THE IMPACT OF MICROFINANCE BANK IN GROWTH OF SMALL AND MEDIUM SCALE BUSINESS IN NIGERIA


ABSTRACT
This study discusses the impact of Microfinance Institution (Microfinance bank) on the growth of Small and Medium Scale Enterprises (Small and medium scale business) in the Owerri Urban. The study examined the detailed profile of Small and medium scale business in the Owerri Urban of Nigeria, the contribution of Microfinance bank to entrepreneurial growth, the challenges encountered by Small and medium scale business in accessing credit and the rate of credit utilization by Small and medium scale business. An analysis of the profile of Small and medium scale business shows that most Small and medium scale business area their Micro stages since they employ less than six people and these factory considerably dominated by the commerce sub-sector. There search also indicates that Microfinance bank have had a positive effect on the growth of Small and medium scale business. Some of the critical contributions of Microfinance bank include; greater access to credit, savings enhancement and provision of business, financial and managerial training. Irrespective of the contributions of Microfinance bank to the development of Small and medium scale business, there are challenges that affect the operations of both Small and medium scale business and Microfinance bank. The major challenge faced by Small and medium scale business is the cumber some process associated with accessing credit of which collateral security and high interest or setback. On the other hand, Microfinance bank face some challenges relating to credit misappropriation and non- disclosure of the relevant facts of the business operations of Small and medium scale business. The final analysis of their search clearly reveals that Microfinance bank have a positive effect on the growth of Small and medium scale business. In order to enhance a sustained and accelerated growth in the operations of Small and medium scale business, credits should be client- oriented and not product-oriented. Proper and extensive monitoring activities should be provided for clients who are granted loans.



CHAPTER ONE
[bookmark: _GoBack]INTRODUCTION
1.1 BACKGROUND OF THE STUDY
Nigeria is said to have a relatively long history of government initiatives to promote and finance, small and medium enterprises (Small and medium scale business). The contributions these Small and medium scale business make to the economic development and growth of Nigeria are substantial because so many people are employed by these enterprises. This is so because it is accepted worldwide that the development and growth of Small and medium scale business can play an important role in turning the growing unemployment situation around. In the light of foregoing, policies and programmes that would support the development of Small and medium scale business are formulated and implemented to better the lives of the citizenry. According to Mbuta and Nkandela (1998), the importance of Small and medium scale business in contributing to job creation and output growth is now widely accepted in both developed and developing countries. Of particular interest is the process of expansion of these enterprises from micro or small into medium size, as it is when they become medium-sized that growth- oriented Small and medium scale business make their most tangible contribution to economic growth and job creation. Dynamic medium-sized enterprises provide a competitive edge in two ways - as leading subcontractors and as venture firms in their own right. (Cited in the research work of Owusu, 2011)
Also as cited in the research work of Owusu, 2011 Abugre (1994) micro and small enterprises are those enterprises employing 29 or fewer workers. Microenterprises are those that employ between 1 to 5 people with fixed assets not exceeding 10,000 US Dollars excluding vehicles, land and buildings. Small enterprises employ between 6 and 29 or have fixed assets not exceeding 100,000 US Dollars excluding land and building. It must be emphasized that lack of finance remains the major constraint to small and medium enterprises in the country.
It is believed that Nigeria began officially promoting the activities of small and medium businesses in 1969 with the establishment of the credit guarantee scheme by the Bank of Nigeria to assist entrepreneurs in obtaining bank credit. This was followed in 1970 by the creation of the Nigeria business promoting programme. The objective of these initiatives was to promote financial and technical assistance to newly established and existing micro, small and medium scale businesses, but their impact was limited. The schemes benefited mostly politically connected Nigerian managers of foreign owned manufacturing companies (Abugre, 1994).
In fact, the need for sustainable sources of funding for Small and medium scale business had necessitated the emergence of financial non-governmental organisations on the economic and business scene of the country. According to Opare-Djan (2002), the role Kraban Foundations has played in the microfinance business is substantial. One can also cite the case of Kiva, Sinapi Aba among others in NGOs implementation of micro financing activities.
1.2 STATEMENT OF THE PROBLEM
In the 2009 Bank of Nigeria report on the major operations of Banks and other financial institutions in Nigeria, it was established that most formal banking institutions do not cultivate the habit of doing business with individuals and small business customers, since they consider them to be high risk clients. Small and medium scale business are considered as high risk businesses because they lack the necessary collateral to serve as security for loans and it is costly. This is because applicants from the informal sector tend to apply for small loans which require the same administrative procedure and oversight that are required for the relatively larger loan request made by medium or large scale firms. Hence, the co-operate culture of banks and financial institutions are far removed from the informal world of the micro-entrepreneur.
1.3 OBJECTIVES OF THE STUDY
The general objective of this study is to find out the impact of micro credit on Small and medium scale business performance. Specifically the study aims at:
1. To find out the volume of loans granted by Microfinance bank to Small and medium scale business
2. To find out the challenges Small and medium scale business face when assessing micro-credit
3. To compare the rate at which Small and medium scale business borrow from Microfinance bank as against other sources of capital
1.4 RESEARCH QUESTIONS
1. What is the impact of micro credit on Small and medium scale business performance
2. What is the volume of loans granted by Microfinance bank to Small and medium scale business
3. What are the challenges Small and medium scale business face when assessing micro-credit
4. What is the rate at which Small and medium scale business borrow from Microfinance bank as against other sources of capital
1.5 SIGNIFICANCE OF THE STUDY
The outcome of this research, which seeks to investigate the impact of microfinance on Small and medium scale business in Owerri, will serve as a guide to policy formulation and decision making input over the years. Also the findings of this study would be used as an additional guide by economic policy makers into Small and medium scale business in Nigeria. Also the results of the study can be adopted and used as a guide to take more pragmatic decisions. The study will also make known the activities of the two microfinance institutions under study, which will highlight their activities in the broader perspective in terms of granting loans and credit to the various Small and medium scale business. The study will also serve as literature which will contribute and add up to the existing knowledge of the proposed topic.
1.6 SCOPE OF THE STUDY
The study will focus on the city of Owerri which has an appreciable level of development with an equally appreciable influx of both Small and medium scale business and Microfinance bank. The phenomenon has in effect resulted in making the city quite vibrant for business and hence a precise location for this research works. Specifically, the study focused on Deson microfinance and GIFS microfinance institutions in the Owerri Urban as well as the various individuals and groups within the SME sector who form the client base of these two Microfinance bank.
1.7 LIMITATION OF THE STUDY
The possible limitation of the project is attributed to the lack of time as well as insufficient funds. The study would have been quite broad and representative if it had covered all microfinance institutions nationwide. However, the research is limited to only two microfinance Institutions in Owerri.
1.8 ORGANIZATION OF THE STUDY
The entire project is organized in five chapters. The introductory part is chapter one. It deals with background information on the topic, the problem statement, research objectives, and significance of the study, research questions, limitations and delimitations. Chapter two comprises review of the relevant literature of the study. Some of the notable areas reviewed included: Concepts of micro, small and medium scale enterprises, sources of finance of Small and medium scale business, activities of financial non-governmental organizations and challenges facing the microfinance sector.
Chapter three consists of the methodology, the instrument used for the study, population, sample, and sampling techniques. Chapter four presents the results of the study through an analysis of the data from the field survey and finally the summary, conclusions and the recommendations are presented in chapter five.


