amount of money obtained from external funding institutions for 

entrepreneurial and small business development programs, which have generally yielded poor 

results. Unfortunately these funds hardly reach the desired business because they may be lost 

to bureaucratic bottle necks and end up in accounts of public office holders. 

 

Despite these setbacks, the role of small business owned by middle class Nigerians, set up by 

individual savings, gifts and loans and sometimes sustained by profit cannot be ignored.  

According to Asmelash (2002) countries that have made economic breakthroughs in the last 

two decades demonstrate beyond doubt that the development of entrepreneurship has been 

the sine qua non of economic growth and development. According to Asmelah (2002), the 

significant role SMEs play in development is acknowledged world over. He cited the work of 

Schell, (1996) who noted that in developed countries such as the USA, where big 

corporations are dominant, SMEs still play enormous role in the country’s economy. Also, 

according to the report of the Indian working group on science and technology for Small- and 

medium-scale enterprises, SMEs occupy an important and strategic place in economic growth 

and equitable development in all countries. Constituting as high as 90% of enterprises in most 



 
 

countries worldwide, SMEs are the driving force behind a large number of innovations and 

contribute to the growth of the national economy through employment creation, investments 

and exports. Owing to the success of the Asian tigers, interest is running high globally 

particularly in developing countries that are in the rat race to meet up and reduce the 

economic and development gap. Chinese and foreign experts estimate that SMEs are now 

responsible for about 60% of China's industrial output and employ about 75% of the 

workforce in China's cities and towns (Schell, 1996). These SMEs creates jobs for workers 

who have been laid off from state-owned enterprises due to the steady transition from 

communism to a market based economy. 

According to Cook and Nisxon (2000), interest in the role of small and medium-sized 

enterprises (SMEs) in the development process continues to be in the forefront of policy 

debates in developing countries. Owing to the relevance of SME’s, in 2006 the government 

of Taiwan launched a $61 million "branding" initiative, which is aimed to push the economy 

from being production-based to knowledge-based. According to the report in EE Times Asia 

in August 2006, the so-called "Branding Taiwan Plan" is a seven-year program designed to 

help promising small-to-medium enterprises (SMEs) in developing their own brand, 

according to the Taiwanese government. This was initiated with the full consciousness of the 

ability of SMEs to drive the economy particularly in the medium term. Small businesses 

employ 72,000,000 people (Asmelash, 2002).More than 90 per cent of the industries in 

Indonesia, Philippines, Thailand, Hong Kong, Japan, Korea, India and Sri Lanka are small 

enterprises (Fadahunsi and Daodu 1997). 

A 2004 survey conducted by the Manufacturers Association of Nigeria (MAN) revealed that 

only about ten percent (10%) of industries run by its members are fully operational. 

Essentially, this means that 90 percent of the industries are either ailing or have closed down. 

Given the fact that manufacturing industries are well-known catalysts for real growth and 

development of any nation, this reality clearly portends a great danger for the Nigerian 

economy. The acting director-general of the association, Mr. Jide Mike, who disclosed this 

fact, attributed the cause of this sorry state to such factors as poor infrastructure, multiple 

taxes imposed on manufacturers in Lagos state by all tiers of government and the difficulty in 

accessing finance. He noted, “The debris of dilapidated manufacturing concerns across the 

country is the outcome of years of harsh operating conditions”. Mr. Jide Mike also remarked, 

“In addition to policy somersault, funding remains a challenge to all stakeholders in the 

manufacturing sector, the several palliatives, including the Small and Medium Industries 

Equity Investment Scheme (SMIEIS) and other sector-specific incentives notwithstanding”. 



 
 

He added, “In summary, 30 percent of industries in Nigeria have closed down. About 60 

percent are ailing companies and only 10 percent operate at sustainable level”. The acting 

director-general of MAN emphasized that low capacity utilization has undermined the 

competitiveness of manufacturing industries, whose fortunes have been worsened by the 

impact of globalization. He recalled that at Nigeria’s independence in 1960, the 

manufacturing sector’s contribution to national Gross Domestic Product (GDP) was 3.8 

percent and that despite the discovery of oil, manufacturing contributed as much as 9.9 

percent to the GDP from 1975to 1981 when capacity building was above 70 percent. Mr. Jide 

Mike however regretted that the story is different today as the manufacturing sector is back at 

the independence level as it contributed a mere 4.7 percent to GDP in 2003while industrial 

capacity utilization dropped to a paltry 48.8 percent in 2003.The above is indeed not 

encouraging as it is representative of the fate of the manufacturing sub-sector of the SMEs. It 

is said that the large manufacturing companies are even better off given that those of them, 

which have international affiliation do get succor and support from their parent companies or 

technical partners overseas. The support and services the multinationals get from their parent 

companies could be driven by the profit repatriation, expansion of their overseas market and 

other motivations but overall, the Nigerian economy benefits if only through employment 

generation. President Olusegun Obasanjo in his address on March 01, 2002 at the 

commissioning of the headquarters of SMEDAN (The Small and Medium Enterprises 

Development Agency of Nigeria) in Abuja also noted that there was a great disconnection 

between the SMEs and the large companies in Nigeria, pointing out that the multinational 

companies dominated business in the country even in the area of finished products. Because 

of these and other debilitating problems, only about 10 percent of SMEs in Nigeria are into 

manufacturing. 

 

2.2 Background to the Subject Matter 
 

Small and Medium Enterprises (SMEs) as defined by the National Council of Industries refer 

to business enterprises whose total costs excluding land is not more than two hundred million 

naira (N200, 000,000.00) only. A lot has been said and written about SMEs the world over. It 

has also formed the subject of discussions in so many seminars and workshops both locally 

and internationally. In the same token, governments at various levels (local, state and Federal 

levels) have in one way or the other focused on the Small and Medium Enterprises. While 

some governments had formulated policies aimed at facilitating and empowering the growth 



 
 

and development and performance of the SMEs, others had focused on assisting the SMEs to 

grow through soft loans and other fiscal incentives. International agencies and organizations 

(World Bank, United Nations Industrial Development Organization (UNIDO), International 

Finance Corporation (IFC), United Kingdom Department For International 

Development(DFID), European Investment Bank (EIB) etc are not only keenly interested in 

making SMEs robust and vibrant in developing countries but have also heavily invested in 

them. Locally in Nigeria, the several Non-Governmental Organizations such as Fate 

foundation, Support and Training Entrepreneurship Programme (STEP),the Nigerian 

Investment Promotion Commission (NIPC), the Association of Nigerian Development 

Finance Institutions (ANDFI), as well as individual Development Finance Institutions (DFIs) 

have been promoting the growth of SMEs in Nigeria through advocacy and capacity-building 

initiatives, and have continued to canvass for better support structures for operators in the 

SME sub-sector. All the massive attention and support given to SMEs relate to the widely 

acclaimed fact that SMEs are job and wealth creators. In justifying the introduction of 

SMIEIS in 2003, the then Governor of the Central Bank of Nigeria, Chief Joseph Sanusi said 

“With a concerted effort and renewed commitment from all stakeholders, this scheme will 

surely succeed and realize its intended objective of revamping the SMEs as engines of growth 

in the economy and a veritable tool for the development of indigenous technology, rapid 

industrialization, generation of employment for our teeming youths and the pivot for 

sustainable economic development in Nigeria”.* 

  

