THE IMPACT OF MICROFINANCE BANKS ON THE GROWTH OF SMALL AND MEDIUM SCALE ENTERPRISES IN ILLORIN METROPOLIS

Abstract 

In today’s knowledge on economy, firm performance and competitive advantage are derived more from what a firm knows and the human capital that permits the firm to use what it knows. Thus human capital has been identified as one of the most critical agents of SMEs performance while human capital development has been recognized as one of the most vital tools for improving SMEs performance. This research therefore offers a field  of insight into the relationship between human capital development and SMEs performance in illorin through a survey of randomly selected SMEs operating in illorin metropolis. This research therefore recommends that SMEs operators should actively promote participation in seminars, trade fairs, workshops and exhibition in order to acquire current knowledge that will positively impact on the performance of the SMEs and enhance their capacity for growth and survival.

CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

Micro and small businesses are believed to be the engine room for the development of any economy because they form the bulk of business activities in a growing economy like that of Nigeria (Ashamu, 2014). Since Nigeria attained independence in 1960, considerable efforts have been directed towards industrial development. The initial efforts were government led through the vehicle of large industry but lately emphasis has been shifted to small and medium scale enterprises following the lessons learnt from the success of micro and small enterprises (MSEs) in the economic growth of Asian countries (Ojo, 2003). Thus, the recent industrial development drive in Nigeria according to Abiola (2012) has now focused on sustainable development through small business development.

 The contribution of micro and small enterprises (MSE) to the economic growth and sustainable development is globally acknowledged (CBN, 2004). They form an important part of the business landscape in any country, but they are however faced with significant challenges that inhibit their ability to function and contribute optimally to the economic development of many African countries. The position in Nigeria is not different from this generalised position (NIPC, 2009 as indicated by Abiola & Salami, 2011). In line with this, Owualah, Carpenter, Lawson and Anyanwu (as cited by Abiola 2012) identified lack of access to finance as one of the major constraints to successful small business performance. The reason is that provision of financial services is an important means for mobilizing resources for more productive use (Watson & Everett, 1999). The extent to which small businesses can access funds determines the extent to which they can save and accumulate their own capital for further investment, but small businesses in Nigeria find it difficult to gain access to formal financial institution such as commercial banks for fund (Holmes & Kent, 1991).

Abdul (2008) cited that a study carried out by Rweyemamu, Kimaro and Urassa (2003) also revealed that, formal financial institutions have failed to serve the small business in both urban and rural communities. It was also emphasized by Ogawa and Suzuki (2000) that bank do not want to offer loans to MSEs because the nature of loans required by the informal sector is too small and those banks find it more expensive to offer such loans. In line with this,  Chijoriga and Cassimon (2000) are of the opinion that  most of the conventional institutions regard low- income households as too poor to save, do not keep written accounts or business plans and they usually borrow small and uneconomic sums as such they find it difficult to extend their credit facilities to them.

The dismal performance of the conventional finance sectors coupled with the need to fill the credit gap created by these same conventional financial institutions through haemal social networks triggered the avocation of microfinance by policy makers, practitioners and international organisation as a tool for poverty reduction and provision of credit facilities to low income earners (Nwanchukwu & Mejeha 2008). According to Ronaldo (2010), microfinance is a good way of supporting entrepreneurs and small businesses because it provides poor borrowers with access to sustainable funds through granting of zero or very low interest loans. The establishment of microfinance banks as an effort by the government to improve access to loans and savings services for small businesses through microfinance banks (MFBs) and other microfinance institutions (MFIs) is currently being promoted as a key development strategy to enhancing poverty eradication and economic development (Alalade, Amusa & Bolanle, 2013). In line with this, Abimiku (2000) also asserted that finance is the pre-occupation of the banking industry that brings together the factors of production such as land labour, and entrepreneur. According to Babagana (2010), there is no doubt that small businesses need the assistance through microfinance banks to become sustainable and competitive, thus the promotion of small businesses has been carried out by subsidizing credit, providing preference treatment and target location for business.

1.2 Statement of the Problem

The establishment of microfinance banks arose as an effort of the government to cater for the financial needs of the informal sector who find it difficult to access funds from the conventional banks (commercial banks) due to insufficient collateral, small amount of loan transaction and low earning capacity (Olowe, Moradeyo & Babalola, 2013). However, the financial and credit needs of the informal sector which are the major target for the establishment of microfinance banks  have not been adequately met by the banks as they  face challenges in accessing the facilities rendered by the microfinance banks . In the light of this, this research work investigates the impact the microfinance banks have on the performance of small businesses, who are the major constituents of the informal sector in terms of productivity, profitability and sustainability and continuity.

