CONTRIBUTION OF SMALL AND MEDIUM SCALE ENTERPRISES TO ECONOMIC DEVELOPMENT OF NIGERIA

ABSTRACT
The contribution of Small and Medium Scale Enterprises (SMEs) has been recognized as main sustenance of the economy because of their capacity in enhancing the economy output and enhance human welfare. On this basis, this research assesses the contribution of small and medium scale enterprises to the economic development of Nigeria. Multiple regression analysis was employed to determine the significant contribution of SMEs to the economic development of Nigeria. The R-squared value (coefficient of determination) indicates that SMEs contribute up to 98.2 percent to the economic growth and development of Nigeria. The result of the regression analysis reveals that capital investment, Labor force, and investment in SMEs have a significant effect on economic growth and development. Hence it was concluded that long run relationship exist between performance of SMEs and economic development. The relationship between these variables were also tested using pearson correlation which also reveals same finding. Based on the findings of this study, it is recommended that Government should provide more capital funding to the young ones who present viable business ideas in order to reduce the rate of unemployment in Nigeria.

Also the government should also provide enabling environment in terms of constant power supply to encourage SMEs in Nigeria. The Central Bank of Nigeria (CBN) and other financial institutions should embark on extensive sensitization of entrepreneurs on the operations of the banks and high interests which deter people with genuine business ideas should be reduced to a bearable level so as to make borrowing cheaper.

CHAPTER ONE

INTRODUCTION

1.1 Background to the study     

The pursuit of economic development has been a major goal of many developing nations of the world. Developing countries are confronted with several problems such as high rate of poverty and unemployment which have continued to hinder the attainment of socio-economic development. For any nation to attain development, industrialization, gainful and meaningful employment are important indices used as a measurement of economic development. This is often depicted by income per capital, equitable distribution of income, the welfare and quality of life enjoyed by the citizen of that nation. Small and Medium Scale Enterprise (SME) has proved to be a major tool adopted by the developed nations to attain socio- economic development. In recent time, small scale industrial sector is considered to be the backbone of modern day economy. Historical facts show that prior to the late 19th century, cottage industries, and mostly small and medium scale businesses controlled the economy of Europe. The Industrial Revolution changed the status quo and introduced mass production (Thomas, 2001). The twin oil shocks during the 1970s undermined the mass production model, which triggered the unexpected reappraisal of the role and importance of small and medium sized enterprises in the global economy (Wendrell, 2003). In Nigeria, the introduction of SME can be traced back to the year 1945 when the essential paper No. 24 of 1945 on “A Ten year plan of development and welfare of Nigeria 1946 was presented”. Small and Medium scale Enterprise was considered an all-time necessity at the beginning; which has gained prominence today and is expected to increase its importance in the future (Basil, 2005).

In a developing country like Nigeria, the importance of SMEs in the process of social economic development cannot be overlooked. The importance of SMEs in the development of the country has been summarized in Nigeria third national development plan 1975-1980 as the generation of employment opportunities, stimulation of indigenous SMEs, facilitation of effective mobilization of local resources including capital and skill as well as reduction in regional disparities (Rahanaty, 2009).

Moreover, in a country like Nigeria with an adverse Balance of payment situation, the growing contribution of the SMEs in Nigeria’s export portfolio goes a long way in generating foreign exchange and smoothening out the adverse balanced of payment situation. This is important to the economy in that large percentage of their production inputs are sourced locally thus, reducing the pressure on the limited foreign exchange earnings and helping to eliminate some of the deficit in the balance of payment. According to Ikherehon (2002), SMEs constitute the very basis of the national economy in terms of development of local technology, stimulation of indigenous SMEs, mobilization and utilization of domestic savings, employment creation, structural balancing of large and small industry sectors in both rural and urban areas, supply of high quality intermediate products thereby strengthening the international competitiveness of manufacturer’s goods, stimulate technological development and innovations, provide the capacity to expand export possibility and substitute import effectively. Discovery has also shown that the expected role contribution by the large scale enterprise to the economy in terms of improvement in the GDP, employment generation, increasing local value added, technological development among others are been resolved by SMEs (Nwoye, 2010).

Small and medium scale enterprises play important roles in the economic growth and development of any economy (Ariyo, 2005). They may look small or inconsequential but are actually the foundation of any economically stable nation. The potential benefits of SMEs to any economy include contribution to the economy in terms of output of goods and services; creation of jobs at relatively low capital cost; provision of a vehicle for reducing income disparities; development of a pool of skilled and semi-skilled workers as a basis for future industrial expansion, among others.  According to the World Business Council for Sustainable Development (WBCSD, 2004) in Organization for Economic Cooperation and Development (OECD) economies, Small, Medium Enterprises and Micro enterprises account for over 95% of firms, 60-70% of employment, 55% of GDP and generate the lion share of new jobs. In developing countries, more than 90% of all firms outside the agricultural sector are SMEs and microenterprises, generating a significant portion of Gross Domestic Product (GDP). Morocco is cited as an example; with 93% of industrial firms as SMEs and account for 38% of production, 33% of investment, 30% of exports and 46% of employment.

According to NCI (2003), a small-scale industry is an enterprise with total cost (including working capital but excluding cost of land) above N1.5 million but not exceeding N50 million, with a labor size of between 11 and 100 workers, while the medium-scale industry has a total cost (including working capital but excluding cost of land) above N50 million but not exceeding N200 million, with a labor size of between 101 and 300 workers. On the other hand, the revised operational guidelines of SMEEIS (2005) defines a small and medium enterprises as an enterprise with a maximum assets base of five hundred million naira (N500m) (excluding land and working capital), and with no lower or upper limit of staff. The contradictions in the definition of SMEs as given by NCI and SMEEIS point to the different interpretations of what SMEs really are to different schemes. Hence, their approaches to the funding of SMEs are affected.

Economic development generally refers to the sustained, concerted actions of policy makers and communities that promote the standard of living and economic health of a specific area. Economic development can also be referred to as the quantitative and qualitative changes in the economy. The actions can involve development of human capital, critical infrastructure, regional competitiveness, environmental sustainability, social inclusion, health, safety, literacy and other initiatives (Satope & Akanbi, 2014).

Economic development differs from economic growth. Growth on a general term could be confined to increase in output (per unit of input) while development implies increase in output together with a change in technical and institutional arrangement involved in production. Growth can take place without development but, a nation cannot achieve economic development without having achieved economic growth. Thus, economic growth is a subset of economic development as economic development is not purely an economic phenomenon. According to Tejvan (2011), in economics, Economic growth is an increase in real GDP which means an increase in the value of goods and services produced in an economy. The rate of economic growth measures the annual percentage increase in real GDP. In the long run, economic growth is determined by factors which influence the growth of Long Run Aggregate Supply (LRAS) (the PPF of the economy). If there is no increase in LRAS, then a rise in Aggregate Demand will just be inflationary (Tejvan, 2011).

Development has to do with and improving human welfare which essentially involve increasing the amount of goods and service available to people. The more the output produced the more the wealth and benefit. Development is therefore basically about increasing the volume of business turnover, i.e. the volume of production for sale (Satope & Akanbi, 2014).

In various countries, the past few decades have witnessed a revival of interest in the development of small and medium scale enterprises (SMEs). The importance of these enterprises in the development and growth of various economies has been acknowledged by various scholars (Ming-Wen, 2010; Afolabi, 2013). SMEs have aptly been referred to as “the engine of growth” and “catalysts for socio-economic transformation of any country” (Anthony and Arthur, 2008).They represent a veritable avenue for the attainment of national macroeconomic objectives such as employment generation, increased growth and poverty reduction at low investment cost as well as the development of entrepreneurial capabilities including indigenous technology (Adebiyi, 2004).The Small and medium scale enterprises improve regional and sectorial economic balance through industrial dispersal across sectors and in various locations and generally promote effective resource utilization considered critical to engineering economic development and growth (Mukole, 2010).