CHAPTER TWO
2.0 INTRODUCTION
Small and Medium enterprises usually face the risk of poor guarantees and lack of collateral securities to secure a loan and inability to repay the loan as a result of high interest rate charge by the Money deposit bank, as a result of this microfinance provides a platform to meet this needs. Although the banking sector is the largest and most important source of external financing for small and medium scale enterprises, by and large, it is believed to be undeserving the needs of this sector. Small Scale enterprises alternatively draw financing from a variety of sources.
Small firms rely proportionally more on non-bank services such as internal funds (savings, reformed earning family network) and the informal sector (money lender) as a result of their inability to produce the collateral needed by the money deposit bank (Salta, 2012).
In Nigeria, 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 freely, weekly or monthly to be pulled and when collected in turns to find their business or personal projects.
The microfinance institutions have gone a long way to improve the small scale enterprises by granting them loans and also they help the small scale industries or enterprise to finance their projects. Without microfinance institutions loans the small scale enterprises will suffer, since they lack huge capital base.
2.1 CONCEPTUAL FRAMEWORK
Microfinance is majorly envisioned to provide financial services for poor and low income enterprises offered by different types of service provided. Microfinance Institutions (MFIs)
commonly tend to use methods developed over the last 30 years to deliver very small loans to unsalaried borrowers, taking little or no collateral. These methods include group lending and liability, pre-loan savings requirements, gradually increasing loan sizes, and an implicit guarantee of ready access to future loans if present loans are repaid fully and promptly.
From a global perspective, microfinance organizations envision a world in which low income households have permanent access to a range of high quality and affordable financial services offered by a range of retail providers to finance income producing activities, build assets , stabilize consumption, and protects against risks.
2.1.1 The Concept of Microfinance
Microfinance is the provision of financial services adapted to the needs of low income people especially the provision of small loans, acceptance of small savings deposits, and simple payments services needed by micro and small entrepreneurs and other poor people (USAID, 2000). Nyor, et. al. (2013) noted that microfinance is about providing financial services to the active poor who are traditionally not served by the conventional financial institutions. The concept of microfinance was perceived as the provision of financial and non-financial services by MFBs/MFIs to low income groups without tangible collateral but whose activities are linked to income-generating ventures (Ledgewood 2000, Christen and Rosenberg 2000). Furthermore, Ledge wood (2000) viewed microfinance as an economic development approach intended to benefit low income women and men. It means that the purpose of microfinance is to reach the low income entreprenuers with financial services that will enable them creates wealth without any discrepancy as to sex of such person (Idowu and Salami, 2011). Gert Van Maanen (2004) cited in Babajide (2011) describes microfinance as banking the unbankables, bringing credit, savings and other essential financial services within the reach of people who are poor to be
served by regular banks, due to lack of sufficient collateral. Therefore, microfinance is the practice of offering small and short term loans to entrepreneurs who otherwise would not have access to capital to begin small business or other income generating activities. Microfinance idea became popular in the development discourse of the early 1980s (Iyoha and Igbatayo 2008). In general, microfinance has five features that distinguish it from credit supplied by the conventional financial institutions. First, the loan size is small; however, this general feature differs from one country to another and depends upon the differences in the levels of the country’s socio-economic development. Secondly, the primary customers of these loans are the people who have little access to conventional banking facilities. Thirdly, the purpose of these loans is to create income-generating activities. Fourthly, tangible collateral is not necessarily required for taking this kind of loan.
Finally, this is another aspect of micro credit programme that distinguishes itself from conventional banking. But the microfinance ventures have integrated loaning and savings mobilization functions, in order words, regular savings are a pre-condition for granting loans (Iyoha & Igbatayo, 2008).
Microfinance, with regard to this study, is the practice of offering financial and non-financial services, to entrepreneurs who hitherto cannot access the conventional financial institutions, at a fee that is affordable and economic to the users of such services. This will enable them to start or build up their own enterprises. The Microfinance Policy defined the framework for the delivery of these financial services on sustainable basis to the Micro, Small and Medium Enterprises (MSMEs) through Microfinance Banks (CBN, 2005).
Microfinance Bank, according to the Central Bank of Nigeria (CBN, 2009 & 2012), is a company licensed to carry out the business of providing microfinance services such as savings,
loans, insurance, money transfer and other financial services that are needed by the economically poor, micro, small and medium enterprises. Based on their minimum paid up capital, Microfinance banks are categorized in to Unit, State and National. Unit Microfinance Bank is authorized to operate in one location and it has a minimum paid up capital of N20,000,000.00 (Twenty million Naira). A State Microfinance bank is authorized to operate in one State or the Federal Capital Territory (F.C.T) and has a minimum paid up capital of N100,000,000.00 (One hundred million Naira). A National Microfinance bank is authorized to operate in more than one State including FCT and has a minimum paid up capital of N2,000,000,000 (Two billion Naira). It has been observed that microfinance and MFBs are intended to fill a definite gap in the finance market and the financial system respectively, to assist the financing requirements of  some neglected groups who may be unable to obtain finance from the formal financial system. These neglected groups that constitute the target users of such microfinance are mainly in the informal sector of the economy and are predominantly engaged in small and medium scale farming, commercial/trading and industrial activities.
Through microfinance, entrepreneurs in most countries were able to have access to variety of financial and nonfinancial services. These financial services include savings, loans/credit, payment facilities, money transfer and insurance. The non-financial services mainly entail training in MSMEs investment and business skills which mainly addresses capital investment decisions, general business management and risk management. The accessibility has resulted in employment generation, poverty reduction and consequently economic growth and development (Taiwo, 2012).
2.1.2 The Concept of Small and Medium Scale Enterprises
The concept and definition of small and medium scale enterprise is dynamic in character and varies with time and also varies among institutions and countries. Not with standing, the basic definitional parameters are not the same. They include numbers of employees, Assets and turnover.
Sule (1986) stated that, it is evidence around the world that small and medium scale enterprise provide an effective means of stimulating indigenous entrepreneurship, enhancing greater employment opportunities per unit capital invested and aiding the developing of local technology. Small scale enterprise: An enterprises with a labour size of 11-100 workers or a total cost of not more than 50 million including working capital but excluding cost of land (Sule, 1986:2007) while medium scale enterprises is an industry with a labour size of between 101-300 workers or a total cost of over 50 million, but not more than 200 million including working capital but excluding cost of land (Clifford, 1972:85).
SMEs and NERFUND (2004) define SMEs as an enterprise with an asset base not exceeding N200,000,000.00 excluding land and working capital with staff strength of not less than 10 and not more than 300. A cursory glance a the structure of SMEs in Nigeria reveals that 50% are engage in distributive trade, 10% in manufacturing, 30% in agriculture and the rest 10% in services. A special feature of Nigeria SMEs is that distributive trade component is generally considered more commercially viable than the manufacturing component hence they attract more funding from bank and other financial institutions (Ibru, 2004). In summary SMEs can therefore be said to be conducted in the following terms: i. As a proprietorship: Single ownership ii. As a partnership: Where (2-20) 2 to 20 people polled their resources together
iii. As a legally, incorporated Entity: having the characteristics of a legal person and this could be a private limited sole company.
However, in Nigeria more than 83% of the SMEs operate under the first two businesses type, while the third one operate mainly as family business (Ibru, 2004).
According to Ranjami (2012) SMEs and entrepreneurship are now recognized worldwide as key source of economic growth and development. Kolawole (2013) contends that small and medium scale enterprises play a very important role in developing economies. This view appears to be supported by Chijah and Forchu (2010) when they argue that the promotion of micro enterprises in developing countries is justified in their abilities to faster economic growth, alleviate poverty and generate employment. According to the Nigeria’s national Council on Industry; an SME is define in terms of employment i.e. as one with between 10 and 300 employees. Currently small and medium sized enterprises are defined by their size. In the European Union, SMEs are defined as small or medium sized if it has not more than 250 employees and not more than 50 Million Euros turnover respectively, a balance sheet total of less than 43 Million Euro and if not more than 25% of the shares of such an enterprise are in the ownership of another enterprise. The Small and Medium Industries Equity Investment Scheme(SMIEIS) in Nigeria, defines small and medium enterprises(SMEs) as “enterprises with a total capital employed of not less than N1.5 million, but not exceeding N200 million, including working capital, but excluding cost of land and/or with a staff strength of not less than 10 and not more than 300”.
The benefits of SMEs cannot be overemphasized they include; contributions to the economy in terms of output of goods and services, and creation of jobs at relatively low capital cost.. It is a vehicle for the reduction of income disparities thus developing a pool of skilled or semi-skilled workers as a basis for the future industrial expansion; improve forward and backward linkages
between economically, Socially and geographically diverse sectors of the economy provide opportunities for developing and adapting appropriate technological approaches and also offer an excellent breeding ground for entrepreneurial and managerial talent.
Kolawole (2013) suggests five essential and inter-related gaps in small enterprise performance comparing stylized enterprises in developing and industrialized economies. These five “gaps” needs to be addressed in order to improve prospects for high-impact small enterprise development in developing economies:
* Role of entrepreneurship. In many developing countries, “necessity entrepreneurship” prevails, versus greater levels of “opportunity entrepreneurship” in industrialized countries, which tend to be led by higher skilled and better-capitalized entrepreneurs.
* Firm growth and upgrading. In many developing countries, only a small proportion of micro and small firms grow beyond a certain threshold, due mainly to lack of specific management and/or marketing skills.
* The lack of trust in society is another impediment, limiting many small firms to what their families and immediate communities can control or supervise. The result is a lack of more specialist and sophisticated medium-sized companies, often called the ‘missing middle.’
* Technological capabilities. Small enterprises in developing countries mostly focus on low- tech routine operations and use mature technologies as blue prints. On average, compared to their industrialised economy counterparts they are less capable of creating knowledge, applying new technologies and rarely performing R&D, often due to the lack of human capital, business competencies and skills.
* Export competitiveness. In developing countries, the export share of small enterprises tends to be much lower than in industrialised countries, with a few remarkable exceptions in Asia
such as China, Taiwan and increasingly, Vietnam. This situation reflects the technology gap, and in turn, results in small enterprises being excluded from international best practices and sources of knowledge.
2.2 THEORETICAL FRAMEWORK
This section deals with some of the various theories relating to the financial structuring of SMEs. The theories discussed under here are the bank capital channel model, the capital constraint model, the Lifecycle theory, Pecking order theory and the agency framework hypotheses.