Small and Medium Enterprises (SMEs) occupy a place of pride in virtually every country or 

state. Because of their (SMEs) significant roles in the development and growth of various 

economies, they (SMEs) have aptly been referred to as “the engine of growth” and “catalysts 

for socio-economic transformation of any country.” SMEs represent a veritable vehicle for 

the achievement of national economic objectives of employment generation and poverty 

reduction at low investment cost as well as the development of entrepreneurial capabilities 

including indigenous technology. Other intrinsic benefits of vibrant SMEs include access to 

the infrastructural facilities occasioned by the existence of such SMEs in their surroundings, 

the stimulation of economic activities such as suppliers of various items and distributive 

trades for items produced and or needed by the SMEs, stemming from rural urban migration, 

enhancement of standard of living of the employees of the SMEs and their dependents as well 

as those who are directly or indirectly associated with them. In recognition of the enormous 

potential roles of SMEs, some of which have been outlined above, various special measures 



 
 

and programmes have been designed and policies enunciated and executed by government to 

encourage their (SMEs) development and hence make them more vibrant in Nigeria. The 

highlights of these measures include: 

i. Fiscal incentives and protective fiscal policies 

ii.  Specialized financial institutions and funding schemes for the SMEs  

iii.  Favorable tariff structure  

iv. The SMIEIS funding scheme  

v.  Selective exemption and preferential treatment in excise duties  

vi.  Establishment of Export Processing Zones  

vii.  Selective reservation of items for exclusive manufacture in the SME sub-

sector  

viii.  Government’s full weight and support for NEPAD and AGOA activities and 

operations  

It has however been worrisome that despite the incentives, policies, programmes and support 

aimed at revamping the SMEs, they have performed rather below expectation in Nigeria. 

Different people, organizations, and operators have advanced various reasons as to why 

SMEs have not been able to live up to their billing. While an average operator would always 

hinge his failure on lack of access to finance, some others think otherwise arguing that 

inappropriate management skills, difficulty in accessing global market, lack of 

entrepreneurial skills and know how, poor infrastructure etc are largely responsible. The 

Association of Nigerian Development Finance Institutions (ANDFI) in2004 issued this 

statement in relation to why SMEs perform poorly in Nigeria:   

“Finance is usually considered as the major constraints of SMEs. While this may be true, 

empirical evidences have shown that finance contributes only about 25 percent to the success 

of SMEs. Thus, the creation of other appropriate support system and enabling environment 

are indispensable for the success of SMEs in Nigeria”. In a Consultant’s Report on Business 

Support in FCT Number 107, by David Irwin in March 2004 for DFID, it was stated on Page 

5, paragraph 3.3 that “Governments all around the world now recognize the important 

contribution that small firms make to the economy- and many governments have established 

extensive support arrangement to help people start and grow their businesses. In Nigeria, 

hitherto, there has been no concerted effort to encourage and support new businesses”. Some 

others have argued that the bane of SMEs in Nigeria is the lack of long-term loans since most 

loans in the Nigerian market are short-term while what SMEs require to grow and become 

really successful is long-term patient capital. The dearth of venture capital financing in 



 
 

Nigeria has also aggravated the situation as venture capital provides long-term patient capital, 

which allows a small business to grow, as is the case in Ghana and some developed 

economies. Other challenges and problems, which frustrate SMEs in Nigeria and make some 

of them to either die within their first two years of existence or perform below standard even 

after surviving in their early years abound. The key ones include inadequate infrastructural 

facilities (road, water, electricity etc), insecurity of lives and property, inconsistent monetary, 

fiscal and industrial policies, limited access to markets, multiple taxation and levies, lack of 

modern technology for processing and preserving products, policy reversals, capacity 

limitations, data inadequacies, harsh operating environment, fragile ownership base, fragile 

capital base. While some of the challenges that SMEs face are induced by the operating 

environment (government policies, globalization effects, financial institutions, local 

government policies, attitude to work etc), other challenges are driven by the inherent 

characteristics of the SMEs themselves. 

 

2.3  Small Businesses in Africa. 

Despite the claims globally to the talismanic success of SMEs, Africa is yet to catch up with 

the fever. In the words of Asmelash (2002), despite the “repeated public announcements 

about their assumed importance as instruments of development, SMEs in many African 

countries enjoy a lukewarm support. They lack effective organisation and knowledge of 

modern management techniques. Organisations created to promote SMEs are not sufficiently 

prepared for the task and the interference with policy-makers leaves much to be desired”. 

Although this is true, it is not always so because one cannot overlook the successful small 

businesses we see in the streets of Lagos, who despite the constrains of poor social 

infrastructure particularly electricity and water supply still remain economically viable. There 

is also the problem of frequent harassment by government officials who extort money from 

these businesses. 

Small business  remain a veritable tool for encouragement of entrepreneurship,  creating 

immediate employment opportunities, promoting inter- and intra-regional trade, breaking 

monopoly of larger enterprises as well as alleviating poverty (Cook and Nisxon, 2000) world 

over. They can usually be established rapidly and put into operation to produce quick returns. 

Several African small businesses do not fall short of these qualities but that cannot be 

justified in the present scheme of things. The reason however is not farfetched because 



 
 

corruption and political instability continues to thrive. Small businesses in Nigeria probably 

dipped with the introduction of the Structural Adjustment Programme (SAP) in 1986 by the 

Military government of General Ibrahim Babangida. 

 The SAP policy according to Mambula (2002) caused the value of the national currency to 

decline. This made it difficult for small business to afford to train their workers overseas and 

obtain foreign exchange to order or purchase machinery and spares parts.  

 Small business remains a viable alternative to foreign direct investments (FDI) which are 

difficult to access as a result the high risk ratings of developing countries like Nigeria              

(Mambula, 2002). 

2.4 Characteristics of SMEs in Nigeria 

A major characteristic of Nigeria’s SMEs relates to ownership structure or base, which 

largely revolves around a key man or family. Hence, a preponderance of the SMEs is either 

sole proprietorships or partnerships. Even where the registration status is thus that of a 

limited liability company, the true ownership structure is that of a one-man, family or 

partnership business. Other common features of Nigeria’s SMEs include the following among 

others.  

 

1. Labour–intensive production processes  

2. Concentration of management on the key man  

3. Limited access to long term funds  

4. High cost of funds as a result of high interest rates and bank charges  

5. High mortality rate especially within their first two years  

6. Over-dependence on imported raw materials and spare parts  

7. Poor inter and intra-sectoral linkages - hence they hardly enjoy economies of scale 

benefits  



 
 

8. Poor managerial skills due to their inability to pay for skilled labour  

9. Poor product quality output  

10) Absence of Research and Development 

11) Little or no training and development for their staff 

12) Poor documentations of policy, strategy, financials, plans, info, systems  

13) Low entrepreneurial skills, inadequate educational or technical background 

14) Lack of adequate financial record keeping 

15) Poor Capital structure, i.e. low capitalisation 

16) Poor management of financial resources and inability to distinguish between 

personal and business finance 

17) High production costs due to inadequate infrastructure and wastages.  

18) Use of rather outdated and inefficient technology especially as it relates to 

processing, preservation and storage. 