1.2 Statement of the Problem
Over the past few years, there has been an impressive increase in the number and volume of Nigerian government programs that seek to encourage the unemployed, the young, welfare recipients and disadvantaged groups of the population to set up their own small business. Government also established several micro lending institutions to give credit and loans to SMEs. Such micro credit institutions include the Nigerian Bank for Commerce and Industry (NBCI), National Economic Reconstruction Fund (NERFUND), the People’s Bank of Nigeria (PBN), the Community Banks (CB), and the Nigerian Export and Import Bank (NEXIM). It was also envisioned that SMEs in the country would contribute about 34% (gross value of manufacturing to GDP ratio) to the national product and generate 60-70% employment with sustainable yearly growth (Egbabor, 2004).

Issues regarding the impact of small and medium scale enterprises on economic growth and development have received increased empirical attention in the literature (Anthony& Arthur, 2008; Bamidele, 2012; Afolabi, 2013).However, there is scanty work of this type in Nigeria, especially, in the area of evaluating the contribution of SMES on economic development. Most of the earlier studies in this area in Nigeria did not give attention to the properties of time series data used in their studies to evaluate the long run relationship. This, has, however, give little reliability to these studies. Also, Very few studies attempt to find the link between investment in SMEs and economic development. Hence, this study intend to find out the contribution of SMEs on economic development.

1.3 Purpose of the Study
The main purpose of this study is to investigate the contribution of small and medium scale enterprises on the economic development of Nigeria.

The specific objectives are:

1. To find the long run relationship between SMEs and economic development

2. To find out the relationship between investment in SMEs and economic development of Nigeria.

1.4 Research Questions

All researches are inherently immersed in various forms of questions that need to be answered.  Among such questions are:

i. To what extent is the causal relationship between SMEs and economic development?

ii. How enacted policies helping to create an enabling environment for entrepreneurs in Nigeria?

iii. To what extent is the impact of MSMEs on Nigeria’s economic development?

1.5 Research Hypotheses:

The research hypotheses which are presented in null form at 5% critical level are as follows:

Ho1: SMEs growth (development) does not promote economic advancement.

Ho2: There is no causal relationship between SMEs and economic development in Nigeria.

Ho3: Nigerian laws and policies are not effective to help encourage SMEs in Nigeria.
1.6 Significance Of The Study
Nigeria has suffered a great deal from mono-cultural dependence on one export commodity, she has also neglected agricultural which was her main-stay that use to account for the occupation of more than half of the total population of 80million people as at 1960.

The importance and role small- scale business enterprises played in a developing economy is so vast and enormous that this vital sector cannot ordinarily be relegated to background.  One needs not to go into the sterility and idle state of many of our white elephant industrial projects. Infact, this sector will be more beneficial for restructuring our growing industrial economy in the short run than large industries.

A research project work on the contribution of small scale business enterprise to Nigerian economic self reliance will be beneficial to the following: 

i) Small scale entrepreneur.

ii) Small scale industries supporting agencies

iii) State governments.

iv) The entire business community in Nigeria

v) Prospective industries

vi) The federal government for industrial planning and development 

It is significant to not that most countries particularly the developing economic argued that the large scale industries have not played and cannot alone be expected to play a dynamic  in the rapid economic growth and development of self reliance in the third world countries it has become evident in some countries that small scale industries which have been neglected could play the role faster than the large scale establishment in this direction, therefore this study becomes significant.  This study also to a greater extent adds to the existing volume of knowledge about small scale industries contribution to self reliance thereby making references possible for future researcher in this areas of study.

1.7 SCOPE OF THE STUDY

The scope of this study is contributions of small scale business enterprises to economic development.

1.8 LIMITATIONS OF THE STUDY

Generally speaking conducing a research has always been fraught with difficulty and frustrations.  This study is limited based on the fact that there is no teem finance, material resources and secrecy to see to the whole small scale business enterprises. This study is limited to my case study (oil field transport services limited Warri) with the following constraints: 

TIME:

Time constraints posed the most difficult handicap suffered while carrying out this project work.

FINANCE:

Financial constraints also contributed adversely in limiting the scope and  operational area which could have been covered.  The increase in transportation cost made it impossible for the researcher to make many call-backs as possible to obtain all the information necessary.

1.9 DEFINITION OF TERMS

In other to be explicit in this study, clarification is made of some terms and terminology used which may convey different meaning in every day use.  Therefore, the following words are defined as they are conceptualized in this study.

a) NATIONAL ECONOMIC EMPOWERMENT DEVELOPMENT STRATEGY

This is a government policy aimed at strengthening country’s economy.  it is a home grown policy of the present administration which seeks to empower the small scale industrialist and the people to be self reliant and be self employed.

b) SMALL SCALE INDUSTRIES CREDIT SCHEME (SSICS)

A government sponsored institutionalized credit scheme whereby small-scale business man are directly given loans to start or expand their business.

c) NATINAL DIRECTORATE OF EMPLOYMENT (NDE)

It was set up by the federal government in November 1986 to work out strategies for dealing with the menace of mass unemployment in the country especially school leavers and college graduates, it’s initial core programmes were formally launched on 30th January 1987.

d) FEDERAL OFFICE OF STATISTICS

This is office that publishes official statistics for the country through its quarterly digest of statistics, annual abstract of statistics and monthly economic indicators. These contain statistical information on the economic and social aspects of Nigeria population density, age distribution, external trade etc.

e) NIGER DELTA DEVELOPMENT COMMISION (NDDC)

This is a commission set up be the government to look into the developmental needs of the oil producing states with a view to accelerating development and the area through execution of developmental projects and empowering the people of the area. 

CHAPTER TWO

LITERATURE REVIEW

2.1. Meaning And Concept Of Small Business Enterprise
In many respects, the meaning and concept of small businesses cannot be completely isolated from the operational environment. Thus the perception and definition is highly dependent on the particular economy that provides the environment of operation. In Nigeria, there seems to be no clear cut definition or scope for determining small business enterprise. However varied definition and scope were made by some agencies as follows:

[a] The national directorate of employment defined it as being able to accommodate project with capital investment as loan as N5,000 and employing as few as three persons.

[b] The Central Bank of Nigeria in its monetary policy guidelines 1980 defined small scale business as an enterprise whose annual turnover rangers between N25,000 and N50,000, also the Federal Ministry of Industries before the Structural Adjustment Programme [SAP] and Foreign Exchange Market,

defined small scale business as any manufacturing, processing or service industry with capital investment of not more than N150,000 in plant and machinery.

[c] The Nigeria Bank for Commerce and Industry also defines the small scale enterprise as firms’ or companies with assets [including working capital but excluding land] not exceeding N750,000 and paid employment of up to 50 persons an such an establishment be wholly owned by Nigerians.

Measuring the appropriateness of some of these definition, Nwakobi [1985] criticized most of the definition describing them as merely “institutional” Nwabobi holds the views that the definitions do not pain a health picture of the growth of small scale business enterprise, considering the difficulties involved in capital formation and other discrimination of attitudes of the banks towards the owners of small scale business enterprise. In July, 2001, the national council on industries at the 13th meeting in Markurdi, Benue State, reviewed and adopted the following classification of industrial enterprises and came up with the definition that “A small scale industry is an industry with total capital employed of over N1.5 million but not more than N50

million including working capital but excluding cost of land and of a labour size of 11 -100 workers.

However, comparatively, most develop countries seems to have agreed on a maximum unit of 500 employees as a small firm [Feldman 1989]. However, a review of the performance induct of small scale business can be best anchored on the United Nations industrial development organization definition of small scale business as “an economic venture” that is characterized by the following:

* Ownership and management being vested in the same Individual

* Capital being made available by an owner on whom the policy Decisions rest

* Having a coalised operational area

* A situation of a venture controlling a small share of the market Their by constituting a little quota in the large sized market

* The owner participating very actively in all decision making Processes on a day to day operation basis with a high degree Of rigid control.