According to Iherudu (2012), the emerging theory of microfinance can be stated to be that, microfinance programmes constitute and provide the drive to develop a broad access to the financial resources crucial to the poor, in order to provide the basic requirements for sustainable economic development for the state.
Soludo (2013) reveals that in order to sustain increases participation of skilled entrepreneurs in the credit and other financial service delivery to the micro, small and medium enterprises in the microfinance sub sector, Central Bank of Nigeria (CBN) is forging ahead in its determination to develop a pool of articulate and well focus entrepreneurs through setting up one Entrepreneurship Development Center (EDC) in each of the six geo-political zones in the country.
According to Nwoye (2013), added that microfinance provides a strong focus on macro- economic stabilization, especially in the pursuance of massive trades and investment liberalization program to encourage entrepreneurial capacity to develop business and for the business to succeed.
2.2.1 Pecking order theory
The pecking order theory is one that was developed by Myers Sanders in 1984. It implies that the financing requirements of firms (usually SMEs) are catered for in a hierarchical order. The initial source of funds is internally generated. As the amount of funds required is increased, the next source is via the use of debt. Further increase in the need of funds leads to sourcing for external equity. Thus there tends to be a negative relationship between profitability and external borrowing by small firms. This further implies that the debt equity mix of a firm should be heavily dependent on the hierarchical financing decisions over time.
This theory thus maintains that businesses organizations always prefer to use internal funds. If it is not available, the organization will prefer to use debt as an external source of fund before it considers equity financing. Therefore, by simply examining a firm’s debt equity mix, one can have a general understanding on the health of that organization. When managers issue new shares, the public believe that the managers have concluded that the firm is valued more than its actual worth and as such they want to quickly utilize the opportunity. This leads to the investors valuing these new stocks lower than before. The theory also implies that older firms should have more funds available to promote growth since they have had more opportunities to accumulate internally generated funds i.e retained earnings.
Holmes and Kent (1991) found that SMEs observe strict adherence to the pecking order due to the fact that it is difficult for them to acquire externally generated finance. SMEs rely heavily on private markets thus limiting their financing sources. These restrictions on the type of finance available to SMEs coupled with the small firm‘s insistence on first using internal sources of capital (Holmes and Kent, 1991), creates a unique structure for small business.
2.2.2 Financial growth theory
This theory was developed by Berger and Udell (1998). According to them, as a business matures over the years, its financial obligations and financing options metamorphose having more information available to the public.
According to them, firms that are smaller, younger and possess more ambiguous information must depend on initial internal funding, trade credit, or a type of financing called angel finance. (Angel finance is one that occurs when an individual or organization provides a limited amount of financial backing for a start up business with more favourable repayment plan). As the firm grows, it qualifies for acquiring both venture capital and midterm loans as sources of both intermediate equity and intermediate debt respectively. Further aging of the firm makes it to become bigger and less informationally murky. This thus qualifies the firm to have access to both public equity and long term loans as sources of both long term equity and long term debt respectively.
The capital structure of SMEs is thus very different from that of bigger firms because SMEs rely more on informal financial market which limits the type of financing they are able to secure. The SMEs initial use of internal financing leads to a peculiar state of affairs whereby capital structure decisions are heavily dependent on the limited financing options. Therefore, SMEs possess varying capital structures and are financed by various sources at different stages of their development (Berger and Udell, 1998).
2.2.3 Bank capital channel theory
This model implies that the lending behaviour of banks to SMEs is heavily dependent on capital adequacy requirement. Obamuyi (2007) showed that a change in interest rate can influence banks lending to SMEs through bank’s capital. This implies that increasing the value of interest rates
raises the cost of banks’ external funding, but reduces banks’ profits and capital. The tendency is for the banks to reduce their supply of loans if the capital constraint becomes binding. On the other hand, the banks could also become more willing to lend during situations when the interest rate is favourable.
2.2.4 The Life cycle model
This model was developed by Weston and Brigham (1981). According to them, accelerated growth of a small firm could lead to the firm lacking capital. This was because, most of the time, small firms are created with just internal funds from the owners. As the firm grows, the amount of owners’ equity is no longer capable of sustaining it and the firm would have to resort to external sources of funds in order to survive. Thus, accelerated growth could result in illiquidity and thus the firm would have a decision to make between reducing its growth rate or becoming illiquid and sourcing for external funds. Therefore Weston and Brigham (1981) concluded by showing that SMEs that grow in size are very likely to have an increase in its debt structure.
2.2.5 Contract Theory
According to Wikipedia (2015), this theory was first formally treated by Kenneth Arrow. It studies how economic actors construct contractual arrangements in the presence of asymmetric information. Information asymmetry arises when one of two parties engaged in a business transaction happens to have more or different information than the other. In such a situation, one party does not have adequate information about the other party resulting in inaccurate decision making. This circumstance leads to a potential adverse selection and moral hazard problems in the credit market.
Adverse selection is a problem arising from asymmetric information which occurs prior to the transaction actually occurring. Here a lender may decide not to lend money even though the
borrower has the ability to make loan repayments as expected, just because he does not have enough information about the borrower to aid in his decision making.
On the other hand, moral hazard is a problem of asymmetric information that occurs post- transaction.
The borrower might engage in activities that are unknown yet undesirable from the lender‘s point of view, and this makes it less likely that the loan will be paid back. For these reasons, formal financial institutions insist on collaterals as a prerequisite for providing loan money to SMEs. The disbursement of loan money without securing adequate collateral is considered too risky.
Stigilitz and Weiss (1981) have opined that information asymmetry is a significant reason why SMEs find it difficult to acquire adequate loans. According to them, capital does not always flow to small firms because of adverse selection and moral hazard, two factors that are known to have a devastating negative impact on small enterprises.
2.3 LITERATURE ON THE SUBJECT MATTER
Microfinance Institutions (MFIs) according to Anyanwu (2013), are therefore, established to provide funds to small enterprises towards enhancing their development and growth in Nigeria, as a result of this, Microfinance (MF) makes provision of a very small   range of financial services to the micro, small and medium enterprises (MSMEs) and it helps and exploit new opportunities and engage in productive business venture. The growth of the SME sector according to Kalu (2012) will contribute to the growth of the country Gross Domestic Product (GDP), as they believe; it contributes more to the development of any economy than any other sector in the country.
Microfinance services are provided by three types of sources: Formal institutions, such as rural banks and cooperatives, Semi-formal institutions, such as non- governmental organizations; and Informal sources such as money lenders and shopkeepers.
Small scale enterprises remains on the most reviewed topics in literature especially as its impact on all sectors of the economy cannot be overlooked. Worldwide, they are accepted as the engine of economic growth and fox promoting equitable development. The major advantage of the sector is its employment potentials at low capital cost. The labour intensity of the small scale enterprises constitutes over 90% of total enterprises in cost of the economies it is credited with generating the highest rate of employment growth and account for major share of industrial production and export. The rapid expansion of small scale enterprises in economies of developed countries in the 1980s and 1990s has created a wide spread conviction that small, new ventures are the most important source of entrepreneurship and as dynamic and innovative factor, they contribute directly to economic growth. (Pioty and Rekowski, 2012).
However, the unwillingness or inability of the formal financial institutions (money deposit banks) to provide financial services to the urban and rural poor, couples with the unsustainably of government sponsored development financial schemes contributed to the growth of sector-led micro finance in Nigeria. Before the emergence of formal microfinance institutions, informal microfinance activities flourished all over the country. Informal microfinance is provided by traditional groups that work together for mutual benefits of their members. These groups provide savings and credit services to their members. The informal microfinance arrangement operates under different names: “esusu” among the Yorubas, “efoto” for the Igbos in the east and “adashi” in the North of the Hausas (CBN, 2012).
The Non-traditional, formalized microfinance institutions are operating side by side with the informal sector. The financial service provided by the microfinance institutions in Nigeria includes savings, credits and insurance facilities.
The Central Bank of Nigeria Survey (2012) indicated that the operations of formal microfinance institutions in Nigeria are relatively new, as most of them were registered after 1981.
The demand for microfinance services is high and increasing in Nigeria but the exact amount is not known. The continuous lay-off of labours form both the public sectors since the introduction of the structural adjustment program (SAP) in 1986 and the growing number of graduates from schools and colleges is pushing a large proportion of the population into informal sector activities (CBN 2012). Also the domestic market is large, with over 130 million people in need of various goods and services including financial services (Youssoufou, 2011).
The growth of microfinance activities reflects the expansion of informal sector activities and the exclusion of a large proportion of economically active population from the sector. Large volumes of financial transactions are concerned out by microfinance institutions, with little or no publicity around them. Their operations are not explicitly captured in official financial statistics and their activities are hardly reported on by the mass media yet their transactions impact directly on a large sections of the population especially the poor and small scale enterprises (CBN, 2012).
2.3.1 Microfinance Bank and SMES Growth
Access to finance is only key to SMEs growth globally, Nigeria inclusive. In Nigeria, financial inclusion has been recognized as an essential tool for SMEs development. Lack of access to financial institutions also hinders the ability for entrepreneurs in Nigeria to engage in new business ventures, inhibiting economic growth and often the sources and consequences of entrepreneurial activities are neither financially nor environmentally sustained. Idowu, (2008)
agrees that access to loans is one of the major problems facing SMEs in Nigeria. Diagne and Zeller (2001) also argue that insufficient access to credit by the poor may have negative consequences for SMEs and overall welfare. Access to credit further increases SMEs risk- bearing abilities; improve risk-copying strategies and enables consumption smoothing overtime. The idea of creating Micro Finance Institutions (MFIs) is to provide an easy accessibility of SMEs to finance/ fund particularly those which cannot access formal bank loans. Microfinance banks serve as a means to empower the poor and provide valuable tool to assist the economic development process. Kolawole (2013) is of opinion that the promotion of micro enterprises in developing countries is justified because of their abilities to foster economic development. The main objective of micro credit according to Sunitha,(2010) is to improve the welfare of the poor as a result of better access to small loans that are not offered by the formal financial institutions.
2.3.2 Funding of Small Scale Enterprises
A major barrier to rapid development of the small scale enterprises is a shortage to both debt and equity financing. Accessing finance has been identified as a key element for small scale enterprises to succeed in their drive to build productive capacity, to compete, to create jobs and contributes to poverty alleviation in developing countries.