1.3 Research Questions

Based on the statement of problem, the following research questions were raised

i. What impact do microfinance banks have on the performance of small businesses?

ii Has micro financing improved the productivity level of small businesses?

iii Does microfinance credit increases the profitability of small businesses?

iv In what ways will the continuity of small business be determined by micro financing?

 

 

 

1.4 Objectives of the Study

The main objective of the study is to evaluate the impact of microfinance banks on the performance of small businesses in Ilorin metropolis. While the specific objectives are to

i Determine if the services rendered by microfinance banks have improved the performance of small businesses

ii Analyse the impact microfinance services has on the productivity level of small businesses.

iii Ascertain the impact of microfinance credit  on the profitability of small businesses.

iv Find out the impact of microfinance services on the continuity of small businesses.

1.5 Hypotheses of the Study

Based on the research questions the following hypotheses were formulated

HO1: There is no significant relationship between services rendered by microfinance bank and small business performance

Ho2: There is no significant relationship between micro financing and the productivity level of small business

Ho3: There is no significant relationship between microfinance credit and the profitability of small businesses 

Ho4: There is no significant relationship between microfinance and the continuity of small businesses

1.6 Justification of the Study

Many researches have been done relating to this study, such as Babajide (2012) who examined the effects of microfinance banks on micro and small enterprises (MSEs) growth in Nigeria, Oyeniyi (2014) who investigated the influence of Microfinance bank on the performance of small businesses at the community level and Ashamu (2014) who studied the impact of micro finance on small scale business in Nigeria. However, not so many researches have been carried out on the impact of microfinance banks on the performance of small businesses in urban areas like Ilorin in which this study was conducted. This study is therefore justified in filling this observed gap by examining the various services rendered by microfinance banks in order to determine its impact on the performance of small businesses in Ilorin metropolis in terms of profitability, productivity, continuity and also to provide empirical evidence on the impact of micro credit on the short term and long term performance of small businesses.

 

 

1.7 Scope of the Study

Majority of small business are either individually owned or family owned, have a low capital base, are located in urban and semi urban areas and largely reside in the informal sector (Ojo, 2003). The research work therefore focuses on the various small businesses in Ilorin metropolis in order to analyse what impact the microfinance banks have on their performance.

1.8 Definition of Terms

• Micro enterprise: Micro- enterprise is the informally organized business activity undertaken by entrepreneurs; excluding crop production by convention, employing less than ten people  and having assets less than N5 million excluding land and building ( Abiola, 2011).

• Micro and Small Business: According to Babajide (2012), The MSE nomenclature is used to mean Micro and Small Enterprises. It is sometimes referred to as micro, small and medium enterprises (MSMEs). A small business is any business that is independently owned and managed; started with little capital and is being operated using a few number of employees to produce goods and services to satisfy the needs of the local community for profit.

• Microfinance Banks: Microfinance Banks are licensed financial institutions meant to serve the un-served, but economically active clients in the rural and peri-urban areas by providing diversified, affordable and dependable financial services to the active poor, in a timely and competitive manner, which would enable them to undertake and develop long-term, sustainable entrepreneurial activities and mobilize savings for intermediation (CBN, 2005). 

• Microfinance Institutions: Microfinance Institutions are organizations whose activities consist wholly or in significant part, of the provision of financial services to micro entrepreneurs.

• Microfinance: By definition microfinance is described as the provision of appropriate financial services to significant numbers of low income, economically active people with an end objective to alleviate poverty ( Ledger wood, 1998).

• Microfinance Services: These are servies rendered by microfinance banks and these icludes; provision of cheap or low interest loan, savings, advisory services, training services, micro insurance and microcredit.

• Microcredit: Microcredit is commonly defined in terms of loan amount as a percentage of average per capita income. In the context of Nigeria, with a GDP per capita of N42,000 (about $300) in 2003, loans up to N50,000 (around $350) will be regarded as micro loans (UNDP, 2009 as cited in Dunn, 2012).

• Small Business Performance: Enterprise performance implies attributes that show changes in  volumes of activities or physical size. It indicates the enterprises ability to prevail. When these changes are increasing the performance is generally positive. These attributes i.nclude profitability, productivity, employment levels and expansion in physical facilities

• Profitability: A typical enterprise defines profitability as follows: Gross Margin = (Sales - Cost of Goods Sold) ÷ Annual Sales. Profitability reflects the financial performance of an enterprise.