Reflecting the characteristics, small scale business enterprises have emerged, especially in the developing world, with roles of employment generation, encouragement of rural development, assisting substantially in lifting gross domestic product, developing SMEs and proving avenue for self employment.

2.2 Basic Characteristics Of Small Scale Enterprise

The overall business scene and activities in Nigeria appear to be dominated by small businesses which are established by individual, groups, companies and cooperatives.

Most business start off as small but with proper planning and management, then expand and grow. However, it will be risky to assume that small enterprises are exactly like big ones after all the difference is size. But it is necessary to differentiate the small business from the large ones and to associate those characteristic with problems inherent in small business.

In summary, characteristics as identified by several writers among who Broom and Longnecker (1972), MUSSELMAN AND Huglice (1973) and yewande (1991) are presented here. It must not

however be taken that these characteristics are all embracing or that all must be present in the same magnitude in a business for such a business to qualify as a “small scale business”.

[1] Management is not independent- generally; the managers are also the owners. This means that the manager/ owner can run the business as he pleases. Discipline as the control factor in this case may sometimes be missing. This lack of proper managerial discipline leads to business failures.

[2] The size of the small business firm within industry is usually small. Thus they are not dominant in their individual field or operation.

[3] Capital requirement is small and therefore within reach of the indigenous entrepreneurs.

[4] Majorities of the modern small business units are labour intensive and are able to achieve high productivity. These units are concentrated in areas of low technology.

[5] Capital is supplied and ownership is held by a small group or an individual. The initial capital usually equity holdings is supplied by the owner or co- owners of the business. Often for working capital, they depend on trade credit or credit finance or both.

[6] The area of operation is mainly local employees / workers and owners all like in one home community. Most small scale firms even those identified as modern utilizing plants and machinery are run along family line. However, markets served by them are not always local, modern small firm’s serves market across ethnic cultural and even nations or state boundaries.

[7] On other all – embracing characteristic of small scale business in Nigeria is the apparent lack of attention to managerial functions of planning, organizing, directing coordinating and controlling.

In Nigeria, the entrepreneur usually sets out to achieve high return on investment. The workers generally are not adequately remunerated or sufficiently motivate.

2.3 Types Of Small Business

No doubt, the future of economic prosperity of Nigeria lies in the structuring and eventual growth of medium and small scale enterprises. This situation has been confirmed by the Nigeria institute of social and Economic Research (NISER), THE National Association of small scale Industry (NASSI), and the German based Frederick

Elbert Foundation. It is the existence of this kind of scenario that had given impetus to the growth of some small scale industries like the ones that constitute the objects of the study. Their very existence also confirms Oshagbenius (1985) categorizing of small scale industries as those which include, weaving, carpentry, pottery, ceramics, farming, fishing, piggery animal husbandry, poultry, wood and metal works, brick and block making and a host of others, operating under registered names and depending largely on local raw materials.

2.4 SOURCE OF FUND TO SMALL BUSINESSES SOURCES OF INITIAL CAPITAL

Traditionally, and with regards to sources, two types of capital are recognized, equity and borrowed.

Baumback is the view that the distinction between equity and debt capital in a small business is blurred. In any case, one thing is clear; equity financing denotes ownership while debt financing implies an obligation to repay the principal amount plus interest. In providing initial capital, a small business enterprise has a good normal source open to it. These include funds invested by the owner as well as funds made available by creditors. Credit takes the from of bank

loans, trade credit, union loans from individuals, friends and relative and credit union loans. It is noteworthy that these and other sources of funds are made use of both at the beginning stage and in the subsequent day-to-day financing of business operations. Those more closely related with the growth of the business will be discussed later under “sources of development capital”

[a] Personal saving: To a beginning firm, personal savings of the founder constitute a primary source of equity capital. Many writers are in support of this view. Broom says it is not only difficult but also quite hazardous to borrow venture capital. He is of the opinion that two third of initial should be form the owner.

Dr. Nordi advices that the starting small business should not only be from borrowed funds if his personal resources are inadequate. Baumback goes further to explain why initial capital should necessary come form those who have created the business. He said that there is general hatred for risk taking among human beings. The general public thus is usually hesitating about investing in an unknown venture. Such recommended ownership equity is

designed mainly to provide a margin of safely for the new entrepreneur.

[b] Commercial Banks – commercial banks are a primary source for debt capital. Although they tend to limit their learning to working capital needs of going concerns, some initial capital dose some from this source. The commercial bank has considerably changed from just supplying capital for an interest income to a more acceptable socio- economic role. It has development”. Mr. Tina confirmed this when he said that have increased   the amounts given out for loans the 20 percent (proportion of deposits government requires that should be set aside for small business loans are also given. One of those is the installment loans which may not exceed certain amount. Such a loan is repayable monthly or quarterly as prearranged but the maximum maturity period is one year. Over draft for up to a period of two years is also given. In spite of the new interest in small businesses, their problem with the banks has not changed. Their greatest problem is to meet the requirement of the banks. The bank considers the mode and time of of repayment of the principal amount plus the interest. Many small business many not be in a position to start paying interest not to talk of the principal as and when due.

[c] Trade Credit- Credit – extended by suppliers’ plays an important role especially to the beginning business. Trade credit tends to be widely used source of short tends funds to the small firm. This according to Baumback often provides a major point of the small business man’s working capital needs especially in the retail fields. The amount of credit available to a particular firm depends upon the type of business and the supplier’s confidence in the new firm. They extend credit more freely than the bankers. Competitions for sales volume force them to reach out for new small and financially weak customers by offering delayed payment. Even when such customer faulted in the credit terms, the suppliers often hesitate to react for fear that they might loose a promising customer.

[d] Friends and Relatives - very often, funds from friends and relatives are used to supplement initial owner equity capital. This usually character as poor business practice and in many cases based on erroneous assumptions may at times be necessary. This is with cognizance of the fact that many and family owned. It should be noted that family and business relationships are well as funds should not be mixed, if most desirable result are be obtained. Loans from friends and relatives tend to create a highly personal relationship such relationship may conflict with independence and business. The time for the repayment of the loan may not be defined. Interest payment may be deferred too. But the problem in these associates may feel it a duty to offer advice and even insist that certain decisions be taken. These decisions may not be in harmony with the objectives of the proprietor. However, this problem can be easily avoided. A business loan should be taken as a business transaction and not a favour. In such case, the inexperienced associate’s advice can be easily rejected. Terms of the loan should be clearly defined and loans could be getting from lending institutions instead of from friends and relatives.

[e] Credit Unions – S. F. Arniel defined a credit union as “a group of people bound by some intangible bond of association, perhaps the bond of the same employer, the same religion, the same politics, the same profession, trade, hobby or the same type of misfortune,” credit

unions are cooperative that encourage saving and lending on attractive terms. They also provide financial advice to members. The prime purpose of a credit union is to teach thrift. People save with the credit union for various reasons. These may include absence of banking house.

The liberal lending polices of credit unions also attract membership. Credit unions obtain most of their funds from savings of members. Many small businessmen usually obtain loans which are eventually used up in business. Credit unions thus constitute an important source of funds for small business especially it the rural areas.

[f] Other Sources of Funds – in addition to the already discussed sources of funds for initial capital, a good number of small businessmen still make use of some local sources. Such include borrowings “isusu” (a group of persons who agree to make contributions regularly). Members take turns to benefit from these contributions. Some of the funds got from the “isusu” are used for small business operation.

2.4.1 SOURCES OF WORKING AND EXPANSION CAPITAL

For the business to survive and grow after successful launching, the continuous need for funds must be met the following sources are used largely for procuring initial capital namely, personal saving, commercial banks, trade credits, unions, and friends and relatives.