19) Lack of access to international market  

20) Lack of succession plan 

21) Poor access to vital information 

 

2.5   Information communication technology (ICT) and small business 

Over the years, information communication technology has metamorphosed from a luxury to 

a necessity. The need to survive and thrive in global business has forced businesses even in 

remote areas of Nigeria to embrace ICT. It is no longer new to see computers in shops and 

small business holdings in the country. The common organization of small business settings  

in Nigerian cities is to have ‘business centres’ which are set up to render services such as 



 
 

typing, photocopy, lamination, faxing as well as phone call centres. Cyber cafes commonly 

dot the streets of Lagos, catering for the ever increasing need to meet new clients and 

advertise merchandise. The contributions of ICTs to business development according to 

Frempong (2007) have been pervasive to the extent that it is becoming increasingly difficult 

for companies to compete effectively in the world market without adequate ICT 

infrastructures. The reason according to him is that ICTs are revolutionising every activity in 

the global market, as the various components of ICTs have their significant roles in 

facilitating business promotion, efficiency and growth. Also according to UNCTAD report in 

2005, business processes such as ordering, transaction, delivery, inventory control and 

accounting can be streamlined and connected regardless of location through the use of 

network of computers. The internet has opened the way for electronic transactions                

(e-commerce) which allows for low cost and open ended business (Humphrey et al., 2003). 

Computers and the internet also open opportunities for learning and obtaining knowledge 

about happenings world over as well valuable business information. Mobile telephony 

technology has also greatly affected small businesses positively.  Africa’s mobile market has 

been the fastest growing in the world in the last five years and has grown twice as fast as the 

Global market (Kelly and Biggs, 2007). Since the introduction of  mobile phones in Nigeria 

earlier in the millennium, small business which operate as call centres have been on the 

increase and continue to grow with dynamism. The advent of mobile telecommunications has 

created opportunities for operators in informal business who hitherto could not afford fixed 

line telephones, fax and internet. Frimpong (2007) who  assessed the level of usage of 

internet by  SMEs in Ghana  recorded  low level of internet usage (about 33.3%)  in 

companies classified as formal business and only one company was found to have internet 

service at home. This could be linked to level of education since about 50% of formal 

business owners had only secondary education. 

2.6 Funding of  Small Business  

“Most small firms will never be able to raise all the funding they would like from banks and 

other institutions. In this crude sense there will always be a deficiency in the funding of the 

sector equal to the difference between the total demand for funding and that part of this 

demand which qualifies for funding support” (Hamilton and Mark, 1998). As a result, a clear 

and present challenge for operating and intending small business is sourcing of funds. Small 

business may start up from personal savings, gifts from friends and relatives and sometimes 



 
 

loans. Levy in 1993 reported that smaller enterprises have limited access to financial 

resources compare to larger organisations and he discussed the impact of his findings in 

economic growth. According to Cork and Nisxon, (2000) poor management and accounting 

practices have hampered the ability of smaller enterprises to raise finance. This is coupled 

with the fact that small businesses are mostly owned by individuals whose personal lifestyle 

may have far reaching effects on the operations and sustainability of such businesses. As a 

consequence of the ownership structure, some of these businesses are unstable and may not 

guarantee returns in the long run. However, there is reason to hope because according to 

Liedholm et al. (1994), a large number of small enterprises fail because of non-financial 

reasons. Remmers et al. (1974) reported the debt/total assets ratio to be independent of firm 

size while Peterson and Schulman (1987) reported that debt/total assets ratio to first rise and 

then fall with size of firm. Irrespective of which side of the divide one is, the behaviour of 

loan granting institutions can be obviously predicted when they have a choice of granting 

loan facilities to either a big business with a good balance sheet or a small business with an 

equally good balance sheet. 

In Nigeria, banks particularly the Agriculture Development banks are mandated to give loans 

to small business but the inability of most small business owners and intending entrepreneurs 

to present the required collateral remains a major setback. 

It is common practice in the country for small business owners to organize themselves into 

cooperatives commonly called “Esusu”. Members of an Esusu would generally contribute a 

fixed amount daily, weekly or monthly, to be pulled and then collected in turns to fund their 

business or personal projects. 

“A good number of NGOs in Nigeria focus on the problem of the declining state of 

agricultural production, unsustainable farming practices and poverty. For instance, Imo Self-

Help Organisation (ISHO), Nsukka United Self-Help Organisation (NUSHO), Committee for 

Women in Development – Nigeria (COWAD), Lift Above Poverty Organization 

(LAPCO),Lagos, Development Exchange Centre, Kakeme, Bauchi (DEC), Country Women 

Association of Nigeria (COWAN), Alternative Development (Alter Dev), Women Farmers 

Association of Nigeria (WOFAN), and Farmers Development Union (FADU) focus mainly 

on poverty alleviating activities among the rural poor all over Nigeria”(Elumilade et al, 2006) 

. 



 
 

2.7 The Current Status of Small and medium sized enterprises in Nigeria 

Successive governments in Nigeria have initiated numerous programmes and policies to 

generate employment, reduce poverty and engender development. As at 2000, the incidence 

of poverty was believed to have risen to 70 per cent at the national level (Obadan, 2003). 

According to him,” the increasing incidence of poverty, both within and among locations, 

was in spite of various resources and efforts exerted on poverty-related programmes and 

scheme in the country, thus suggesting that the programmes and schemes were ineffective 

and ineffectual. Despite the plethora of poverty alleviation programme which past 

governments had initiated and implemented, by 1999 when the Obasanjo administration came 

into power a World Bank’s report indicated that Nigeria’s Human Development Index (HDI) 

was only 0.416 and that about 70 percent of the population was vegetating below the bread 

line (Elumilade et al, 2006)  

The green revolution (aka “Operation feed the Nation”), a brain child of the military 

administration of General Olusegun  Obasanjo initiated in the late 70’s to address widespread 

poverty by encouraging involvement in agriculture by both rural and urban dwelling citizens 

failed to yield sustainable results. According to Obadan (2003)  these programmes were to 

designed to directly benefit the poor. The poor were expected to benefit from the “trickle-

down efforts”.  

Other poverty reduction and employment generation initiatives in the past include the 

establishment of; 

• The Department of Food, Roads, and Rural Infrastructure (DFFRI) with the major 

aims of opening up the rural areas and to improve the conditions of the vulnerable 

poor; which had long been abandoned.  

• The National Directorate of Employment (NDE) to tackle the problem of mass 

unemployment.  

• The People’s Banking Nigeria (PBN) to cater for the credit needs of the less 

privileged Nigerians.  

• The Better Life Programme (BLP) which was later replaced by Family Support 

Programme (FSP) which was gender specific. It was meant to improve the life of 

rural women. The programme failed because the programmes were hijacked by 



 
 

position seeking individuals, who used most of the resources for personal 

aggrandisement rather than for the set objectives.  

• The National Agricultural Land Development Authority (NALDA), The Strategic 

Grains Reserve Authority (SGRA) and the Accelerated Crop Production (ACP) 

were all established to improve the productive capacities of peasant farmers as well 

as improving their incomes and well-being.  

• The Nomadic and Adult Education Programmes were also established to assist in the 

eradication of illiteracy, which was found to be a major cause of poverty. 

(Elumilade et al, 2006) 

According to them, these programmes failed because of what could be summarized as politics 

of personal rule in which the rivalries and struggles of powerful and wilful persons, rather 

than impersonal institutions, ideologies, public offices, or class interests, are fundamental in 

shaping political life and the master and servant relationships associated with the programmes 

to alleviate poverty. 

Since 1999, the democratically elected government also headed by General Obasanjo have 

initiated a number of programmes aimed at poverty reduction and employment generation, 

the major ones being the National Poverty Eradication programme  (NAPEP) and Small and 

Medium Scale Enterprise development Agency of Nigeria ( SMEDAN). These programmes 

were initiated in line with the international goal to halve the incidence of poverty by 2015. 