Without finance in small scale enterprises cannot acquire or absorbed new technologies. Although the banking sector is the largest and most important source of external financing for scale enterprises, by and large, it is believed to be under serving the needs of this sector. Small Scale enterprises alternatively draw financing form a variety of sources.
Small firms rely proportionally more on non-bank services such as internal funds (savings, reformed earning family network) and the informal sector (money lender) as a result of their inability to produce the collateral needed by the money deposit bank (Salta, 2012).
In Nigeria, 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 freely, weekly or monthly to be pulled and when collected in turns to find their business or personal projects.
The microfinance institutions have gone a long way to improve the small scale enterprises by granting them loans and also they help the small scale industries or enterprise to finance their projects. Without microfinance institutions loans the small scale enterprises will suffer, since they lack huge capital base.
2.3.3 Accessibility of Microfinance Loans
As access to loans is one of the major problems facing small scale in Owerri urban. The idea of creating microfinance institutions is to provide an easy accessibility. Small scale enterprises do not have access to loans and this will be effect on them because they will not be able to satisfy their clients.
In order to determine small scale enterprises accessibility to MFIs loans, this question was asked “does your company have any access to MFIs loans?” and the result shows that 55 of the respondents which represents 92% claimed they have an access to MFIs and 5 respondents which represents 8% respondents disclosed that they have no access to MFIs loans.
To measure the percentage level of small scale enterprises goals achievement using MFIs loans likely question was asked thus; “what percentage level of goal achievement did your company derived from the loans obtain from MFIs?” This represents the articulated assertion of the 55 respondents in which 16% of them disclosed that they recorded 70 to 100% goals achievement using loan granted, 49% which represents almost half of the respondents claimed that they
achieved more than half of their goals which are 50-69 percent rising MFIs loans 35% of the respondents said that they only met 10 to 49% of their targeted goals.
2.3.4 The Importance of Small and Medium Enterprises in the Development of a Nation The general characteristics of less developed regions indicate the nature of the needs and these include: unemployed and underemployed labor, a small or negative rate of growth of real per capital income, grossly unequal income distribution, low investment rates and scarce capital and political and economic instability (Lebell et al, 1974). This gives a vivid picture of Nigeria‘s industrial landscape which like any less developed country, is littered with many micro, small and medium enterprises. They are expected to provide the driving force for the industrialization and overall development of the Nigerian economy. This explains the increasing policy attention accorded the SMEs in addition to the fact that they play significant roles in meeting some basic economic and industrial developmental objectives. Few among the significant roles played by the SMEs are as follows: First, the SMEs provide the training ground for the development and growth of indigenous entrepreneurs (Kilby, 1988). Casson (1982) opines that by acting as a seedbed or nursery, usually for the indigenous population, they serve as vehicles for the propagation and diffusion of innovative ideas for far reaching dimensions. They are more flexible and can easily adapt to changes in the external environment. A second social contribution of SMEs according to Owualah (1987) is the transformation of traditional industry. In both developed and developing countries, the traditional sector has served and continues to serve as the springboard for launching into a vibrant modern sector. Thus a fledging SMEs sector can be a means of achieving a smooth transition from the traditional to the modern industrial sector (United Nations, 1984). Third, SMEs due to their labor intensively and usage of low-level technology are able to garner and use the widely available local labor supply. This is consistent
with the nation‘s income distribution objectives (Steel and Takigi, 1983). Also, it is opined that SMEs create more jobs per unit of energy consumed than large scale ones (Vankataraman, 1984). Fourth, SMEs assist in the dispersal of economic activities through encouraging the development and modernization of these activities outside the major metropolitan areas. Thus, they are able to stem the tide of rural-urban drift. Another economic role of the SMEs is their ability to mobilize financial resources, which would otherwise be idle or untapped by the formal financial sector (Central Bank of Nigeria, 1985).
Fifth, SMEs facilitate the conservation of foreign exchange and the development of the scarce resources of management in developing countries. This is mainly due to their size or scale of operations and unsophisticated management structure. A high percentage of the profit of SMEs, most of which are locally owned is known to be ploughed back to ensure a higher rate of future growth (Committee of Inquiry on Small Firms, 1971) Also, Kamaluddin (1982) opined that the SMEs provide the desired linkage effects, especially agro-industrial linkages. It is pertinent to highlight the contributions of SMEs to the economic of some countries and also, that of Nigeria. A study carried out by the Small Business Research Unit in the United Kingdom between the periods 1982-1988, showed that SMEs created between 8000,000 and 1,000,000 new jobs. Also, Gibb (1996) opined that small and micro enterprises were by far the most common form of enterprises in Europe and constitute over 98 percent of all registered companies. In Japan, the industrial strength of the nation is premised on SMEs. They employ more than 82 percent of the total labor force and account for more than 50 percent of the total manufacturing value added. In Nigeria, Kasimu (1998) opined that the SMEs have through NIDB assisted projects created more than 300,000 jobs and through the Nigeria Agricultural and Co-operative Bank (NACB), created more than 700,000 jobs.
2.3.5 Types of Microfinance Institutions (MFIs)
Mabogunje (2003) identified the following institutions as types of micro finance institutions in Owerri urban: Community Banks, Religion Based Microfinance Institutions (MFIs), Rural Based, Microfinance Institutions (MFIs), Cooperative Societies, Money Lenders, Non Governmental Organization (NGOs), Government and Money Deposit Banks
2.3.6 Small and Medium Scale Enterprises in Nigeria
The path towards industrialization differs from one country to another. However, the objectives for industrial development include the following. To expand the range of economics and choices to individuals by giving them independence from other people and nations. To raise standards of living. iii. To expand the availability and distribution of basic life-sustaining goods. In line with the above, Maizels (2013), agrees that industrialization is the key to economic progress in most countries because it tends to increase physical output per head. The ripple effect of this is the increase in the share of manufacturing in the national output. Similarly, a country is said to be industrialized if her industrial output is at least 25 percent of her Gross Domestic Product (GDP), 60 percent of this output is contributed by the manufacturing sub-sector and of the population, at least 10 percent are engaged in manufacturing.
The Nigerian industrial scene is characterized by a wide diversity of industrial structures, technologies, factor intensities, input requirements and product qualities. Also, the industrial scene shows different levels of organization, administration/managerial and technical skills. This is because Nigeria adopted the classical approach to industrialization. However, the industrial development of the 1960s and 1970s concentrated on Large Scale Industries (LSI). These industries subscribed to by the government and foreign multi-nationals had a dramatic turnaround in the early 1980s as a result of the collapse of the oil boom. The reduction in the
foreign exchange allocated for the importation of raw materials and spare parts for these LSIs, led to the general shut-down or reduction in capacity utilization of these firms between 1983 and 1996. Accompanying this economic downturn was massive retrenchment by the industries, scarcity of basic goods and services and the subsequent devaluation of the nation‘s currency (the Naira). The above economic scenario led to the adoption of the Structural Adjustment Programme (SAP) in 1986 and a change in the industrial policy in 1988. This change shifted the priority focus from LSIs to SMEs. The change was highly necessary. According to Ogun and Anyanwu (1999), the biased strategy towards large scale production activities invariably undermined the growth and development of indigenous industries most of which are small and medium scale on sizes. Eleazu (1988) opines that the public sector preoccupation with public sector investment led to the neglect of and inadequate attention to development of infrastructural facilities – roads and railways, water and human resources development, telecommunications and lastly electricity and other energy supplies. Also, the SMEs are widely accepted as having greater capacities to utilize locally available raw materials, technologies, manpower and promote even and balanced industrial development.
The major activity in the SMEs development occurred between 1987 and 1989 with the establishment of several institutions to provide financial assistance to small and medium enterprises. Such institutions include: The Nigeria Industrial Development Bank, The Nigerian Bank for Commerce and Industry, Nigerian Agricultural and Cooperative Bank and the National Economic Reconstruction Fund (NERFUND). However, by the mid 1990s, the funds being made available by these institutions had dried up and most of the SMEs had collapsed as a result of the debt burden (inflated foreign exchange) and the value of the Naira. In addition to the above, the contributions made by the SMEs to the economy were low. The above scenario necessitated the
formulation of new policies and attitudes towards the growth and development of SMEs in Nigeria.
2.3.7 Categories of Microfinance Banks (MFBs)
According to CBN (2012), private sector driven microfinance banks (MFBs) shall be established. The banks shall be required to be well capitalized, technically sound and oriented towards lending, based on the cash flow and character of clients. There are two categories of MFBs, namely; MFBs Licensed to operate as a unit bank: and MFBs Licensed to operate in a state.
MFBs Licensed to operate as a unit bank (also called community banks). This category of banks shall be community based banks. They can operate branches and or cash centers subject to meeting the requirements for opening branches or cash centers. The minimum paid up capital for this category of banks is #20million (Twenty Million Naira) for each branch.
MFBs licensed to operate in a state, MFBs in this category are authorized to operate in all parts of the state (or the Federal Capital Territory (FCT) in which they are registered subject to meeting the requirements for opening branches. The minimum paid up capital for this category is #1.0 billion (One Billion Naira).
2.3.8 Characteristics of Microfinance Banks (MFBS)
As earlier explained according to CBN (2012), and Mabogunje (2011), that microfinance is about providing financial services to the poor who are traditionally not served by the conventional or formal financial institutions. The following features distinguish microfinance from formal financial products or services; The smallest of loans advanced and or savings collected, The absence of asset based collateral, that is, the use of social collateral (such as character, cash flow) as against  physical assets, Simplicity of operations, that is, there are
simplicity and flexibility in the process and procedures unless which microfinance operates, Targeted at those who are not being served by the formal financial service providers, Access to repeat and larger loans based on repayment performance, Streamlined disbursement and monitoring.
2.3.9 The Constraints of Small and Medium Scale Enterprises
The economic history of industrial countries points to the obvious fact that surest to an industrial revolution is through small and medium scale enterprise. We have also come to know the obvious importance of SMEs and their contributions to the national economy. Experience has shown that when given proper attention SMEs contributed to the national development unfortunately, despite the importance of small and medium scale enterprise in the economy of the nation, the sector is still having some constraints. Following these constraints therefore, many eminent and ordinary people writing on this issue have been quoted in various circumstances concerning these constraints and their corresponding solutions.
i. Lack of Fund: One of the main constraints is lack of fund, writing on this Moh, (1991) stated that; “there is hardly any doubt that the core of the constraints in the business sector is one with a financial coloration. Most of the sector problems in the areas of production, marketing and indeed general management can be resolved by a financial solution. Therefore, capital is critical for the efficient organization of all productive activities. He continued that although various institutions that are presumably supposed to provide credit to the small business sector exist such as the bank, ministry of industries loan scheme, World Bank small business loan, NBCI etc, their impact has remained largely minimal. Unlike large enterprise, lending to small business is thought to be inherently a more risky understanding principally due to the following: lack of Adequate Data Base and Track Record, Insufficient collateral, Relative high cost of