• Productivity: Productivity is an overall measure of the ability to produce a good or service. More specifically, productivity is the measure of how specified resources are managed to accomplish timely objectives as stated in terms of quantity and quality. 

 

 

CHAPTER TWO

REVIEW OF RELATED LITERATURE

2.1 Introduction
The small and medium enterprises contributions to economic growth and development have been recognized globally, Nigeria inclusive. Ofoegbu, Akanbi and Joseph (2013) agree that SMEs are the panacea for the economic development of many developing countries including Nigeria. They believe that interest on SMEs would contribute to creation of jobs, reduction in income disparity, production of goods and services in the economy, as well as providing a fertile ground for skill development and acquisition, serve as a mechanism for backward integration and a vehicle for technological innovation and development especially in modifying and perfecting emerging technological breakthroughs. SMEs contribute to improved living standards, bring about substantial local capital formation and achieve high level of productivity and capability. SMEs are recognized as the principal means of achieving equitable and sustainable industrial diversification and dispersal. Previous studies (Ogujiuba, Fadila and Stiegher, 2013; Musa and Aisha, 2012) agree that SMEs account for well over half of the total share of employment sales and value added SMEs constitute the most viable and veritable vehicle for self -sustaining industrial development, as they possess the capability to grow an indigenous enterprise culture more than any other strategy. SMEs represent the sub sector of special focus in any meaningful economic restructuring program that targets employment generation, poverty alleviation, food security, rapid industrialization and reversing rural urban migration. In Nigeria, one of the greatest obstacles that Small and Medium Enterprises (SMEs) have to grapple with is access to funds. This is further compounded by the fact that even where credit facilities are available, they may not be able to muster the required collateral to access such. This situation has led invariably to many of them closing shop, resulting in the loss of thousands of unskilled, semi and skilled jobs across the country. Microfinance emerged as a noble substitute for informal credit and an effective and powerful instrument for poverty reduction among people, who are economically active, but financially constrained and vulnerable in various countries. Microfinance covers a broad range of financial services including loans, deposits and payment services and insurance to the poor and low-income households and their micro enterprises. Microfinance institutions have shown a significant contribution towards the poor in rural, semi urban or urban areas for enabling them to raise their income level and living standards in various countries (Sunitha, 2010). The main objective of this research work is to investigate the roles of microfinance bank in small and medium enterprises growth in Nigeria.

2.2 Theoretical framework

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 favorable.

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 Conceptual review

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:

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 industrialized 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

2.4 Nature of Microfinance Bank

The Central Bank of Nigeria recently introduced the Microfinance Policy, Regulatory and Supervisory Framework for Nigeria to empower the vulnerable and poor people by increasing their access to factors of production, primarily capital. To achieve the goals of this phase of its banking reforms agenda, the apex bank seeks to re-brand and re-capitalise hitherto community banks, to come under two categories of microfinance banks. They are MFBs licensed to operate as a unit within local governments and the other licensed to operate in the state or the federal capital territory with a minimum paid up capital base and shareholders’ funds of N20million and N1billion respectively. Microfinance is defined as a development tool that grants or provides financial services and products such as very small loans, savings, micro-leasing, micro insurance and money transfer to assist the very or exceptionally poor in expanding or establishing their businesses (Robinson, 2003). Abiola, et al (2012) agree that microfinance is about providing financial services to the poor who are traditionally not served by the conventional financial institutions. Microfinance is mostly used in developing economies where SMEs do not have access to other sources of financial assistance (Robinson, 1998). That is microfinance recognize poor and micro entrepreneurs who are excluded or denied access to financial services on account of their inability to provide tangible assets as collateral for credit facilities (Jamil, 2008). The main objective of micro credit according to Maruth et al (2011) 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. Kolawole (2013) states that microfinance bank helps to generate savings in the economy, attract foreign donor agencies, encourage entrepreneurship and catalyze development in the economy. The establishment of microfinance banks is to serve the following purposes according to Central of Nigeria, (2005); provide diversified, affordable and dependable financial services to the active poor; mobilize savings for intermediation; create employment opportunities and increase the productivity of the active poor in the country; enhance organized, systematic and focused participation of the poor in the socio-economic development and resource allocation process; provide veritable avenues for the administration of the micro credit programs of government and high net worth individuals on the non-recourse case basis.