This time however the idea was to achieve this by encouraging skill acquisition and 

ownership of small business. President Obasanjo introduced the National Poverty Eradication 

programme (NAPEP) in the second quarter of 2001 which was primarily meant to develop 

“strategies for the eradication of absolute poverty in Nigeria” (FRN, 2001). NAPEP was 

established bearing in mind four core values; the Youth empowerment, rural infrastructure 

development, Social welfare service and the natural resource development and conservation 

schemes. This aims are helping the youth acquire education and vocational skills, improve on 

basic transportation, health, electricity and water infrastructure for the purpose of effectively 

harnessing resources that are readily available in the environment which of commercial 

importance. 



 
 

It is now clear to the government of the day that only poverty reduction programmes aimed at 

encouraging individual ownerships of businesses be it production or service oriented is 

practical and sustainable. However, despite these gains in policy, there remains a major lag in 

infrastructure and energy supply to drive productive business initiatives of the citizenry. For 

example, between January 1, 1989 and August 2005 the price of petrol (gasoline) was 

increased eighteen times from about 60 kobo to N65, eleven of which were in the last ten 

years. Constant power outages and inadequate power supply means that business has to run 

on generators as well. As a result of these increases, the production costs of business are 

always on the rise making it difficult for Nigerian businesses, particularly small ones to 

operate and compete with cheaper imported goods. Hence the challenge of infrastructural 

development remains a stumbling block to an ambitious programme like NAPEP.   

Nigeria cannot develop without the small businesses since it is productivity that drives every 

business and it is believed that so far small businesses have played a role no matter how little 

in our economic development. Hence within this context of this thesis, the role of SMEs in 

moving the economy of Matori community in Lagos State would be investigated. 

 

2.8 Challenges of the SMEs 

Most SMEs die within their first five years of existence. Another smaller percentage goes 

into extinction between the sixth and tenth year thus only about five to ten percent of young 

companies survive, thrive and grow to maturity.  

Many factors have been identified as to the possible causes or contributing factors to the 

premature death. Key among this include insufficient capital, lack of focus, inadequate 

market research, over-concentration on one or two markets for finished products, lack of 

succession plan, inexperience, lack of proper book keeping, lack of proper records or lack of 

any records at all, inability to separate business and family or personal finances, lack of 

business strategy, inability to distinguish between revenue and profit, inability to procure the 

right plant and machinery, inability to engage or employ the right calibre staff, plan-lessness, 

cut-throat competition, lack of official patronage of locally produced goods and services, 

dumping of foreign goods and over-concentration of decision making on one (key) person, 

usually the owner. Other challenges which SMEs face in Nigeria include irregular power 



 
 

supply and other infrastructural inadequacies (water, roads etc) unfavourable fiscal policies, 

multiple taxes, levies and rates, fuel crises or shortages, policy inconsistencies, reversals and 

shocks, uneasy access to funding, poor policy implementation, restricted market access, raw 

materials sourcing problems, competition with cheaper imported products, problems of inter-

sectoral linkages given that most large scale firms source some of their raw material outside 

instead of subcontracting to SMEs, insecurity of people and property, fragile ownership base, 

lack of requisite skill and experience, thin management, unfavourable monetary policies, lack 

of preservation, processing and storage technology and facilities, lack of entrepreneurial 

spirit, poor capital structuring as well as poor management of financial, human and other 

resources. Their characteristics and the attendant challenges notwithstanding, it is the 

consensus that SMEs, which globally are regarded as the strategic and essential fulcrum for 

any nation’s economic development and growth have performed rather poorly in Nigeria. The 

reason for this all-important sector’s dismal performance have been varied and convoluted 

depending on who is commenting or whose view is being sought. For sure it has nothing to 

do with government’s appreciation of the vital central role of the sector as evidenced by how 

well SMEs have been acknowledged and orchestrated in various government’s budget, with 

the imperativeness of SMEs as the bulwark for employment generation, poverty reduction 

and technological development being highlighted. While many attribute the relatively poor 

performance of SMEs in Nigeria when compared with the significant roles which SMEs have 

played in developed economies such as the United Kingdom, Germany and the United States 

and even developing countries of the world like India to the challenges outlined above, some 

others hinge the reasons on the fair share of neglect on the sector by the government. The 

latter group argues that government’s appreciation of the SMEs in capacity building has 

always been restricted to the pages of the budget presentations and submissions at various 

fora.  

Essentially, they argue that poor budget implementations over the years account for the 

unsavoury impacts of SMEs on the Nigerian economy, which has had a record sluggish 

growth and declining future as measured by the population of Nigerians becoming literate, 

having more access to better healthcare, shelter, food, and other necessities of life such as 

access to more and better paying jobs as well as declining per capita income. Other 

parameters usually used to measure the performance of SMEs include percentage of working 

population employed by the SMEs in a given country or economy, the percentage 

contribution to the country’s GDP, managerial and technical capacity building, percentage of 



 
 

revenue internally generated or percentage of total PAYE accruing to the government from 

the SMEs employees, years increases in average household income, etc. This research is 

intended to critically appraise and analyse the operating environment and circumstances of 

SMEs in Nigeria with a view to actually identifying why they (SMEs) are not playing the 

vibrant and vital roles in the Nigerian economy as they (SMEs) do in other economies such as 

India which has so many similarities with Nigeria in terms of population and other 

demographic variables. This is even more disturbing if one recalls that Nigeria remains the 

largest market in the African continent where investment opportunities are beckoning to be 

exploited. This research uses Matori community in Lagos state Nigeria as the case study area. 

The theories explored herein are in line with my findings. Setting up viable SME businesses 

will attract infrastructural developments and such infrastructures like road, electricity, water 

etc will aid the operations of the SMEs in areas of production cost reduction, marketing and 

products accessibility which will in turn lead to increase in profit margins irrespective of the 

type of businesses involved. While the SMEs maintain good profit margins and healthy 

balance sheets, banks and other financial institutions will be disposed to granting financial 

assistance like loans and grants to the SMEs. Government support is however required to 

ensure these loans are given at affordable interest rates. Government support is also required 

in providing favourable and stable policies to make SME businesses more conducive. With 

such conducive environments, SMEs will continue to thrive and improve on their profit 

records and will readily embrace Information Technologies (IT). With IT enough knowledge 

and information is accessible on the globe with which SMEs can use to turnaround and 

improve on their businesses. It is therefore evident that my findings support the existing theory 

in the field. 

 

 

 

 

 

 



 
 

3. Methodology and Research Findings 
 

3.1 Description of Study Area 
 
Matori is a community in Mushin Local Council Development Authority in Lagos state. It is 

a middle to low class community and thrives on the merchandise offered for sale and services 

rendered by small business holdings. Most businesses are strictly retail outlets, however some 

involved in the manufacture of leather sandals, vulcanizing of tyres, metal fabrication, 

carpentry, tailoring  rendering of computer services, just to mention but a few. 

 
3.2 Research method and approach used 

 
Primary data for this thesis was obtained through questionnaires designed and administered to 

small business owner in Matori SME village and spare parts market in Matori. 200 

questionnaires amounting to about 25% of the sample size of business in the area (806) was 

administered to business owners in this community.  

The methodology employed in this research entailed a compilation of questionnaires for SME 

operators in Matori Lagos state. The respondents were even given the option of putting down 

their names or not in order to ensure objectivity and frankness in their responses. From the 

responses the researcher discovered that there were few identified problems and challenges 

facing SMEs. It became also very glaring that many of these problems and challenges were 

either closely related or essentially meant the same thing but expressed in different words or 

forms. For example, respondents used various phrases like “irregular electricity supply,” 

“epileptic electricity supply,” “frequent power outage,” “low voltage” and “frequent load 

shedding” to express the fact that they experience irregular power supply for their operations. 