administering and monitoring small loan portfolios, High rate of default. In practice, it would appear that banks prefer to pay stipulated fines rather than comply with Central bank of Nigeria provisions. Indeed access to loans SMES is really difficult especially in these days. In support of the above view, Ovuorie (1995:9) in his article “coping with small size business” noted that: “small scale businesses in Nigeria have very little or no access to loanable funds. Lending institutions conspicuously; everybody wants to do business with millionaire. It is not surprising therefore that SMES operators end up in the ugly trap under investment. This leads to very low returns on capital which in turn leads to the premature death of the business.
Writing on the same view Jarret, 1977) in this book noted that: “the dilemma of the less developed countries is that it can provide only very limited capital income of its people is so low, since this is the case, there is a corresponding limitation upon capital investment and this in turn means that productivity and therefore income remains low” This is main reason why for so long par countries have remained poor, they are in the grip of economic situation which is very difficult indeed to change. Writing on the same view Callaway (1975) a study of 225 businesses in Ibadan observed that, the majority of the entrepreneurs mentioned capital shortages as the greatest obstacle to their business expansion. In his contribution, Shanon, (1977) in book under- developed Area” a book of reading and reach stated that:
“The business man’s lack of capital makes him dependent on his supplier for credit; and upon his customers, and his financier is one person, his position deteriorates to one compete dependence” Uzowulu, (1987), mentioned difficulties in obtaining local and foreign finance for the big projects as one of the major problems of SMEs.
Marsha (1986) in his articles “self Reliance and small enterprises” stated that “the problem of finances is characteristics of small scale industries in both the developed and the developing
countries. Indeed virtually all the other problems confronting small scale industries emanate from lack of finance. “Dr. Masha also observed that small scale enterprise often lack knowledge of the right sources of finance for investment and working capital. In addition, institutional sources of funds are often unwilling to provide facilities for these enterprises. This made the SMEs to fact the perennial problem of shortage of working capital which hinders their ability to produce efficiently. The result is that many SMEs have to depend on alternative sources of capital in the form of family savings or borrowing from middlemen and money lenders where interest rate, collaterals and terms of repayment are much more exacting than those of the normal banking institutions.
ii. Lack of Infrastructural Facilities: Inadequate provision of essential services such as telecommunication, access roads, electricity and water supply constitutes one of the greatest constraints to SMEs development. Most SMEs resorts to private provisioning of these at great expense. A World Bank study (1989) estimated that cost accounted for 15-20 percent of the cost of establishing a manufacturing enterprise in Nigeria. Contemporary evidence has shown that the relative burden of the private provisioning of infrastructural facilities is such heavier on SMEs than on large scale enterprise.
iii. High Rate Enterprise Mortality: The incidence of inadequate working capital, which constraints productive capacities of the SMEs as well as absence of succession plan in the event of the death of the proprietor, leads in many cases to frequently early demise of SMEs. Moreover, the persistence of unstable macroeconomic environment, arising mainly from fiscal policy excesses has other smothered many SMEs.
iv. Financial Indiscipline: Some SMEs proprietors deliberately divert loans obtained for project support to ostentatious, expenditure. Others refuse to pay back as and when due. The
interest and the principal; because of political involvement and the misconceived notion of sharing the so called national cake. (Chibundu, 2006).
v. Lack of Experience and Training: Another serious problem is lack of experience and training. Many apparently successful business owners often neglect the need for experience and training. they rely on their skills and talent, completely ignoring the need for experience in accounting, personnel, advertising, budgeting, purchasing and other aspects of management. Again, many business failure results from situations where people go into business without previous experience, so farmers, civil servants, lorry drivers etc in the past entered into business because when they saw traders making money, they felt the business was very easy and profitable profession. They were doomed to fail because they never had thorough preparation before launching their business. Writing on lack of experience, Dennis et al (1976) stated that: “The ultimate failure of business could be directly attributed to lack of experience in accounting, purchasing, advertising, budgeting, pricing and other aspects of management”. To support the above view, Onyemelukwe (1976) in his book titled “problems of industrial planning and management in Nigeria” stated that” it is well accepted that lack of necessary know how is the main cause of the slow rate of industrialization in Nigeria”.
vi. Poor Location: The location of a business plays a major role in overall performance.
Business local calls for a place that suits the particulars business to be located and certain factors are considered. When the choice of location is poorly made it will surely affect the activities of such business. It is for this reason that promoted Jorenem (1983:10) to state that: “A poor location is a serious handicap to any business. Often the reason for a venture’s shrinking sales has been attributed to the declining quality of the location”. He added that „for a manufaturi1ng enterprise finding the right location involves the selection of the region or town with  low
transport cost reasonable amount or relevant labour, power-supply, accessibility to suppliers and customers, and freedom from burden – some local regulation and taxation.
To support the above view, Tootelian et al (1976) also observed that a “poor or mediocre location is a severe handicap to any business whether soap factory, advertising agency or piano store. He added that often the reason for a firm’s shrinking sales can be traced directory to the declining quality of the locative advert.
vii. Marketing Constraints: One of the unnoticed grave problems facing small scale entrepreneur is marketing of her products. The small scale businessman experiences tremendously difficulties finding the appropriate market for her products, and even when the market is there, the technique of identifying the proper distribution channels may be another set of problem, this made Jorenem (1983) to comment that: “Small business owners often don’t see the need for advertising or sales promotion. Most of them hardly go beyond erecting a signboard which merely indicates their location. Hardly do they realize that effective advertising wakes prospective customers to develop strong opinions on their products in particular and the firm in genera; the first concern of every business is to get and keep customers. The best products, equipments, facilities and personal avail nothing unless they stimulate sales. Few products are electrifying. However and rarely is the old myth true about a better mouse trap bringing the world to one’s door unless revolutionary inventions or service s are brought to the attention of the public, they have little chance of being sold. To build customer awareness and demand an organized and vigorous marketing Champaign is essential. A complete marketing strategy includes not only personal salesmanship, but also a saleable line of products or services, appropriate pricing, and a good business location.
viii.Lack of Planning and Budgeting: Without proper planning and budgeting any small scale business is bound to fold up after a year or two of operation. In Nigeria situation, most SMES do not make proper planning and budgeting of their scare resources. Most of them do not have any plan for the future; they give insufficient attention of planning. Take the case of civil servants who jumped into business during the 1975 purge when they were dismissed from service. They are certainly not prepared for business and because of this many of them failed. Some are promoted to go into business in order to make a living to support the family when an attractive job is not at hand such business owners might lack the necessary managerial skills of planning and budgeting for business success. Writing of this, Alonge (1992) stated that; “The importance of proper planning and budgeting cannot be over emphasized. The experience of many thousands of small or newly started business attests to the need to understand and learn now to perform these essential in the financial areas”. He added that “entrepreneurs may be excellent sales people and may be able to superbly market their products, but if they cannot properly plan and budget, their business will fail”.
ix.General State of the Economy: In the heat of ongoing economic recession the collapse of small scale enterprises has created considerable concern in Nigeria.
According to Ifedi (1992) “recent surveys in Nigeria highlight various symptoms of business failure. Some of the factors mentioned derive from SAP. He added that companies may come across difficulties caused a downswing of an economic cycle or the ups and downs of business” On his own part, Boswell (1973) stated that; “General state of the economy is a key influence very broadly in years of economic „squeeze‟ and slowdown fewer new businesses seem to be set up, also the number of Bankruptcies and liquidations tends to be high. Conversely in boom years more firms enter the field and relatively few are forced out, as one world except”.
x. Unfavourable Government Policies: Obliviously, there are some decrees and polices which the government imposes of SMEs which instead of aiding its growth, scare away investors. The government acts as a secondary and tertiary party through official control and administration of polices by its use of weapons such as tariffs, subsides, various taxes and other ordinance. These policies present obstacles to the development of private Nigeria centerpieces. Writing on this Ifedi (1992) stated that; “Government intervention can be disruptive such as price control, new taxes interest rates or under interference with market forces”
Other reasons for business failure according to Ifedi include; bad corporate communication, ageing product arising from lack of innovation and inability to keep up with change in technology, bad luck in which a thriving firm suddenly fall in the face of a misfortune such as an accident or unforeseen tragic event, massive frauds in which managers misuse their positions to run down the SMEs tragic event, massive frauds in which managers misuse their position to run down the SMEs they are supposed to build up, there are occasions in which the SMEs expand too fast and run short of cash, managers many lose control because the SMEs affairs becomes too complex for the information system, to cope with some SMEs should not have started in the first instance as there was no proper feasibility study or market reassert.
2.3.10 Challenges of Microfinance in Nigeria
Microfinance is faced with the following challenges in the Nigeria financial system Ikechukwu (2012);
Firstly, MFBs have a greater number of active but poor and low income groups to extend their financial service to. According to CBN (2012), the average banking density in Nigeria is one financial institution outlet to 32,700 inhabitants in the urban area in Nigeria. It is 1:57,000 in the rural areas, that is, less than 2% of rural households have access to financial services.
Secondly, according to Anyanwu (2011), the funding of real sector activities, especially agricultural and manufacturing production, as well as other sectors that need funding to developing towards contributing to the growth of the MSMEs in Nigeria should be the main priority of the MFBs.
Thirdly, according to Anyanwu (2011), the issue of sustainability is crucial to the continuous operations of MFBs. Therefore, according to Oyejide (2011), the effort to make MFBs more variable should not end up by relegating the provision of efficient financial services to small enterprises and poor households to a separate and unequal existence. Rather, the goal/challenge should be to make efficient services available to all, even though their producers may vary quite widely.
2.3.11 Microfinance and Technology and SMEs Development
Kalu (2011) concluded that, MFIs should develop loan products and policies that will help SMEs to acquire technology. These include the use of longer term loans, low interest loans, larger loan sizes, loan moratoriums or grace periods, training on credit utilization, assisting clients with their business plans and the introduction of equipment or asset loans. He cited further that, technology enhances the growth of SMEs and these technologies will be acquired using credit provided by the MFIs. In order to ensure that credits are effectively utilized, the MFIs provided support services and training along with the loan.