2.5 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

2.6 Empirical Literature review

A number of studies have been conducted on microfinance services. Copstake, et.al (2000) did a study on the impact of microcredit on poverty in Zambia. The programme was not directed towards the poorest business operators but one third of the clients who were below national poverty line. Those who graduated from their first to a second loan on average experienced significant higher growth in their profit and household income, as compared with otherwise similar business operators. The borrowers also diversified their business activities more rapidly. However some borrowers were worse off especially among the 50% or so who left the programme after receiving only one loan. Alarape (2007) did a study to examine the impact of owners/managers of small business participating in entrepreneurship programs on operational efficiency and growth of small enterprises in Nigeria. The study was a cross-sectional analysis of impact of exposure of owners managers of small businesses on their performance of operational efficiency and growth rate. The data was collected from primary and secondary sources. Both descriptive and inferential statistics were employed for the analysis. The findings were that small business whose owners, managers had experience of participating in entrepreneurship programs exhibited superior managerial practice, had higher gross margin rate of growth than small businesses whose owner managers did not have superior experimental learning. This had a practical implication that there is need to improve managerial practice of small businesses through exposure of owners/managers to entrepreneurship programs in order to enhance their performance and transition to medium and large business. Nilsson (2010) conducted a study to investigate the impact of micro finance institutions (MFIs) on the development of small and medium size businesses (SMEs) in Cameroon. The study adopted a case study approach that involved CAMCCUL – (Cameroon Cooperative Credit Union League). The study concluded that microfinance is an important asset to developing countries since it is able to cater for financing needs of the very poor in the society. Bran and Woller (2010) carried out a study to establish the effects of microfinance in India. The study concluded that microfinance has brought better psychological and social empowerment than economic empowerment. The study further recommended that the impact of microfinance is commendable in courage, self confident, self-worthiness, skill development, awareness about environment, peace in the family, reduction of poverty improving rural savings, managerial ability decision making process and group management. In other variables the impact is moderate. As a result of participation in microfinance, there is observed a significant improvement of managerial skills, psychological well being and social empowerment. It is recommended that the SHGs may be granted legal status to enhance the performance. Olu (2009) conducted a study on the impact of microfinance on entrepreneurial development of small scale enterprises that are craving for growth and development in a stiffened economy of Nigeria. The study used a questionnaire as an instrument of primary data collection .Table and simple percentages were used in data presentation. The study revealed that microfinance institutions are evident tools for entrepreneurship development due to the various services they offer and the role they play towards the development of the economy. Not overlooking the various challenges that affect microfinance i.e. operations, the current banking reforms introduced by the Central Bank of Nigeria (C.B.N.) Governor is a welcome development as its employment is set to fortify the microfinance institutions world over and especially in Nigeria are identified to be one of the key players in the financial industry that have positively affected individuals, business organizations, other financial institutions, the government and the economy at large through the services they offer and the functions they perform in the economy. It is expected that with the current reforms put in place by the Federal Government through its regulatory authorities, microfinance institutions in Nigeria will be able to compete favorably in the global market and gainfully increase entrepreneurship development in Nigeria. The study further established that micro finance institutions have a positive relationship with the Nigerian economy represented by the expanded GDP. Although interest rate is not significantly influential, the results of the findings of the study can be summarized that the microfinance institutions and their activities go a long way in determination of the pattern and level of economic activities and development in the Nigerian economy. 