These sources may continue to provide funds for the going concern operations. Some of them could be eliminated. Brooms and Longnecker suggest this should be done by liquidating loans as those from friends and relatives personal savings too may become less important through funds could continue to come form there.

(a) Retained Earnings - retained earning provide a natural type of expansion for many small enterprises. As profit are realized, they are ploughed back into the business by foregoing dividends, for firms that use only retained earnings, the rate of expansion is limited by the amount of profit generated by the business. These funds are often insufficient to meet the heavy capital needs of a rapid expanding firm. The firm, thus still has to look for other avenues for funds.

(b) Sales of Capital Stock – the firms are usually faced with severe competition. In this situation, it may have to expand or die. To expand it need working capital, most of which must be inevitably be borrowed. The small firm has a disadvantage in that it has to pay interest charges on the debt capital both in good and bad times. Sale of capital stock to outsiders eliminates these disadvantages.

In general small firms have an inferior complex when considering themselves as candidate for public financing. Robert A. Weaver Jr. has tried to explain why small firms avoid public financing. Among his reason are:

[1] That the small firms do not have a clear picture of the advantages.

[2] They do not know how to go about it.

[3] They feat dilution of ownership

[4] They believe they are too small for such a Venture Broom and Longenecker are of Waver’s view that the small firms are reluctant to sell stock because they fear dilution of ownership. They go on to say that the owner may be wise or unwise to avoid outside equity prospects of the business. If other sources of funds are inadequate, the owner may decide to go to the public for financing if he feels that

the will be better off by owning part of a largest business than by owning all of a small business. In any case, sale of stock is usually difficult for small firm. What makes for this is the fact that firm is now widely known and has no market for its securities. The firm also is expected to make a showing in at least one of the following:

[a] Utility should gave a satisfactory record of earning

[b] Good management

[c] Strong growth possibilities – IN many cases, the small firms are not able to major up in public financing.

2.5. GOVERNMENT INFLUENCE ON SMALL BUSINESS ENTERPRISES

Government tax policies generally make it difficult for the small businesses to exit. In fact, government fiscal policies and the way they are designed are a major cause of discontent among small businessmen. Tax problems of small concerns have not arisen because the tax measures were directed at small business as such. The central point is that the system weights disproportionately on them by virtue of their sizes and character. Most businessmen fail to

understand this and nurse the feeling that government does not want them to survive.

This is wrong as the growth of small business organizations has become the concern of many governments. In Nigeria, the government’s effort to promote small business was materialized in national development plans. With the aid of international organizations, a normal of assistance centers to meet the technical and financial needs of small and medium sized enterprises were created. To further show government interest emphasis is land on more effective use of the bodies responsible for the promotion and guidance of small, and medium sized enterprises. These bodies include:

* The national directorate of employment

* Small industries corporation

* National economic reconstruction fund

* Nigeria industrial development bank

* The Nigerian Agricultural & cooperative Bank.

For such assistance to be given, the importance of the project has to be critically confidence the socio-economic point of view.

Obviously, there is evidence that with proper guidance, most small scale industries that do not depend solely on personal income have been known to have found it relatively easier to deal with these prescribed government agencies than with the conventional profit oriented commercial and financial institutions. But it has also been revealed that most of the small scale entrepreneurs have not made use of these facilities because they are not equipped to deal with the bureaucracies associated with procuring loans. This attitude of the small scale entrepreneurs has the tendency of effect the efficiency of some of these lofty.   Government policies designed specifically for the growth of small scale business.

2.6. THE ROLE OF SMALL SCALE BUSINESS IN THE DEVELOPMENT OF NIGERIA ECONOMY

Hardly, can any major industry succeed in isolation of the services and contributions of small business enterprise. The relative strength of their importance and role vary from one industry to another. Infact the importance of small scale business in any economy cannot be over estimated. Firstly, continuous growth in the economy of any nation depends to a large extent on the start ups of

small businesses. Even on a recessionary economy, small scale enterprises are a legitimate and viable component in any strategy for reconstructing the economy. Furthermore, it is emphasized that the small scale enterprises make the possibility of the equitable distribution of national income more realistic of providing employment opportunities on a large scale. By creating more employment the help I mobilizing capital and human resources that would otherwise be left idle.

Some small businesses no doubt, provide certain distinct services that in most cases may not be matched success of large businesses. Implicitly, if the small businesses would by and large find themselves over saddled with a myriad of activities that they would only be able to manage minimally. The role of small scale businesses in the development of Nigeria economy has made it very possible for firms to depend less on imported goods or materials. T hey often rather depend on locally made machines and local raw materials as inputs.   One can buttress this point further by the fact that non dependence of small businesses on imported raw materials as inputs leads to a reduction in the demand of foreign raw materials thereby saving the foreign exchange earnings of the nation. Worthy

of mention also is the advantage of solving payment problems as a result of less dependence on imported inputs. This has an attendant blessing of creating an interest in the promotion or home made products.   In this way small business ventures generate revenues and strengthen the Nigeria economy.

Small industries have a shorter gestation period and as a result, yield quicker returns on investment. They facilitate balanced industrial development in that only such small scale ventures can easily be established in many rural areas. In this regard, that present a potent means of reducing rural urban migration and its consequential urban congestion, unemployment and other social vices. Small businesses also serve as a training school for indigenous entrepreneurs and provide the opportunity for acquisition of skills for a large number of workers. They facilitate a speedy development of Nigeria economy.

2.7. PROBLEMS OF ESTABLIHING SMALL BUSINESS ENTERPRISE IN NIGERIA

Small scale enterprises owning to their peculiar nature are beset with myriad of special problems which directly or militate against their survival and growth. A lack of indigenous entrepreneurial initiative for industrial development is a characteristic of most development countries. Limited resource of capital and skilled labour, a lack of technological and managerial knowledge and limited markets are important handicaps to the acceleration of industrial development in Nigeria. In large industrial establishments, some f these handicaps are alleviated by foreign assistance collaboration.

Unfortunately, the small scale industries do not enjoy such benefits and as such dependent almost entirely on indigenous entrepreneurs. Some of the problems facing small scale industries come from the owners while some come from unpredictable environmental force which are external to the business and they include government units competition etc. Some other problems can be identified in different functional areas such as manufacturing marketing, financial and labour. But generally, the following problem

have been identified by the researched as the major factor militating against the establishment of small scale enterprises in Nigeria.

[a] Lack of Start-up Capital - The early stage financing is usually is usually the most difficult and costly to obtain. There two types of financing at this stage. Seed capital and start up capital. Seed capital is relatively small amount of fund needed to prove concept and fiancé feasibility study. It is the most difficult to obtain because the venture capitalist is usually not interested at this level of funding. While start-up capital is involved in determines if commercial sales are feasible. It is also very difficult to obtain. No good business ideas can ever surface without fund.

[b] Lack of Land and Good Locations: - before any small scale industry is established, this is the need to acquire land on which the factory site or the warehouse will be built. In urban areas, land is not usually available and when available, it will be very expensive beyond the reach of the small scale entrepreneur. In the rural area where land is bound to be available at the reduced cost, other necessary infrastructures will be lacking. Good location of our businesses is very important for the easy survival of the enterprise but it is very difficult to get and where available, the cost will not be affordable for any small business operator.

[c] Poor Government Policies - Nigeria government has not been able to help entrepreneurs in establishment process of small scale business. Instead, one obnoxious policy or the other was used in making things difficult for young entrepreneurs.   Government is only interested in revenue generation without noticing how is has hindered the establishment of more small business in Nigeria. Every new business that is still struggling to survive is expected to pay between N5,000 to N20,000 as business premises and a lot of other permit. The business is also expected to pay almost the same amount of the local government where it is situate. All these end up pulling the business down.