Similarly expressions like “Bad Roads,” “Lack of Good Roads,”“Non existence of Access 

Roads,” and “Construction of own access roads” were employed by respondents to state 

problems they encounter with relation to accessing their factory premises. These and other 

problems relating to the availability of water for use in their (SMEs) factories were all 

grouped under “Infrastructure” in the questionnaire. The respondents were requested to rank 

these problem areas in the questionnaire by choosing the best option. The responses were 

keyed into the computer and analyzed using Statistical Package for Social Sciences (SPSS) 

analytical package or tool. 

 



 
 

3.3 Statistical tool used 
 
The Statistical Package for Social Sciences (SPSS) was used in the analysis of the data 

collected in this research as the researcher deemed it the most appropriate given its versatility 

and considering the nature of the data collected. The SPSS has the incredible capabilities and 

flexibilities of analyzing huge data within seconds and generating an unlimited gamut of 

simple and sophisticated statistical results including simple frequency distribution tables, 

polygons, graphs, pie charts, percentages, cumulative frequencies, binomial and other 

distributions. The Package has the capabilities of executing such high-level analysis as 

analysis of variance (ANOVA), chi-square tests, multivariate analysis, correlation and 

regression analysis, tests of statistical hypotheses, time series analysis, estimations, 

confidence interval estimation, comparison of several means, goodness of fit tests and 

analysis of contingency table, etc. Considering that the data collected are largely categorical 

in form, the chosen SPSS package the researcher considered was very ideal for use in the data 

processing and analysis 

 

3.4 Limitations of The study 
 
Certain Limitations were encountered in the course of this study. Key among these includes: 

 

Unavailability of Data: One of the greatest challenges the researcher encountered in this 

study relates to access to and collection of hard data due to extreme data gaps and paucity. 

This compelled the researcher to limit the study to Small and Medium Scale Enterprises thus 

excluding Cottage and Micro Enterprises whose challenges though comparable, could be 

fundamentally different from those of SMEs. The Cottage and the Micro Enterprises have 

been acclaimed to have significantly impacted on the grassroots by way of poverty alleviation 

and reduction. On a quite related note, there also appears of late to be a lot of Non- 

 

Governmental Organizations, Bilateral and Multilateral Agencies and Organizations, which 

focus their attention on and channel their support and donations towards the Micro and 

Cottage Enterprises in order to contribute towards poverty reduction. Research has also 

proved that Micro and Cottage Enterprises have a better credit rating than the SMEs. In some 

places Micro Credits have less than one percent (1%) average default rate while the same 

cannot be said of SMEs. 

 



 
 

Time and Funds: Another limitation of this study relates to time, funds and logistics 

constraints, which limited the intensity of the spread or area of coverage of the study. Even 

though SMEs are spread throughout the length and breadth of Nigeria though with negligible 

concentrations in some States and less urban areas, this study focused largely on SMEs in 

Matori Lagos. 

 

Resistance of Respondents: The researcher was also limited by the reluctance of some 

respondents to complete the questionnaires promptly and those who even failed to complete 

them at all. This thus limited the number of respondents involved in the study despite the 

researcher’s efforts and approaches to them explaining the potential benefits of the study to 

them. 

 

Materials: Mass literature on SMEs in scattered form abound but published data on 

categorizing and ranking of problems facing SMEs in Nigeria as well as the contributions of 

SMEs to our national economic growth and development proved rather difficult to come by. 

It was easier for the researcher to access data relating to the performer of SMEs in other parts 

of the world especially the Asian and Western Countries than those pertaining to SMEs in 

Nigeria. This factor thus limited the depth of discussions in the area of contributions of SMEs 

in Nigeria to our economic development and growth 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

4. Presentation and Analysis of Data 
 
The detailed result obtained during this study is attached in the Appendix. A total of 200 

respondents comprising of 117 males and 83 females aged between 19 and 61 years were 

interviewed during the course of this research. 30.5% (61) of the respondents were found to 

have been in business at least five years while 7.5% (15) of the entrepreneurs started business 

within this year. There was a significant relationship between age of business and 

profitability of the business (P≤0.005). 

 

A good majority of the businesses (60.5%) are involved solely in trading of manufactured 

goods and raw materials (Fig 1). Only 14.0% (28) of the businesses of the respondent were 

involved in the production of goods. Some combine either two of trading, production and 

service rendering. Small and medium scale businesses in the community ranged from wine 

distilling plants, biscuit manufacturing to selling of vehicle and machinery spare parts, 

computer services and sachet water production. Results from one way analysis of variance 

shows that there is a significant relationship between type of business and profitability of the 

business (P =0.002). This does not support Hypothesis 4 which states that Profitability of 

SME is independent of the nature of goods and services on sale. 

 
 



 
 

More than half (56.5%) of the business in this study were considered profitable by the owners 

and/or management staff and 27% (54) of the businesses were described as very profitable 

(Fig 2).  

 
 

Although only 12.5% of the business surveyed made profits of a least one million naira 

(about US$10,000) per annum the vast majority made profits of between hundred thousand 

and one million naira per annum (Fig 3). Estimated annual income was also significantly 

related to profitability (P≤0.005). 

This negates Hypothesis 2 which states that doing business at SME level is not profitable in 

Matori. 



 
 

 
 

 

On the average the staff strength was generally low (less than 10 individuals) although some 

businesses had up to 100 workers. 35% of the businesses surveyed have not employed a staff 

in the last year but this is inclusive of those who have no staff. 43% (86) of the businesses 

surveyed have other small businesses around which sell or produce materials which they need 

to run. However, only 21% (42) were set up directly as a result of existing SMEs.  

This supports Hypothesis 3 which states that SMEs are not significant employers of labor in 

Matori. 

 

A vast majority of respondents, irrespective of sex or age (70.5%) confirmed that there were 

infrastructural development in the area as a result of small businesses operational in the 

community. Majority of respondents (53.0%) particularly those who have been in business 

for longer periods agreed that there has been road/bus stop construction and repairs as a result 

of Matori SMEs (Fig 4). The relationship between business profitability and infrastructural 

development was also significant (P≤0.005).  

This negates Hypothesis 1 which states that the presence of Matori SME village has not 

brought economic growth and infrastructural development to Matori community.   

 



 
 

 
 

A total of 126 (63.0%) of respondents do not use computers and/or internet in their business   

(Fig 5). Only 16.5% (33) respondents use computers connected to the internet in their 

businesses, four of which own more than five computers. Almost half of all respondents 

(41.7%) make use of cyber cafes/ computer centers around the community and 72.5% 

confirmed that these cafes were established mainly to service the small businesses in the 

community.  



 
 

 
The use of computers was found to be dependent on the type of business (P≤0.005). Majority 

of respondents (75.5%) confirmed that computer centers in the area where established to 

service the SMEs in the community (Fig 6). 

This supports Hypothesis 6 which states that the presence of Matori SME village is directly 

linked with increased number of IT based business in the Matori community. 

 



 
 

 

Over 20 commercial banks and financial institutions are located in the periphery of the 

community and 74.2% of respondents (mostly those who have spent up to 5years at Matori 

and Ladipo) confirmed that there were less than 20 banks a few years ago. Although there 

was a significant relationship between the number of banks and profitability of businesses in 

the area, this however did not depend on the type of business (P=0.686). 

This supports Hypothesis 5 which states that the profitability of small businesses in Matori 

has led to increased presence of banks and financial institutions and subsequent increase in 

SME loans and incentives by the Banks. 