CHAPTER THREE
RESEARCH METHODOLOGY
3.1	Introduction
In this chapter, we would describe how the study was carried out.
3.2	Research design
The main purpose of this study is to ascertain the impact of Microfinance Institutions on SMEs. Hence sampling methods are employed in this research work in the entire process of gathering data from the chosen population. As an investigative academic exercise, this study is a means through which the characteristics of a given population are put under scrutiny by collecting data from a sample of the said population in an attempt to ascertain their characteristics through the systematic use of statistical methodology. It is a point worth noting that, for this research work, the approach can be said to be quantitative. This was quite evident since the survey basically combined both primary and secondary data as a determinant of the expected results. For an effective and a near absolute representation of the sample of the chosen population, the survey was highly dependent on the use of simple and well-designed questionnaires with which gave respondents much ease at opening up and freely provided sufficient information by answering the research questions. Most importantly, it gave room for the interview to be undertaken without external interference which could have altered the qualitative nature of the required information. In spite of the above observation, one could not rule out the certainty of inaccurate information from an insignificant number of respondents for various reasons highly exclusive to these respondents..
3.3	Research settings
This study was carried out in Owerri metropolis.
3.4	Sources of Data
The data for this study were generated from two main sources; Primary sources and secondary sources. The primary sources include questionnaire, interviews and observation. The secondary sources include journals, bulletins, textbooks and the internet.
3.5	Population of the study
A study population is a group of elements or individuals as the case may be, who share similar characteristics. These similar features can include location, gender, age, sex or specific interest. The emphasis on study population is that it constitute of individuals or elements that are homogeneous in description (Udoyen, 2019). In this study the study population constitute of all the SMEs operating in the Owerri metropolis in Imo state Nigeria.
3.6	Sample size /technique
A study sample is simply a systematic selected part of a population that infers its result on the population. In essence, it is that part of a whole that represents the whole and its members share characteristics in like similitude (Udoyen, 2019). In this study, the researcher used the random sample technique to purposively sample 62 SME operators and MFIs
3.8	Instrumentation 
This is a tool or method used in getting data from respondents. In this study, questionnaires and interview are research instruments used. Questionnaire is the main research instrument used for the study to gather necessary data from the sample respondents. The questionnaire is structured type and provides answers to the research questions and hypotheses therein.
This instrument is divided and limited into two sections; Section A and B. Section A deals with the personal data of the respondents while Section B contains research statement postulated in line with the research question and hypothesis in chapter one. Options or alternatives are provided for each respondent to pick or tick one of the options.
3.9	Reliability
[bookmark: _bookmark61]The researcher initially used peers to check for consistence of results. The researcher also approached senior researchers in the field. The research supervisor played a pivotal role in ensuring that consistency of the results was enhanced. The instrument was also pilot tested.
3.10	Validity
Validity here refers to the degree of measurement to which an adopted research instrument or method represents in a reasonable and logical manner the reality of the study (Udoyen, 2019). Questionnaire items were developed from the reviewed literature. The researcher designed a questionnaire with items that were clear and used the language that was understood by all the participants. The questionnaires were given to the supervisor to check for errors and vagueness.
3.11	Method of Data Collection 
The data for this study was obtained through the use of questionnaires administered to the study participants. Observation was another method through which data was also collected as well as interview. Oral questioning and clarification was made.
3.12	Method of Data Analysis
Data collected by use of the questionnaire were analysed, summarised, and interpreted accordingly with the aid of descriptive statistical techniques such as total score and simple percentage. Qualitative as well as quantitative methods were used in the analysis of the primary data collected. In order to ensure statistical accuracy, the available quantitative data was analysed using Statistical Package for Social Scientists (SPSS) and Microsoft Excel. The findings were presented in the form of tables, charts and figures.
3.13	Ethical consideration
The study was approved by the Project Committee of the Department.  Informed consent was obtained from all study participants before they were enrolled in the study. Permission was sought from the relevant authorities to carry out the study. Date to visit the place of study for questionnaire distribution was put in place in advance.