[d] Insecurity of Lives and Properties – security problems are one of the major problems of establishing small scale enterprise in Nigeria. Even the large scale businesses that can afford to employ the services of security personal are not free from t his social menace. Any business that deals on highly valued products are not safe. Consequently, many prospective investors opted to keep their money in banks or use item and buy empty lands for re-sale in future than to risk the money by establishing any business at all.

[e] Psychological Factors such as: Lack of Self Confidence, Lack of Creativity and Fear of Failure

Another factor that has seriously militates against the establishment of small scale enterprise in Nigeria is psychological factors. Although it has never been seen as a problem, but it has eaten deep on young entrepreneurs. Most people don’t believe in themselves, they think they can’t do it. They are always waiting for others to take the lead or nothing for them. They also lack the foresight to think ahead of others, no creativity in them. Always afraid that the business must fail like other ones that failed. They think they cannot make a difference and therefore there is no point in trying to establish once. They make the money but the fear of the unknown will not allow them to invest.

2.8 Empirical Literature

Evbuomwan, G. O., Ikpefan, O.A. & Okoye, L. U. (2016), profiled the structure of MSMEs in Nigeria, examined their firm characteristics, financing and operations and constraints with a view to proffering suggestions on how to use MSMEs as a strategy for economic development in Nigeria in the face of the current economic downturn. Results of the survey conducted indicated that MSMEs dominate Nigeria’s economic landscape as 53.5 per cent of the respondents were in the micro-enterprise category, 29.6 per cent in the small-scale category, 14.1 per cent in the medium-enterprise category and only 2.8 per cent in the large scale category. Capacity utilization rate was highest for MSMEs in the agriculture/agro-processing sector at 70.2 per-cent compared with 55.4 per cent for those in the manufacturing sector. Inadequate fund/working capital was the most mentioned problem by the MSMEs. In both developed and developing economies, there are evidences of the immense contributions of MSMEs to economic growth and development. Small enterprises are known to adapt with greater ease under difficult and changing circumstances because they are typically low in capital intensity and allow product lines and inputs to be changed at relatively low cost. With the collapse of the world oil market and the ensuing economic downturn in Nigeria, refocusing attention on the MSMEs will help reduce unemployment, create wealth and alleviate poverty.

They recommended that credit programs that will take cognizance of the peculiarities of MSMEs in Nigeria be intensified so as to increase their access to funds in view of their dominance and potential contribution to the growth of the economy.

Onugu, B.A.N (2005), undertook a study on Small and Medium Scale Enterprises (SMEs) in Nigeria: Problems and Prospects, in order to find out if the SME sub-sector in Nigeria has performed its critical role of driving the country’s industrial transformation and development as it has done in other developed countries; and if not, why, and also to identify remedial measures.

A total of 300 SMEs were randomly selected from a cross section of a population of 1,500 SMEs spread among all the states of Nigeria including Abuja and covering virtually all forms (Sole Proprietorship, Partnership, Private and Public Limited Companies etc) of business took part in the study.

The main hypotheses of the research were tested at 0.05 level of significance using chi-square statistics hinged on identifying the greatest problem which SMEs face in Nigeria, the identification and ranking of the top ten problems or challenges of SMEs in Nigeria and the relationship between the form and nature of the business enterprise and its sources of funding for its operations.

The major findings of the study are: SMEs have played and continue to play significant roles in the growth, development and industrialization of many economies the world over. In the case of Nigeria, SMEs have performed below expectation due to a combination of problems which ranges from attitude and habits of SMEs themselves through environmental related factors, instability of governments and frequent government policy changes and somersaults.

He further recommended the introduction of entrepreneurial studies in Universities, availability or possession of managerial capacity and acumen before pursuing financial resources for the development of the respective enterprise.

Ogbuanu, B. K., Kabuoh, M. N and Okwu, A. T. (2014). Assessed the Relevance of Small and Medium Enterprises in the Growth of the Nigerian Economy. The Manufacturing sector was used as a case study. The study employed a time series research design and descriptive method of analysis to investigate the relevance of the manufacturing SMEs in growth of the Nigerian economy. Data were extracted from relevant publications of the Central Bank of Nigeria (CBN) and National Bureau of Statistics (NBS). Questions on the relevance of SMEs in economic growth were addressed from working propositions of no significant relevance. Results showed that the manufacturing SMEs made sizable contributions to the sustained increases in gross domestic product, sustained more than 7% share in employment for greater part of the 2002-2012 period and maintained increasing shares in GDP.

However, contributions to export commodities fluctuated with lowest levels experienced between 2008 and 2010. They concluded that the manufacturing SMEs are capable of creating jobs and increasing employment and, thus, reducing the rate of unemployment in Nigeria. Consequently, they recommended that, among other things, the SMEs should strengthen their capacities, especially within their internal environments, and take advantages of the opportunities in the external environment to enhance their potentials to contribute to employment, domestic product and export commodities.

Eze, T.C and Okpala, C.S. (2015), carried out a quantitative analysis of the impact of small and medium scale enterprises on the Growth of the Nigerian Economy for the sample period 1993 to 2011. The econometric technique adopted for the study was multiple regression method based on ordinary least squares technique. However, in order to avoid the incidence of spurious estimates, evidence from the ADF test conducted revealed that the variables are integrated of order two. The Johansen test conducted showed evidence of long run equilibrium relationship between small and medium scale enterprises and economic growth. However, in the meantime, output of SMEs (SMEO) does not make any significant contribution to Nigeria’s economic growth performance. The study concludes that poor government policies, on tariffs and incentives, bribery and corruption, non-existent entrepreneurial development centers and poor state of infrastructure act as impediments to the growth and development of SMEs in Nigeria. The recommendations are that governments at all levels should endeavor to establish Microfinance institutions for easy access to credit by SMEs, introduce financial literacy in schools, establish entrepreneurial development centers for capacity building, provide enough infrastructure, especially electricity and road network, and finally establish agencies for control of bribery and corruption.

Ilegbinosa, I. A, and Jumbo, E. (2015) empirically examined Small and Medium Scale Enterprises and Nigeria’s economic growth from 1970 – 2012. The main objective of the study was to examine the impact of SMEs on economic growth in Nigeria. In order to achieve this objective, the study polled 84 SMEs for primary data collection as well as statistical records for years 1975-2012 as secondary data. The ordinary least square, co-integration and error correction model was used to estimate the data collected during the period of this study. The variables used include Gross Domestic Product as the dependent variable and Finance Available to Small and Medium Enterprises, Interest rate and Inflation rate as the independent variables. The result revealed that Finance Available to SMEs showed a positive relationship with economic growth while Interest rate and Inflation rate showed a negative and positive influence on economic growth respectively. This made them conclude that the independent variables play an important role in determining the impact of Small and Medium Scale Enterprises on economic growth in Nigeria. Based on this, it was recommended that the Nigerian Government should organize a national enterprise forum, which would focus on the contributions of SMEs in national development objectives; the Federal/State Ministries of Industry in collaboration with the National Association of SMEs should work out strategies for an annual report of SMEs operating in Nigeria and the Government should adopt policy measures to maintain a favorably low commercial banking lending rate as this will accelerate high investment in Small, Medium and large-scale businesses and subsequently in the long-run contribute significantly to economic growth.

Afolabi (2015) discussed the evolution and current development of principles and practice of SMEs in Nigeria. He also examined the effect of SMEs in fostering economic growth and development. The methodology adopted was the narrative-textual case study (NTCS) method. However, interviews were also conducted. He further used simple percentages, graph and chart in analyzing and interpreting the collated secondary data. Findings of the study showed that Nigeria’s economy has continued to grow over the last decade- with the real GDP growth rate hovering around 7%. It was also found that SMEs can enhance economic growth and development primarily by generating employment and foster the growth of micro, small and medium enterprises in Nigeria. He further recommend that there should be proper policy coordination and policy stability; reforms in the educational curriculum to prepare students for self-reliance; and fixing the power sector-Nigeria’s basic infrastructure.