 

 

All respondents (100%) agreed that the government should encourage and create 

opportunities for small businesses in other parts of the state. In most cases (80.7%) they 

based their reason on employment generation (Fig 7). 

This negates Hypothesis 7 which states that government should not encourage and develop 

more opportunities for SME level business elsewhere in Lagos State. 

 
 
 
 



 
 

 
 
 

4.1 Summary of Findings: 
 
The table below summarizes the results of the hypothesis: 
 

Hypothesis Result 

The presence of Matori SME village has not brought economic growth and 
infrastructural development to Matori community.  No 
    
Doing business at SME level is not profitable in Matori. No 
    
SMEs are not significant employers of labor in Matori No 
    

Profitability of SME is independent of the nature of goods and services on 
sale No 
    

The profitability of small businesses in Matori has led to increased presence 
of banks and financial institutions and subsequent increase in SME loans 
and incentives by the Banks. Yes 
    

The presence of Matori SME village is directly linked with increased number 
of IT based business in the Matori community. Yes 
    

The government should not encourage and develop more opportunities for 
SME level business elsewhere in Lagos State. Yes 
    
My findings support the existing theory in the field Yes 

 
 
Table 2: Summary of hypothesis results 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 



 
 

5. RECOMMENDATIONS AND CONCLUSIONS 
 
 
 
SMEs have been fully recognized by governments and development experts as the main 

engine of economic growth and a major factor in promoting private sector development and 

partnership. The development of the SME sector therefore represents an essential element in 

the growth strategy of most economies and holds particular significance in the case of 

Nigeria. SMEs not only contribute to improved living standards, employment generation and 

poverty reduction but they also bring about substantial domestic capital and achieve high 

levels of productivity. From a planning standpoint, SMEs are increasingly recognized as the 

principal means for achieving equitable and sustainable industrial diversification and growth. 

In most countries, including developed countries like Japan, USA, UK etc, SMEs account for 

well over half the total share of employment, sales and total contribution to GDP. 

 

A major gap in Nigeria’s industrial development process in the past years has been the 

absence of strong SME sub-sector. With over 120 million people, vast productive farmland, 

rich variety of mineral deposits and other natural resources, Nigeria should have been a haven 

for SMEs. Unfortunately, SMEs have not played the significant roles they are expected to 

play in Nigeria economic growth, development and industrialization. 

 

The findings of this research point to the main causative factor as to why Nigerian SMEs are 

performing below expectation as to having a relationship to our environment. This includes 

our culture, government, lackluster approach to policy enunciation and poor implementation 

among others. The solution to the problems of Nigerian SMEs can only be realized if both the 

leaders and the citizens concertedly work together. The government has to take the lead by 

extending the current reforms to the educational and industrial sectors especially as regards 

policy formulation and implementation, port reforms, transportation sector reforms, 

revamping the infrastructural facilities, value re-orientation and reduction of bribery and 

corruption to the barest minimum if not eradication. Given efficient and effective execution 

of these as well as the political will and good leadership and followership, the SME sector 

will certainly be an effective tool for a rapid industrialization of the Nigerian economy. 

 

Small and Medium Enterprises (SMEs) in Nigeria are largely not properly structured, are 

informal, labor intensive, have centralized or concentrated management, are basically 



 
 

involved in trading activities and disorganized as a result of low-level capacity in 

management, marketing and technical know-how as well as low level knowledge of legal and 

regulatory practices, policies and accounting practices. 

 

The SME sector in Nigeria is replete with a multitude of problems some of which are 

intrinsic to it while others such as the lack of an enabling environment in terms of poor or 

non-existent infrastructure like bad roads, water, power, and access to finance are largely 

external. 

 

Past successive governments in Nigeria have attempted to address the problems of SMEs, 

which is a pointer to the fact that the government has all along appreciated the crucial role 

and significance of SMEs as the ‘soul’ of economic growth and development and hence 

industrialization. SMEs represent the sub-sector of special focus in any meaningful economic 

restructuring programme that targets employment generation, poverty alleviation, food 

security, rapid industrialization and the stemming of rural-urban migration. To a large extent, 

Nigeria’s ability to realize the Millennium Development Goals (MDG) hinges on her ability 

to revamp and reinvigorate the SME sector. 

 

Small and medium scale enterprises remain an important contributor to the development of  

Nigeria as indicated by results in this study in Matori. However the use of family labor and 

casual staff threatens to undermine the potential benefits of such businesses. This cannot be 

blamed solely on the entrepreneurs because they try to minimize cost which is mainly  

associated with the prohibitive cost of fuel. SMEs as observed in this study contribute to the 

establishment of other businesses which service them with raw materials and essential 

services particularly internet services. The fact that SMEs contribute to industrial 

development has also been resounded by this research as respondents agreed that road 

construction as other developmental projects have come to the community as a result of 

SMEs. The profitability and sustainability of small businesses could be the reason why 

respondents generally support the establishment of similar businesses elsewhere in the state. 

Overall the findings of this research indicate that SMEs are important contributors to 

economic growth in Nigeria. The results of this research work generally agree with existing 

theories in the field and once again link underperformance and cost of businesses to 

government actions and inactions.  

 



 
 

5.1 Recommendations 
 

Driven by the findings in this research, SMEs in Nigeria have a long way to go for the sector 

to be relevant, focused, productive enough, and play the crucial role it is expected to in 

relation to contributing to the growth and development of the economy of Nigeria. 

 

The challenges and problems of the SMEs in Nigeria are hydra-headed and hence can only be 

effectively tackled by a multi-dimensional and concerted approach by all stakeholders i.e. the 

governments (Federal, State and Local)and their agencies and parastatals, banks, regulatory 

authorities, tax authorities, SMEs (owners and management), the employees of SMEs, 

multilateral and bilateral agencies and donors. 

 

It behooves the government to create an enabling environment that is appreciably devoid of 

corruption and bureaucracy, and at the same time, motivating and entrepreneurially friendly. 

It has to be a two-pronged approach for the government efforts to be effective in recreating a 

conducive environment in which SMEs can thrive and blossom. It has to be an environment 

full of opportunities and incentives which would sufficiently attract investors and would-be 

entrepreneurs including young school leavers who would be motivated enough to opt to be 

employers instead of looking for paid jobs. 

 

For the government to succeed in reinventing the future of SMEs, it has to extend the current 

reforms to our educational system to make it more functional, relevant and need-oriented and 

driven. The thrust and emphasis should be on modern technology, practical technological and 

entrepreneurial studies aimed at producing entrepreneurs. This implies a change in our 

culture, value system and orientation as well as Nigerians’ overall attitude, ethics and 

appreciation of the need for every Nigerian to contribute in making our country better than 

we met it. 

 

The transformation of our educational system has to start from primary through secondary 

and tertiary emphasizing the cultural reorientation and focus on technological studies through 

all the stages. Where possible, the technological and entrepreneurial studies can be thought in 

the indigenous or local dialect to ensure full understanding and appreciation by the pupils and 

students. This method is bound to enhance fast and full integration of the new values into the 

culture of these young impressionable Nigerians. 



 
 

 

A change in our value system, which would place high premium and recognition on 

entrepreneurial acumen, honesty, diligence, and ability to contribute to the society through 

invention or creation of employment opportunities for others, demonstration of quality 

leadership and the likes, should concurrently be introduced into our educational system with 

the above technological thrust.  