CHAPTER FOUR
ANALYSIS, DISCUSSIONS AND PRESENTATION OF RESULTS
4.1. Introduction
This chapter presents a detailed discussion and analysis of findings of the study with much emphasis on the responses received, findings of the study, tables and figures and other related charts that are useful to the study.
4.1 PRESENTATION OF DATA
Analysis of this study is presented in percentages and tables below. Section A contain all the demographic questions while questions in question B are drawn from the research questions in chapter one.
Section A: Demographic Data of Respondents
Table 4.1.1: Shows the gender of the respondents
	Responses
	Frequency
	Percentage (%)

	Male
	34
	68

	Female
	16
	32

	Total
	50
	100


Source: Field Survey, 2017
Table 4.1.1 above shows that 34, (68%) of the respondents were male while 16, (32%) of the respondents were female. This implies that majority of the respondents in this study were male respondents.
Table 4.1.2: Shows the age group of respondents
	Age group
	Frequency
	Percentage (%)

	20 – 30 years
	33
	66

	31 – 40 years
	10
	20

	41 – 50 years
	5
	10

	51 years and above
	2
	4

	Total
	50
	100


Source: Field Survey, 2017
Table 4.1.2 above shows that 33, (66%) of the respondents were between 20 and 30 years while 10, (20%) of the respondents were within the age range of 21-40 years old, 5, (10%) of the respondents were within 41-50 years and 2, (4%) of the respondents were 51 years and above. This implies that 66% of the respondents in this study are within 20 and 30 years.
Table 4.1.3: Shows the Marital Status of the respondents
	Responses
	Frequency
	Percentage (%)

	Single
	30
	60

	Married
	20
	40

	Total
	50
	100


Source: Field Survey, 2017
Table 4.1.3 above shows that 30, (60%) of the respondents are single while 20, (40%) of the respondents were married. This implies that majority of the respondents in this study were single respondents.
Table 4.1.4: Showing the level of education of respondents
	Level of Education
	Frequency
	Percentage (%)

	SSCE
	-
	-

	OND & NCE
	23
	46

	HND & B.Sc.
	17
	34

	Others
	10
	20

	Total
	50
	100


Source: Field Survey, 2017
Table 4.1.4 above shows that 23, (46%) of the respondents have OND or NCE, 17, (34%) of the respondents are educated up to HND & BSC level while 3, (20%) of the respondents chose other qualifications. This implies that most of the respondents in this study have OND and NCE. 
Section B: Analysis of research question
Research question one:  What is the impact of micro credit on Small and medium scale business performance
Table 4.1.5: The introduction of microfinance credit will improve the strategy of small-scale development in Nigeria especially in owerri urban?
	Responses
	Frequency
	Percentage

	Strongly Agree
	9
	18

	Agree
	24
	48

	Strongly Disagree
	7
	14

	Disagree
	10
	20

	Total
	50
	100


Source: Field Survey, 2017
The table above shows that 9, (18%) of the respondents strongly agree that introduction of microfinance will improve the strategy of small-scale development in Nigeria especially in Owerri Urban, 24 (48%) of the respondents agree, 7, (14%) of the respondents strongly disagree while 10, (20%) of the respondents disagree. This implies that majority of the respondents in this research strongly agree that the introduction of microfinance will improve the strategy of small-scale development in Nigeria especially in Owerri Urban.
Table 4.1.6: Will small and medium scale enterprises improve economic development in Nigeria?
	Responses
	Frequency
	Percentage

	Strongly Agree
	28
	56

	Agree
	10
	20

	Strongly Disagree
	5
	10

	Disagree
	7
	14

	Total
	50
	100


Source: Field Survey, 2017
The table above shows that 28, (56%) of the respondents strongly agree that small and medium scale enterprises will improve economic development in Nigeria, 10 (20%) of the respondents agree, 5, (10%) of the respondents strongly disagree while 7, (14%) of the respondents disagree.
Research question two: What is the volume of loans granted by Microfinance bank to Small and medium scale business?
Table 4.1.8: The volume of loans granted by Microfinance bank to Small and medium scale business is enough?
	Responses
	Frequency
	Percentage

	Strongly Agree
	15
	30

	Agree
	15
	30

	Strongly Disagree
	7
	14

	Disagree
	13
	26

	Total
	50
	100


Source: Field Survey, 2017
The table above shows that 15, (30%) of the respondents strongly agree that The volume of loans granted by Microfinance bank to Small and medium scale business is enough in Nigeria, 15 (30%) of the respondents agree, 7, (14%) of the respondents strongly disagree while 13, (26%) of the respondents disagree.
Research question three: What are the challenges Small and medium scale business face when assessing micro-credit?
Table 4.1.9: Do you encounter problems in assessing the Micro credit?
	Responses
	Frequency
	Percentage

	Yes
	36
	72

	No
	14
	28

	Total
	50
	100


Source: Field Survey, 2017
The above table shows that 36, (72%) of respondent agree that they encounter problems in assessing the Micro credit while 14 (28%) of respondents disagree to the claim.
Table 4.1.10: Do you consider the interest rate charged by this microfinance bank as a challenge?
	Responses
	Frequency
	Percentage