Using the descriptive research method, Adoyi and Agbo (2009) employed both primary and secondary data to determine the extent to which small business firms have developed Benue sate of Nigeria, and found that 86.3% of the small business firms pay their taxes regularly. These taxes increase the revenue base of the state which is used for development purposes.

Asta and Zaneta (2010) examined the growing importance of small and medium enterprises (SMEs) and their influence on economic development of Lithuania’s demand special attention given to processes, tendencies, perspectives in them and encourage the search for the effective SME performance improvement measures. They noted that to improve their environmental performance, economic and social effectiveness, the integrated, based on financial analysis, decision-making model is needed which would be oriented to strategic sustainability goals, not requiring significant time, financial and human resources, The integration of sustainability management accounting (SMA) and composite sustainable development index (ICSD) methodologies makes the basis of sustainable development decision-making model for SMEs.

Aremu and Adeyemi (2011) claimed that their findings have shown that most SMEs particularly in Nigeria die within their first five years of existence. It was also revealed that smaller percentage goes into extinction between the sixth and tenth year while only about five to ten percent of young companies survive, thrive and grow to maturity. Many factors have been identified as likely contributing factors to the premature death. They include insufficient capital, lack of focus, inadequate market research, overconcentration on one or two markets for finished products, lack of succession plan, inexperience, lack of proper book keeping, irregular power supply, infrastructural inadequacies (water, roads etc.), 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 caliber staff, cut-throat competition.

Chidi and Shadare (2011) investigated the challenges confronting human capital development in small and medium-sized enterprises (SMEs) in Nigeria. It was found that human capital development in Nigerian SMEs leaves much to be desired. They recommended the need to address the issues of human capital development in SMEs and for SMEs to embrace the investor in people criteria if the desired corporate and national goals are to be realized.

2.9 Theoretical Literature

This section highlights some basic theories that have been used to support the effects of SMEs on economic development. These theories are relevant to this study as they serve as building block and as such, the following theories are reviewed

2.9.1 Economic Growth Theory

Propounded by Arrow (1962); Lucas (1988); and Romer (1990) in reactions to the deficiencies in the Solow-Swan growth model. This theory lays more emphasis on the long-run growth rate of an economy and on the basis of endogenous factors rather than exogenous factors of the neoclassical growth theory. The Solow-Swan model explains that the long-run growth rate of output is based on two basic exogenous variables such as population growth rate and level of production in the country. The growth theory emphasizes on technical progress resulting from the rate of capital stock, human capital development, reduction in corruption and investment rate.


2.9.2 The Big Push Theory

The big push theory depends on the fact that a large comprehensive program is needed in form of high minimum amount of investment to overcome the obstacles to development in an undeveloped economy and to launch it on the path of steady progress. Consequently, resources have to be freed to achieve this. In where budget deficit and financial gap has existed between savings and investment, it becomes absolutely necessary to contract debt from either external source or domestically when one considers the thinking of Rostein-Rodan (1943) who postulated the big push theory of growth and development. The main thrust of this theory is that there is a minimum level of resources that must be devoted to a government development program if it has any chance of success.

2.9.3 Balanced Growth Theory

Balanced growth theory was popularized by Ragner Nurske (1907) as deemed fit from the view point that all sector of the economy i.e. education, agriculture, health, housing, and power generation has to grow in their productive capacity simultaneously. Expectedly, this approach has its cost implications that has often result in government borrowing and thereby contracting more debt. Though this approach is commendable to Nigeria, but there has been problem with balancing the demand side and the supply side to make balance growth benefit the economy on a sustainable basis.

2.9.4 Rostow Model of Development

Rostow (1960) as cited in Oji-okoro (2011) argues that in the process of economic development, nations pass through several stages namely; the traditional stage, the pre-condition for take-off stage, the take-off, drive to maturity, and high mass consumption stage. Agriculture played a crucial role in the first three stages (traditional, pre-condition for take-off and take-off stages). The agricultural sector has the potential to be the industrial and economic springboard from which a country’s economic can take-off.

CHAPTER THREE

METHODOLOGY
In the course of this study, the Ground Theory Approach by Glaser & Straus (1968) will be adopted. The school of thought in favor of this approach opines that the knowledge sought in any research is grounded in the data the researcher is able to collect, and as such, the findings of a research emerge from the analysis of the results achieved.

This section therefore, provides information on the research methods of this thesis. The survey research design has been chosen to examine the growth of Micro, Small and Medium Enterprise (MSMEs) in Nigeria and its impact on Economic development. The sampling technique has been described followed by the instruments for data collection and its validation. Methods for data analysis and model specification are also presented.

3.1 Model Specification

It is my belief that Micro, Small and Medium Scale Enterprise have the ability to bring about economic growth, which will in turn lead to development.

However, an increase in the amount of MSMEs can become a problem due to their failure to comply with the rules guiding business operation in Nigeria. As a result of low manpower on the path of law enforcement agencies, they in turn aren’t well-equipped to ensure best practices are duly followed.

Be that as it may, we can state that gross domestic product (GDP), inflation rate (IR) and unemployment rate (UR) are functionally related with global SMEs index (GEI).

Mathematically, the functional form of the relationship can be stated thus:

Yt = ƒ(Xt)...................... (1) 

Where:

Yt = Time series data for MSMEs proxy by GEI for 2000 – 2017

Xt = Time Series data for economic development proxy by GDP, IR and UR for 2000 – 2017.

Economically, GEI = f (GDP,UR, IR)

That is GEI = b0 + b1GDP + b2UR + b3IR + et………………..[2]

Where: GEI = Global SMEs Index

GDP = Gross Domestic Product;

UR = Unemployment Rate;

IR = Inflation Rate

Also, b0 is the intercept denoting the effect on gross domestic product when the explanatory variables are held constant; b1 and b2 are the coefficients of the independent or the explanatory variables and et is the stochastic error term.

On a priori basis, the coefficients of the explanatory variables (b2 and b3) are expected to have a negative relationship with global SMEs index. In other words, the higher the global SMEs rating for Nigeria, the lower the rate of inflation and level of unemployment. On the contrary, GEI and GDP are expected to be positively related because the higher the SMEs rating; SMEs-friendly ecosystem, the higher the GDP and vice versa.

3.2 Instrument Validation

According to Odo (1992) validity is the extent to which a test measures what it is supposed to measure. Validity therefore occurs when a careful attempt has been made to ensure that an instrument adopted measures the desired results by applying the theoretical knowledge in the field about what is being studied and by convincing one’s common sense, that the items, in the instrument has been logically validated (Obasi, 2000).The method used for validation of this work is the Ordinary Least Square technique (OLS). Time series data covering a period of 16 years is used for data estimation.

In analyzing the results obtained as regards to the validity of the variables used in terms of their statistical significance, decision will be made based on the following criteria:

3.2.1
Statistical Test:

We will test for the R squared, adjusted R squared, the individual significance of each regression using the t-test and significance of the regression models using the F-test.

* Coefficient of Determination (R2): This shows the percentage of the total variation of the dependent variable that can be explained by the independent variable. It shows the extent to which the independent variable influences the dependent variable. It is a measure of the goodness of fit of the model; the closer the R2 is to zero the worse the fit.

* Adjusted Coefficient of Determination: Also the adjusted R2 is needed because it gives a better measure of the goodness of fit having been adjusted for loss of degree of freedom as more explanatory values are added. It lies between 0 and 1 and the closer it is to 1 the better the goodness of fit.

* The t-test: This is used to determine the statistical significance of the parameters in the model. They will be tested at 5% levels of significance. The rule of thumb states that t≥2 is statistically significant. Any value below this is insignificant.

* F-statistic: It is meant to test the overall significance of the entire model as regards the dependent variable. It checks the joint variance of the explanatory variables. The level of significance to be used is 5%. Hence, if the probability is ≤ 0.05, the explanatory variables’ parameter estimates will be jointly statistically significant. Any value greater than 5% makes them jointly statistically insignificant.