2.6 Small and Medium Scale Enterprises and Economic Growth in Nigeria

The contribution of small scale enterprises to the economic growth of nations has been acknowledged by various studies (Sokoto, and Abdullahi, 2013; Tendler and Amorim (1996). The failure of industrialization in most economies of the world has made the contributions and impact of small scale enterprises to be recognized. Different policies, schemes and lots of other agendas has been created and implemented by government of economic nations; promoting small scale enterprises in economic development of nations and its significant input in the nations GDP has brought awareness its essential essence of the development of government of economic nations. Following the adoption of d economic reform programs in Nigeria in 1981, there have been several decisions to switch from capital intensive and large scale industrial projects which was based on the philosophy of import development to Small and Medium Scale Enterprises which have better prospects for developing domestic economy, thereby generating the required goods and services that will propel the economy of Nigeria towards development. The global financial crisis of 2008, however, created new challenges for SMEs. The findings are mixed as to how effectively businesses have recovered from the crisis and coped with recessionary climates, but access to finance has been a problem for many. SMEs have been fully recognized by government and development experts as the main engine of economic growth and a major factor in promoting private sector development and partnership. The development of SMEs is an essential element in the growth strategy of most economies and holds particular significance in Nigeria. SMEs contribute to improved living standards, bring about substantial local capital formation and achieve a high level of productivity and capability. SMEs are recognized as the principal earns of achieving equitable and sustainable industrial diversification and dispersal. However, Poverty in Nigeria has been significantly more widespread and more persistent in the recent time, despite the huge resources available to the country (Simon-Oke, 2014). In the meantime, the agriculture comprises a central element of the livelihood portfolios of a large majority of people especially in rural area. The agricultural sector faced with severe ecological, economic, social and political constrains seems to provide people with less opportunities to escape poverty despite the sector's contribution is imperative for local development and national growth. In the face of such severe constraints to livelihood, self employment in small scale businesses presents a constructive option for income generation. In many communities in the urban areas of Nigeria, a high percentage of small-scale businesses that cater for local needs, are controlled or owned by middle income individuals. Some of the major challenges which needed are the Finding for the high cost of doing business occasioned by poor infrastructure (power, roads, and water) and high interest rate loans from Microfinance Banks. Nzewi and Oze (1985:56) observed that empirical evidence indicates that strong producer incentives to small scale industrialists are necessary not also only to meet the food requirement, but also to provide growing input supplies and demand as a foundation for sustained industrial growth. Similarly, Ekenyong and Nyong (1992) observed that small scale enterprises are regarded an organic part of a viable structure for the attainment meaningful economic development in developing economies like Nigeria. They are significantly more cost effective in bringing about development than large enterprises because of the perceived linkage and multiplier effects which small scale enterprises have on the performance of the economy and economic growth in general.

CHAPTER THREE

RESEARCH METHODOLOGY

INTRODUCTION 

This chapter deals with the method used in collecting data required in carrying out this research work it explains the procedures that were followed and the instrument used in collecting data. 

SOURCES OF DATA COLLECTION 

Data were collected from two main sources namely 

Primary source and 

Secondary source 

Primary source: These are materials of statistical investigation, which were collected by the research for a particular purpose. They can be obtained through a survey, observation questionnaire or as experiment; the researcher has adopted the questionnaire method for this study.

Secondary data: These are data from textbook Journal handset etc. they arise as by products of the same other purposes. Example administration, various other unpublished works and write ups were also used. 

3.3 POPULATION AND SAMPLE SIZE

The population of the study is staff of selected SMEs in Ilorin Kwara state.  A sample of 200 respondents was collected from the entire population and questionnaire was dully administered to them.  Applying the general formula of determining sample size by Taro Yamani (1964):

SAMPLE AND SAMPLING PROCEDURE 

Sample is the set people or items which constitute part of a given population sampling. Due to large size of the target population, the researcher used the Taro Yamani formula to arrived at the sample population of the study.

n= N

    1+N(e)2

n= 200

1+200(0.05)2
= 200

1+200(0.0025) 

= 200               200

1+0.5      =      1.5       = 133.

3.5
INSTRUMENT FOR DATA COLLECTION 

The major research instrument used is the questionnaires. This was appropriately moderated. The secretaries were administered with the questionnaires to complete, with or without disclosing their identities. The questionnaire was designed to obtain sufficient and relevant information from the respondents. The primary data contained information extracted from the questionnaires in which the respondents were required to give specific answer to a question by ticking in front of an appropriate answer and administered the same on staff of the two organizations: The questionnaires contained about 20 structured questions which were divided into sections.

      VALIDATION OF THE RESEARCH INSTRUMENT 

The questionnaire used as the research instrument was subjected to face its validation. This research instrument (questionnaire) adopted was adequately checked and validated by the supervisor, his contributions and corrections were included into the final draft of the research instrument used.

     RELIABILITY OF THE RESEARCH INSTRUMENT 

Reliability test deals with the generalizing of the study. To ensure proper reliability the questionnaire was administered to some people for them to  score. Also a test retest method was adopted by  administering  the same number of people after two weeks interval at the end the responses were received and the researcher checked the responses to see whether there  were variations or consistency, the questionnaire proved very consistent. 

3.8    METHOD OF DATA ANALYSIS 

The data collected was not an end in itself but it served as a means to an end. The end being the use of the required data to understand the various situations it is with a view to making valuable recommendations and contributions. To this end, the data collected has to be analysis for any meaningful interpretation to come out with some results. It is for this reason that the following methods were adopted in the research project for the analysis of the data collected. For a comprehensive analysis of data collected, emphasis was laid on the use of absolute numbers frequencies of responses and percentages.  Answers to the research questions were provided through the comparison of the percentage of workers response to each statement in the questionnaire related to any specified question being considered. 