	Strongly Agree
	16
	32

	Agree
	15
	30

	Strongly Disagree
	5
	10

	Disagree
	14
	28

	Total
	50
	100


Source: Field Survey, 2017
The table above shows that 16, (32%) of the respondents strongly agree that they consider the interest rate charged by this microfinance bank as a challenge, 15 (30%) of the respondents agree, 5, (10%) of the respondents strongly disagree while 14, (28%) of the respondents disagree.
Research question four: What is the rate at which Small and medium scale business borrow from Microfinance bank as against other sources of capital?
Table 4.1.9: What is the rate at which Small and medium scale business borrow from Microfinance bank as against other sources of capital?
	Responses
	Frequency
	Percentage

	High 
	36
	72

	Low 
	14
	28

	Total
	50
	100


Source: Field Survey, 2017
The above table shows that 36, (72%) of respondent agree that there is high the rate at which Small and medium scale business borrow from Microfinance bank as against other sources of capital while 14 (28%) of respondents disagree to the claim.
Table 4.1.14: Does the loan obtained from these financial institutions help in boasting your business performance?
	Responses
	Frequency
	Percentage

	Strongly Agree
	18
	36

	Agree
	16
	32

	Strongly Disagree
	5
	10

	Disagree
	11
	22

	Total
	50
	100


Source: Field Survey, 2017
The table above shows that 18, (24%) of the respondents strongly agree that they see small and medium scale enterprises playing a major role in development of nation’s economy, 16 (32%) of the respondents agree, 5, (10%) of the respondents strongly disagree while 11, (22%) of the respondents disagree.


CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMEDATIONS
5.0 SUMMARY OF FINDINGS
This research work can be summarized for a proper functioning and efficient of small and medium enterprises (SMEs), there must be adequate and regular supply of finance to aid the operations of these SMEs. But, this finance is not available as the formal financial institutions (Commercial banks) avoid doing business with these enterprises, as they are considered highly risky.
Therefore, it is imperative for the microfinance banks (MFBs) to supply the finance needed to fund the activities of these enterprises to aid their development. So, the main challenge before the microfinance banks (MFBs) is to rise to the task of funding the SMEs in order to aid their development in Owerri urban. The efforts to make MFBs more viable should not end up by relegating the provision of efficient financial services to small enterprises and poor households to a separate and unequal existence. Rather, the challenge should be to make efficient financial service available to all, even though their producers may vary quite widely.
The finding of this research work is that, microfinance is an effective tool to develop small and medium enterprises (SMEs) in Owerri Urban. Also, the analysis of data indicated that, microfinance banks (MFBs) financial services can contribute to SMEs development in Owerri Urban. Furthermore, hypotheses were created in order to be able to fully ascertain the level of these contributions.
The data collected were analysed using multi regression analysis. This revealed major findings as regards the contributions of MFBs to SMEs in Nigeria. According to the findings of this study, the growth and performance level of the SMEs depends largely on the activities of SMEs
operating in that vicinity. Variables like loan size, loan duration (financial variables), and networking meetings and cross guaranteeship (non-financial variables) were found to have a positive impact on SMEs. The study thus confirmed the positive contributions of MFBs towards promoting SMEs performance and growth.
a) Microfinance plays a great impact in the development of small and medium scale in Owerri urban
b) It can be concluded that there are various sources of funds available for the development of small and medium scale industry.
c) There are various government policies affect the development of SME especially with regards to Microfinance bank
d) Small and Medium Scale Industry improve Economic Development in Nigeria.
e) The introduction of microfinance will improve the strategy of small-scale development in Nigeria.
f) The introduction of microfinance will improve accessibility to loan for small-scale industry in Nigeria.
5.1 CONCLUSIONS
It can therefore be concluded that, microfinance is an effective developmental financial scheme, which can contribute to the development and growth of the SMEs sector in Owerri urban. Therefore, the credit facilities of the microfinance banks (MFBs) should be directed towards the activities that would aid the development and growth of SMEs in Owerri urban. That is, any credit granted should be such that aid the quick development of sector in the economy. Also, the deposit facilities of these banks (MFBs) can contribute to the growth and development of the Owerri urban SMEs sector.
Apart from provision of tax incentives, and financial supports, it is recommended that Government should try to provide sufficient infrastructural facilities such as electricity, good road network and training institutions. Further study should be conducted on how best SMEs can make use of equity finances such as Venture Capital, Business Angels and other alternative sources of finance available to SMEs in Nigeria.
Although microfinance institutions in Nigeria are faced with insufficient funds problems which militates against their efforts to grant sufficient loans to small scale enterprises (Isern J. et al., 2009), yet their tendencies to augment the financial needs of small scale enterprises is considerable acknowledged.
Furthermore, it has been unveiled that government policies and programs designed to develop small scale enterprises in Nigeria are ineffective and thereby need to be reconceptualized.
From the foregoing analysis, micro-finance banks contribute immensely to employment creation and rural development, which has a multiplier effect on the overall economy. The importance of microfinance banks can be felt in all the subsectors of the rural economy under study.
Therefore, microfinance is an effective tool to develop SMEs in Owerri urban.
5.2 RECOMMENDATIONS
It is hereby recommended that, for microfinance banks to really be a means of developing the SMEs sector, the banks should ensure that, the confidence put in them by the general public or patronizing members of public are not reposed by this attitude of embezzling the funds kept in their banks, which have sometimes been the practice in the formal financial institutions.
Based on the exploratory survey of the paper, the following recommendations are suggested for implementation.
1. There is need for development of a regulatory and supervisory framework for all forms of operations of the MFIs in Nigeria in general and Lagos in particular so as to assist the development of small and medium scale industry. It is not only desirable to regulate only Microfinance Banks, but also others that mobilize savings for purposes of lending to their clients.
2. An apex regulatory institution should be established and charged with the responsibility of building capacity through the training or directors and managers of MFIs to enable them develop an efficient information system for identifying and managing risks, and satisfying relevant data and information requirement of regulators and stakeholders.
3. The government should also improve on the state of infrastructural facilities to reduce the transactional costs associated with the administration of micro credit in the country so as to assist small and medium scale industry.
4. A monitoring committee should be set up in the bank to oversee credit being administered
5. Management of microfinance institutions should incorporate SME’s views or inputs into the formulation or review of their credit management policies. This will enable microfinance institutions to know the peculiar needs and problems of SMEs since they are deprived and need special attention.
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Questionnaire
Section A: Demographic Data of Respondents
Gender of the respondents
	Responses
	PLEASE TICK

	Male
	

	Female
	



Age group of respondents
	Age group
	PLEASE TICK

	20 – 30 years
	

	31 – 40 years
	

	41 – 50 years
	

	51 years and above
	



Marital Status of the respondents
	Responses
	PLEASE TICK

	Single
	

	Married
	



level of education of respondents
	Level of Education
	PLEASE TICK

	SSCE
	

	OND & NCE
	

	HND & B.Sc.
	

	Others
	



Section B: 
Research question one:  What is the impact of micro credit on Small and medium scale business performance
The introduction of microfinance credit will improve the strategy of small-scale development in Nigeria especially in owerri urban?
	Responses
	PLEASE TICK

	Strongly Agree
	

	Agree
	

	Strongly Disagree
	

	Disagree
	



Will small and medium scale enterprises improve economic development in Nigeria?
	Responses
	PLEASE TICK

	Strongly Agree
	

	Agree
	

	Strongly Disagree
	

	Disagree
	



Research question two: What is the volume of loans granted by Microfinance bank to Small and medium scale business?

The volume of loans granted by Microfinance bank to Small and medium scale business is enough?
	Responses
	PLEASE TICK

	Strongly Agree
	

	Agree
	

	Strongly Disagree
	

	Disagree
	



Research question three: What are the challenges Small and medium scale business face when assessing micro-credit?
Table 4.1.9: Do you encounter problems in assessing the Micro credit?
	Responses
	PLEASE TICK

	Yes
	

	No
	



 Do you consider the interest rate charged by this microfinance bank as a challenge?
	Responses
	PLEASE TICK

	Strongly Agree
	

	Agree
	

	Strongly Disagree
	

	Disagree
	



Research question four: What is the rate at which Small and medium scale business borrow from Microfinance bank as against other sources of capital?
 What is the rate at which Small and medium scale business borrow from Microfinance bank as against other sources of capital?
	Responses
	PLEASE TICK

	High 
	

	Low 
	



Does the loan obtained from these financial institutions help in boasting your business performance?
	Responses
	PLEASE TICK

	Strongly Agree
	

	Agree
	

	Strongly Disagree
	

	Disagree
	