3.2.2
Econometric Test

Econometric test will be used for empirical verification of the model. An autocorrelation and causality test will be done.

i.Autocorrelation: The classical linear regression model assumes that autocorrelation does not exist among the disturbance terms. In order to find out whether the error terms are correlated in the regression, we will use the Durbin Watson’s Statistics. 

Durbin Watson’s Statistics (D.W): The D.W. test is used to test for the presence of positive or negative autocorrelation in a model. If Durbin Watson=2, we accept that there is no autocorrelation among the variables. If however, 0<D<2, there’s positive autocorrelation among the variables. It is a simple guide used to specify the right combination of the explanatory variables.

ii.Causality Test: This is used to check for causality between two variables. In this case our aim is to test for a causal relationship between SMEs and economic development. The rule states that if the probability value is between 0 and 0.05 there is a causal relationship.

3.3
Reliability of Instrument

Easterby-Smith (2002) defines reliability as the extent to which data collection techniques or analysis will yield consistent findings. The primary objective should be that if a later investigation followed exactly the same procedures as described by an earlier investigator and conducted the same study all over again; this later investigator should be able to arrive at the same results and conclusions. Thus the study is to be tested at 0.05 levels of significance.

3.4
Procedures for Data Collection

In the cause of carrying out this research, data will be sourced by solely secondary means. Books, internet, journals and materials that are directly related to the topic will be consulted. Also, published materials will be sourced from the World Bank, Central Bank of Nigeria and National Bureau of Statistics.

CHAPTER FOUR

PRESENTATION OF RESULTS

The study period covers MSMEs and economic development in Nigeria from 2000 – 2017 which is a period of 18 years. Though data for Global SMEs Index (GEI) is only available from the year 2015 for Nigeria, backward integration was used to compute 2000 to 2014 in order to run the regression analysis using EViews 7, and the results are presented as follows:

	Dependent Variable: GEI
	
	

	Method: Least Squares
	
	

	Date: 06/20/18   Time: 08:53
	
	

	Sample: 2000 2017
	
	

	Included observations: 18
	
	

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	-9.664257
	8.613120
	-1.122039
	0.2807

	GDP
	0.013702
	0.002350
	5.830268
	0.0000

	UR
	0.378264
	0.815963
	0.463580
	0.6501

	IR
	-0.185530
	0.534107
	-0.347365
	0.7335

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.788826
	    Mean dependent var
	16.99111

	Adjusted R-squared
	0.743575
	    S.D. dependent var
	14.09392

	S.E. of regression
	7.136941
	    Akaike info criterion
	6.961576

	Sum squared resid
	713.1030
	    Schwarz criterion
	7.159436

	Log likelihood
	-58.65418
	    Hannan-Quinn criter.
	6.988858

	F-statistic
	17.43205
	    Durbin-Watson stat
	1.307418

	Prob(F-statistic)
	0.000053
	
	
	


Table 4.1: Regression Analysis Computed with Eviews 7 econometric package

	Pairwise Granger Causality Tests

	Date: 06/20/18   Time: 08:56

	Sample: 2000 2017
	

	Lags: 2
	
	

	
	
	
	

	
	
	
	

	 Null Hypothesis:
	Obs
	F-Statistic
	Prob. 

	
	
	
	

	
	
	
	

	 GDP does not Granger Cause GEI
	 16
	 2.22362
	0.1545

	 GEI does not Granger Cause GDP
	 0.62518
	0.5531

	
	
	
	

	
	
	
	

	 UR does not Granger Cause GEI
	 16
	 0.35080
	0.7117

	 GEI does not Granger Cause UR
	 0.61842
	0.5565

	
	
	
	

	
	
	
	

	 IR does not Granger Cause GEI
	 16
	 5.69102
	0.0201

	 GEI does not Granger Cause IR
	 0.07429
	0.9289

	
	
	
	

	
	
	
	

	 UR does not Granger Cause GDP
	 16
	 0.31675
	0.7349

	 GDP does not Granger Cause UR
	 5.95419
	0.0177

	
	
	
	

	
	
	
	

	 IR does not Granger Cause GDP
	 16
	 0.50630
	0.6161

	 GDP does not Granger Cause IR
	 4.84592
	0.0310

	
	
	
	

	
	
	
	

	 IR does not Granger Cause UR
	 16
	 0.43800
	0.6561

	 UR does not Granger Cause IR
	 0.45242
	0.6474

	
	
	
	

	
	
	
	


Table 4.2: Causality Test computed with Eviews 7 econometric package.

GEI = b0 + b1GDP + b2UR + b3IR + et

GEI = -9.66 + 0.13 + 0.38 – 0.19 + et

The coefficient of GDP is 0.13 suggesting that an increase in GEI for Nigeria which translates into increase in ease of doing business; business friendly environment leads to an increase in GDP by $0.13 billion on the average. The coefficient of UR is 0.38 suggesting that an increase in GEI for Nigeria which translates into increase in ease of doing business leads to an increase in unemployment rate by 0.38% on the average. The coefficient of IR is -0.19 suggesting that an increase in GEI for Nigeria which translates into increase in ease of doing business leads to a decrease in inflation rate by 0.19% on the average.

GDP and UR are positively related to GEI, while IR is negatively related to GEI. Thus, an increase in GEI; MSMEs performance and accomplishments will lead to increase in GDP and Unemployment and bring about economic development. This will also lead to a reduction in inflation rate. Although, GDP and IR conforms with the a priori expectation, Unemployment rate non-conformity can be understood by taking a critical look at the Nigerian economy – A system where tertiary institutions produce over 500,000 graduates annually and due to the fact that MSMEs are embracing technology. Thus, it takes a collective effort of an active private and public sector to control this ever increasing rate.

Hypothesis I

Ho: SMEs growth (development) does not promote economic advancement.

H1: SMEs growth (development) promotes economic advancement.

Using the above regression result, we are to reject the H0, accept H1 and conclude that the growth or development of the SMEs sector can lead to economic development.

Further statistical results are presented below:

Coefficient of Determination:

The coefficient of determination (R2) of 0.79 implies that the GDP, UR and IR explain about 80% of the total variation in GEI. The remaining 20% of the variation in GDP is explained by other variables that affect economic development not included in the model but captured in the stochastic term (et).

Taking into consideration the degree of freedom, the Adjusted R2 of 0.74 dips a little to 74%. This confirms that the model is a good fit; and its explanatory power is high.

ii.T-test: 

	Variables
	Parameters
	t- statistics
	T tabulated
	Decision
	Conclusion

	GDP
	a1
	5.830268
	2.145
	Reject H0
	Significant

	UR
	a2
	0.463580
	2.145
	Accept H0
	Not Significant

	IR
	a3
	-0.347365
	2.145
	Accept H0
	Not Significant


Table 5.1: T-Test analysis table.

Decision Rule

Accept H1 if T-calculated >T-tabulated, Reject H1 if T-calculated< T-tabulated.

Since, Tcal of GDP is greater than Ttab i.e. 5.830>2.145; the null hypothesis (H₀) will be rejected which depicts that there is no significant relationship between SMEs and Economic development.

Also, the Tcal for UR and IR obtained as 0.46 and -0.34, which is less than 2.145 implies that there is no direct relationship between GEI, UR and IR. Therefore, the null hypothesis will be accepted.

iii.F-test:

Ftab= (k-1) (n-k)

Where k=4 (total number of variables used) and;

n=18 (number of years in the sample used).

Thus, The theoretical F-value (F-tab) under 5% level of significance is;

V1= K-1 (4-1) = 3 and V2= N-K (18-4) = 14

The Ftab will be calculated at 5% levels of significance.

The regression result shows that the Fcal is 17.43205.  Meanwhile, Ftab= 3.34 at 5% level of significance.