 

In the same vein, morality, civics and war against corruption should also be introduced at the 

primary, secondary and tertiary levels of our education alongside entrepreneurial and 

technological studies. Corruption should be viewed as a canker worm, which eats deep into 

the fabrics of any progressive nation and certainly destroys the value system as well as 

economic growth and development. Civic studies should also be vigorously pursued in our 

educational system, as it will help the fight against corruption. 

The existing anti-corruption agencies should not only continue but also be invigorated to 

more aggressively pursue their respective mandates in ensuring a better and more conducive 

and enabling environment for investors and entrepreneurial pursuits. 

 

There is the urgent and dire need for the government to revamp the SME sector of the 

economy in order to redress the growing unemployment rate in the country, reduce poverty 

level, enhance standard of living and stimulate economic growth and development. 

 

The government as a matter of urgency, should priorities the SME sector giving it devoted 

practical and visible attention with a view to making it virile, vibrant, focused and productive. 

The era of ‘lip service’ attention to the sector should be done away with. Nigeria cannot 

develop without a vibrant SME sub-sector, and so should do all within its arsenal to reverse 

the situation. Government should readily and freely assist prospective entrepreneurs or 

existing enterprises to have access to necessary information relating to business opportunities, 

modern technology, raw materials, markets, plant and machinery, goods and services etc 

which would enable them to reduce their operating cost and be more efficient and 

competitive. For this to be feasible, effective and functional, government should establish 

Business Information Centers (BICs) and Business Support Centers (BSCs) in partnership 

with States and Local Governments at every state capital and local government headquarters. 

The BSCs should offer advisory and mentoring services to entrepreneurs and also provide 

them with business plans or profiles of industrial projects ideally suited to the callers’ 



 
 

circumstance, conditions, endowment, skills and knowledge level and exposure. The ongoing 

reforms in the public service should be extended to the SME sector if the intended laudable 

objectives of the reforms are to be fully realized and the impact reflected in the Nigerian 

economic front.  

 

5.2 Conclusion 
 

Small and medium scale enterprises remain an important contributor to the development of 

Nigeria as indicated by results in this study in Matori. However the use of family labor and 

casual staff threatens to undermine the potential benefits of such businesses. This cannot be 

blamed solely on the entrepreneurs because they try to minimize cost which is mainly 

associated with the prohibitive cost of fuel. SMEs as observed in this study contribute to the 

establishment of other businesses which service them with raw materials and essential 

services particularly internet services. The fact that SMEs contribute to industrial 

development has also been resounded by this research as respondents agreed that road 

construction as other developmental projects have come to the community as a result of 

SMEs. The profitability and sustainability of small businesses could be the reason why 

respondents generally support the establishment of similar businesses elsewhere in the state. 

Overall the findings of this research indicate that SMEs are important contributors to 

economic growth in Nigeria. The results of this research work generally agree with existing 

theories in the field and once again link underperformance and cost of businesses to 

government actions and inactions.  

 

 

 
5.3  Future Research Suggestions 

 
Since no secondary data on the performance of SMEs in Nigeria was readily available, 

primary data from questionnaires distributed and collated from respondents in Matori was 

used for this research. A suggested avenue for future research is to develop data on SMEs in 

Nigeria to permit a broader level of inquiry into firm size prevalence and economic growth.  

Also an in-depth study on SME informatization by industry should be undertaken, taking into 

account the different characteristics of each industry. This research for example involved 

SMEs located in Matori, an urban city of Lagos state of Nigeria. There is an apparent 

substantial gap in informatization between SMEs in urban and rural areas. Future studies 



 
 

should consider the regional differences when analyzing the impact, future and contributions 

of SMEs in Nigeria.  

Further research should also be directed on investigating barriers, if any, inhibiting the 

adoption of IT and e-businesses. Such research should explore the learning barriers and 

examination of the relationship between IT skills of SME owners and the IT infrastructure 

and IT budget of the respective SMEs.  

Furthermore, it is obvious that some initiatives have been introduced by the government to 

aid the development of SME market in Nigeria. Such initiatives like setting up of SMEDAN 

(The Small and Medium Enterprises Development Agency of Nigeria) and microfinance 

houses have not yet produced desired results. Thus one of the areas that will require empirical 

investigation is the relationship between the level of microfinance commitment and the level 

of entrepreneurs’ satisfaction.  
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7. APPENDIX A: SURVEY QUESTIONNAIRE 
   
QUETIONNIARE FOR SMALL BUSINESSES IN MATORI L.G.A, LAGOS STATE, 
NIGERIA  
 

                                                                                                     
SECTION 1 
 
NAME (OPTIONAL):     
 
AGE (OPTIONAL):      SEX:   
                                                                  
 
 SECTION 2 (Circle the most appropriate) 
 
1. What type of business do you do? 

a. trading 
b. production 
c. service rendering 
d. Other (Please specify):………………………………….. 

 
2. When did you set up at Matori? 

a. this year 
b. last year 
c. 5 years ago 
d. over 5 years ago 

 
3. How would you say business has been? 

a. very  profitable     
b. profitable        
c. not profitable 

 
4. What is your estimated annual income? 

a. More than 10 million naira 
b. More than 1 million but less than 10 million naira 
c. less than N1million but greater than N500,000 



 
 

d. less than  N500,000 but more than N100,000 
e. less than N100,000 

 
5. How many staff do you have? 

 
Please specify:………………………. 
 

6. By how much have you increased your staff strength in the last year?   
 
Please specify:………………………. 
 
 

7. If yes how many did you recruit? 
a. less than 20 
b. more than 20 

 
8. How many other small business  sell/produce things/raw materials you use? 

Please specify………………………… 

 
9. Did they start up because of your business?   Y/N 
 
10. If yes, how many started because of you? 

 
11. Has there been any infrastructure introduced to Matori community because of 

small businesses around?   Y/N 
 

12. If yes, what are they? 
a. Roads/bus stops 
b. Street lights 
c. Housing projects 
d. Electricity 
e. Others (please specify)………………………….. 

 
13. Do you use computer and/or internet in your business?   Y/N 

14. If yes, how many do you own in your business? 

Please specify………………….. 
 

15. If yes, do you own your computer and/or internet? 
a. Yes 
b. I own but it is not connected 

 
16. If you don’t own one do you patronize internet cafe /computer service centers 

around? 
a. yes 
b. no 
c. can’t tell 



 
 

 
17. Did the computer centers come to this area as a result of the small business 

around? Y/N 
 
18. How many banks do you think service this community? …………………….. 
 
19. Where they as much when you started your business?  Y/N 

 
20. If not what is the estimate number of banks then?......................................... 

 
21. Do you suggest that government should encourage and create opportunities for 

small business in other parts of the state?   Y/N 
 

22. If yes, why …………………………………………………………………………… 
 

23. If no, why…………………………………………………………………………… 
 

24. Please feel free to add any additional comment you may want to add: 

…………………………………………………………………………………………

…………………………………………………………………………………………

…………………………………………………………………………………………

………………………………………………………………………………………… 

 
Thank You for your Time! 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 

 
 
 
 
 
 
 
 
 
 
 

8. APPENDIX B: FREQUENCY TABLE 
  
age of respondent 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid below 25 27 13.5 13.5 13.5 

between 25-60 166 83.0 83.0 96.5 
above 60 7 3.5 3.5 100.0 
Total 200 100.0 100.0   

 
 sex of the respondent 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid male 117 58.5 58.5 58.5 

female 83 41.5 41.5 100.0 
Total 200 100.0 100.0   

 
 type of business 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid trading 121 60.5 60.5 60.5 

production 28 14.0 14.0 74.5 
service rendering 23 11.5 11.5 86.0 
trading and production 13 6.5 6.5 92.5 
trading and service 
rendering 7 3.5 3.5 96.0 

production and service 
rendering 8 4.0 4.0 100.0 

Total 200 100.0 100.0   
 
  
 
 
start time of the business 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid this year 15 7.5 7.5 7.5 