Since 17.43205˃3.34, the Null Hypothesis (H₀) is rejected and we accept the Alternative Hypothesis (H₁). This means that there is a significant relationship between the Global SMEs Index (GEI) and all the explanatory variables: Gross Domestic Product (GDP), Unemployment Rate (UR) and Inflation Rate (IR) respectively. This test of hypothesis indicates that the regression has a strong goodness of fit.

4.2 Presentation of Econometric Results

	Series
	Residuals

	Sample
	2000 – 2017

	Observations
	18

	D.W statistic
	1.307418


Discussion of Results

Autocorrelation Test (Durbin Watson Test):

Decision rule: The value of “d” always lies between 0 and 4. If the Durbin Watson statistics is substantially less than 2, there is evidence of positive serial autocorrelation. Durbin Watson (d) = 2, indicates there is no autocorrelation. As a rough rule of thumb, if d< l, there may be cause for alarm. The computed d = 1.307418, which reveals that there is a positive serial autocorrelation between GEI, GDP, UR and IR since it’s greater than 0 and less than 2. Furthermore, the computed d-statistic of about 1.31 implies that there is no cause for alarm, as it’s significantly above 1. This also agrees with our R2 and adjusted R2.

Test for Causality

Hypothesis II

H0: There is no causal relationship between SMEs and economic development in Nigeria.

H1: There is a causal relationship between SMEs and economic development in Nigeria.

The Granger Causality Test was used to determine the causal relationship between SMEs and economic development using the GEI, GDP, UR and IR Index and the result is as shown below:

	Null Hypothesis:
	Obs
	Probability

	GDP does not Granger Cause GEI

GEI does not Granger Cause GDP
	16
	0.1545

0.5531

	UR does not Granger Cause GEI

GEI does not Granger Cause UR
	16
	0.7117

0.5565

	IR does not Granger Cause GEI

GEI does not Granger Cause IR
	16
	0.0201

0.9289

	UR does not Granger Cause GDP

GDP does not Granger Cause UR
	16
	0.7349

0.0177

	IR does not Granger Cause GDP

GDP does not Granger Cause IR
	16
	0.6161

0.0310

	IR does not Granger Cause UR

UR does not Granger Cause IR
	16
	0.6561

0.6474


Table 5.2.2: Causality Result

The decision rule states that the probability of F-statistic must be less than 0.5 to show causal relationship. Hypothesis with less than 0.5 probabilities of F-Statistics have been highlighted for easy understanding. 

Going by the result, there is a causal relationship between GDP and GEI because of its probability of F-Statistics which is 0.1545. There is also a causal relationship between IR and GEI (0.0201), GDP and UR (0.0177) and between GDP and IR (0.0310).

Therefore we reject the null hypothesis, accept H1 and conclude that a causal relationship exists between SMEs and economic development in Nigeria.

CHAPTER FIVE

CONCLUSION AND RECOMMENDATION

This chapter provides an overview of the research findings. The implications and consequences of the research results are presented, followed by an evaluation of the overall research process, and a brief discussion of the limitations of the study and policy implications

5.1 Research Findings

The success of Small and Medium Scale Enterprise (SMEs) in the developing world context is and will continue to be one of the most critical methods of moving nations forward in terms of unemployment, economic participation and rectifying an unequal and unjust society.

In terms of relevance in economic growth; development process, MSMEs made sizable contributions to the sustained increases in gross domestic product, reduction in the inflation and unemployment rate. It becomes important to understand the relationship between the daily increase in the rate of Micro, Small and Medium scale Enterprises and its impact on economic development. While past research has created a starting point for this understanding, additional research is needed to clearly outline for students, researchers and policy makers the relationships between multiple MSMEs and Nigeria’s economic development.

In the course of the research, the importance of the role of the entrepreneur has been shown to be an independent entity that has a significant role to play in job creation and economic sustainability. It is for this reason that we maintain a distinction between the entrepreneurial innovation of a small or start-up firm, and the innovative activities of existing, especially dominant, players in the market.

In the words of Birch (1987), “It may seem odd that the vitality of the economy is maintained through the decline of large firms, but the continual births of new firms usually more than make up for the lost jobs as well as providing the new blood that keeps the economy going.” 

The research questions and findings are expected to stimulate further thinking and study by researchers, practitioners, and policy makers concerned about the future of entrepreneurship in rural and urban Nigeria and its impact on economic growth and development.

This thesis therefore agrees with other reputable scholars such as Afolabi (2015), Akingunola (2011) and Koster et al (2012) who believe Micro, Small and Medium Enterprises (MSMEs) are not only capable of creating jobs and increasing employment; hence, reducing the rate of unemployment in Nigeria, but also believe MSMEs are capable of accelerating economic growth through increased contributions to gross domestic output. Therefore, the MSME sector in general is relevant in the growth process of the Nigerian economy.

5.2 Conclusion 

It can be seen that entrepreneurship entails identifying, utilizing and maximizing profitable business opportunities in a sustainable manner that can foster the economic growth and development of a community or nation. Business entrepreneurship usually results in flourishing micro, small and medium enterprises (MSMEs) which generates gainful employment, creates wealth and consequently grows the economy. Nevertheless, government policies and the prevailing business environment, particularly the uncontrollable factors can impede the significant impact of entrepreneurship on economic growth/development. Although Nigeria has been experiencing a reasonably consistent economic growth, the rates of unemployment and inflation have been far greater. This means economic development has not actually been achieved as it were. Because of the lack of data to measure the level of entrepreneurship development in Nigeria, an empirical is often impossible. However, the Global Entrepreneurship Index has breached this gap as it measures entrepreneurship performance viz-a-viz government policies.

The framework and policy for entrepreneurship with consistency is fundamental and enabling infrastructural developments are prerequisites for any impactful entrepreneurship development. Until sufficient jobs are provided and wealth created, entrepreneurship has a long way to go in Nigeria. 

In summary;

* Entrepreneurship plays a crucial role in the economic growth and development of any nation. In order words, there is a veritable link between entrepreneurship development and economic development.

* Economic growth is a necessary factor to foster economic development of any nation.

* Nigeria’s business clime, policies and programmes are quite unstable and discouraging to allow for any significant impact on entrepreneurship development.

* The management structure in place will determine whether or not business will succeed or crash at the short or long run.

* Availability of finance is still a major issue hampering the growth of MSMEs

* Contrary to popular opinion, 80% of raw materials used are locally sourced. This business cycle of trade has sustained the Nigerian economy since time immemorial.

* An essential requirement to enhance entrepreneurship development in Nigeria would be reviewing the National Policy on Education; while creating a solid National Policy on Entrepreneurship to re-orientate Nigerians.

* When entrepreneurship is taken seriously by policy makers and the society, the end result will be wealth creation and poverty reduction as this will gradually reduce unemployment.

5.3 Recommendations

a. Government and other financial institutions should come to the aid of the Micro, Small and Medium Scale sector by providing special loan facilities; which will enable them obtain modern technology.

b. Training facilities should be arranged by government, SMEDAN and NGOs to increase the efficiency of the MSME labor force.

c. Special schemes should be introduced to encourage female entrepreneurs.

d. Provision of basic amenities such as road and security and affordable power (electricity) facilities will be helpful.

e. Creating an enabling environment that lowers the barriers to market entry will certainly spur entrepreneurship. To achieve this objective, entrepreneurship should be integrated into the country’s economic development efforts by: Making entrepreneurship part of the explicit mission of economic development efforts.

f. Access to reliable and steady sources of funding is essential to entrepreneurial growth and sustainability. By establishing a framework that encourages the funding of new ventures, government can help ensure that solutions that work will sustain and grow their impact. To achieve this objective, government needs not only to invest in diverse sources of risk capital to fund entrepreneurs, but also to provide the fiscal incentives for investors to provide funding by developing a rich base of early-stage capital options to fund entrepreneurs.
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