 
 

last year 51 25.5 25.5 33.0 
3years ago 10 5.0 5.0 38.0 
4 years 9 4.5 4.5 42.5 
5years ago 61 30.5 30.5 73.0 
over 5 years ago 54 27.0 27.0 100.0 
Total 200 100.0 100.0   

 
 
 
 
 
 
 
 
  
 
profitability of the business 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid very profitable 54 27.0 27.0 27.0 

profitable 113 56.5 56.5 83.5 
not profitable 29 14.5 14.5 98.0 
4 2 1.0 1.0 99.0 
5 2 1.0 1.0 100.0 
Total 200 100.0 100.0   

 
 
 
estimated annual income 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid over 10million 5 2.5 2.5 2.5 

over 1 million 20 10.0 10.0 12.5 
less than 1 million but 
greater than 500thousand 81 40.5 40.5 53.0 

less than 500thousand but 
greater than 100 thousand 75 37.5 37.5 90.5 

100 thousand and below 19 9.5 9.5 100.0 
     
Total 200 100.0 100.0   

 
number of staff 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid less than 10 124 62.0 62.0 62.0 

greater than 10 45 22.5 22.5 84.5 
none 31 15.5 15.5 100.0 
Total 200 100.0 100.0   

 
 
 
 
 



 
 

 
 
 
have you employed in the last year 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid yes 126 63.0 64.3 64.3 

no 70 35.0 35.7 100.0 
Total 196 98.0 100.0   

Missing System 4 2.0     
Total 200 100.0     

 
 
how many new staff 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid less than 10 95 47.5 50.3 50.3 

10 and above 31 15.5 16.4 66.7 
None 63 31.5 33.3 100.0 
Total 189 94.5 100.0   

Missing System 11 5.5     
Total 200 100.0     

 
allied business 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid 0ne 66 33.0 34.4 34.4 

two and above 86 43.0 44.8 79.2 
None 40 20.0 20.8 100.0 
Total 192 96.0 100.0   

Missing System 8 4.0     
Total 200 100.0     

 
did they start because of your business 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid Yes 42 21.0 29.0 29.0 

No 103 51.5 71.0 100.0 
Total 145 72.5 100.0   

Missing System 55 27.5     
Total 200 100.0     

 
  
how many started because of you 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid One 43 21.5 81.1 81.1 

two and above 10 5.0 18.9 100.0 
Total 53 26.5 100.0   



 
 

Missing System 147 73.5     
Total 200 100.0     

 
any infrastructure introduced to Matori because of small businesses 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid yes 141 70.5 70.5 70.5 

no 57 28.5 28.5 99.0 
4 2 1.0 1.0 100.0 
Total 200 100.0 100.0   

 
if yes, what is the infrastructure 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid road or bus stop 106 53.0 72.1 72.1 

street light 15 7.5 10.2 82.3 
housing projects 1 .5 .7 83.0 
electricity 21 10.5 14.3 97.3 
others 4 2.0 2.7 100.0 
Total 147 73.5 100.0   

Missing System 53 26.5     
Total 200 100.0     

 
do you use computer and/or internet 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid yes 68 34.0 35.1 35.1 

no 126 63.0 64.9 100.0 
Total 194 97.0 100.0   

Missing System 6 3.0     
Total 200 100.0     

 
if yes, do you own your computer and/or internet 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid yes 33 16.5 48.5 48.5 

I own but it’s not 
connected 35 17.5 51.5 100.0 

Total 68 34.0 100.0   
Missing System 132 66.0     
Total 200 100.0     

 
if yes, how many computers do you own 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid one 29 14.5 37.7 37.7 

two to five 44 22.0 57.1 94.8 
more than five 4 2.0 5.2 100.0 
Total 77 38.5 100.0   



 
 

Missing System 123 61.5     
Total 200 100.0     

 
if you do not own one do you patronize internet cafe/ computer centers around 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid yes 63 31.5 41.7 41.7 

no 82 41.0 54.3 96.0 
can't tell 6 3.0 4.0 100.0 
Total 151 75.5 100.0   

Missing System 49 24.5     
Total 200 100.0     

 
did the computer centers come to this area as a result of the small businesses 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid yes 145 72.5 72.5 72.5 

no 55 27.5 27.5 100.0 
Total 200 100.0 100.0   

 
how many banks service this community 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid less than 20 8 4.0 4.0 4.0 

more than 20 192 96.0 96.0 100.0 
Total 200 100.0 100.0   

 
where there as many when you started your business 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid yes 48 24.0 25.8 25.8 

no 138 69.0 74.2 100.0 
Total 186 93.0 100.0   

Missing System 14 7.0     
Total 200 100.0     

 
if not what is the estimate number of banks then 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid less than 20 124 62.0 79.0 79.0 

more than 20 33 16.5 21.0 100.0 
Total 157 78.5 100.0   

Missing System 43 21.5     
Total 200 100.0     

 
  
 
 
 
 



 
 

 
 
 
should the government encourage and create opportunities for small businesses elsewhere in the state 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid yes 198 99.0 100.0 100.0 
Missing System 2 1.0     
Total 200 100.0     

 
if yes why 
 

  Frequency Percent Valid Percent 
Cumulative 

Percent 
Valid employment 155 77.5 80.7 80.7 

employment and 
development 31 15.5 16.1 96.9 

employment and 
crime reduction 6 3.0 3.1 100.0 

Total 192 96.0 100.0   
Missing System 8 4.0     
Total 200 100.0     

 
if no why 
 
  Frequency Percent 
Missing System 200 100.0 

 
 
 
 
APPENDIX C: ANOVA 
 
 
 
Type of Business and Profitability of the business  

  
Sum of 

Squares df Mean Square F Sig. 
Between Groups 9.710 5 1.942 3.838 .002 
Within Groups 98.165 194 .506     
Total 107.875 199       

  
 
Age of business and Profitability of the business  

  
Sum of 

Squares df Mean Square F Sig. 
Between Groups 13.857 5 2.771 5.718 .000 
Within Groups 94.018 194 .485     
Total 107.875 199       

 
 
Profitability and estimated annual income  

  
Sum of 

Squares df Mean Square F Sig. 



 
 

Between Groups 29.492 4 7.373 11.315 .000 
Within Groups 127.063 195 .652     
Total 156.555 199       

 
 
Infrastructure introduced to Matori because of small businesses  

  
Sum of 

Squares df Mean Square F Sig. 
Between Groups 15.619 4 3.905 19.259 .000 
Within Groups 39.536 195 .203     
Total 55.155 199       

 
The use of computers and type of business  

  
Sum of 

Squares df Mean Square F Sig. 
Between Groups 50.149 1 50.149 30.652 .000 
Within Groups 314.124 192 1.636     
Total 364.273 193       

 
 
Profitability and number of banks 

  
Sum of 

Squares df Mean Square F Sig. 
Between Groups 3.822 4 .955 48.285 .000 
Within Groups 3.858 195 .020     
Total 7.680 199       

 
 
Type of business and number of  banks service this community  

  
Sum of 

Squares df Mean Square F Sig. 
Between Groups .120 5 .024 .618 .686 
Within Groups 7.560 194 .039     
Total 7.680 199       
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