Frequency in this study refers to the arrangement of responses in order of magnitude or occurrence while percentage refers to the arrangements of the responses in order of their proportion. 

The simple percentage method is believed to be straight forward easy to interpret and understand method. The researcher therefore chooses the simple percentage as the method to use. The formula for percentage is shown as. 

% = f/N x 100/1 

Where f = frequency of respondents response 

N = Total Number of response of the sample 

100 = Consistency in the percentage of respondents for each item contained in questions. 

CHAPTER FOUR

PRESENTATION ANALYSIS INTERPRETATION OF DATA 

4.1 Introduction

Efforts will be made at this stage to present, analyze and interpret the data collected during the field survey.  This presentation will be based on the responses from the completed questionnaires. The result of this exercise will be summarized in tabular forms for easy references and analysis. It will also show answers to questions relating to the research questions for this research study. The researcher employed simple percentage in the analysis. 

DATA ANALYSIS 

The data collected from the respondents were analyzed in tabular form with simple percentage for easy understanding. 

A total of 114(one hundred and fourteen) questionnaires were distributed and 114 questionnaires were returned.

Question 1 

Gender distribution of respondents

Table I

	Gender distribution of respondents

	Response 
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Male
	79
	69.3
	69.3
	69.3

	
	Female
	35
	30.7
	30.7
	100.0

	
	Total
	114
	100.0
	100.0
	


From the table above it can be seen that 79 respondents which represents 69.3% of the respondents are male, while 35 respondents which represents 30.7% of the respondents are female.

Question II

Position held by respondents

	position held by respondents

	Response 
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Marketing staff
	53
	46.5
	46.5
	46.5

	
	Managers 
	38
	33.3
	33.3
	79.8

	
	Accounts staff
	23
	20.2
	20.2
	100.0

	
	Total
	114
	100.0
	100.0
	


The above table shows that 53 respondents which represent 46.5% are marketing staff, 38 respondents which represents 33.3% of the respondents are managers while 23 respondents which represents 20.2% are accounts staff.

Question III

What are the sources of SMEs financing before the establishment of MFBs?

Table III

	What are the sources of SMEs financing before the establishment of MFBs?

	Response 
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Equity capital
	46
	40.4
	40.4
	40.4

	
	Loan from friends
	25
	21.9
	21.9
	62.3

	
	Gift and donations
	22
	19.3
	19.3
	81.6

	
	Undecided
	21
	18.4
	18.4
	100.0

	
	Total
	114
	100.0
	100.0
	


From the table above the researcher asked the respondents what are the sources of SMEs financing before the establishment of MFBs, it can be observed that 46 respondents which represents 40.4% said equity capital, 25 respondents which represents 21.9% of the respondents said loan from friends, 22 respondents which represents 19.3% said gift and donations while 21 respondents which represents 18.4% were undecided. 

The researcher therefore concludes that SMEs have other sources of fund before the advents of microfinance banks.

Question IV

What are the different roles that microfinance banks play in the growth of SMEs?

Table IV 

	What are the different roles that microfinance banks play in the growth of SMEs?

	Response 
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Advisory service
	43
	37.7
	37.7
	37.7

	
	Financing role
	28
	24.6
	24.6
	62.3

	
	Supervisory role
	27
	23.7
	23.7
	86.0

	
	Undecided
	16
	14.0
	14.0
	100.0

	
	Total
	114
	100.0
	100.0
	


 In the table above the researcher asked the respondents, what are the different roles that microfinance banks play in the growth of SMEs, it can be observed that 43 respondents which represents 37.7% of the respondents said that microfinance plays advisory role, 28 respondents which represents 24.6% of the respondents said that they play financing role, 27 respondents which represents 23.7% of the respondents said that microfinance plays supervisory role while 16 respondents which represents 14% of the respondents were undecided.

The researcher therefore concludes that microfinance plays a lot of role in the growth of SMEs.

Question V

What are the problems microfinance banks faces in providing finance to SMEs?
Table V

	 What are the problems microfinance banks faces in providing finance to SMEs?

	Response 
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Lack Collateral 
	82
	71.9
	71.9
	71.9

	
	Short repayment period
	22
	19.3
	19.3
	91.2

	
	undecided
	10
	8.8
	8.8
	100.0

	
	Total
	114
	100.0
	100.0
	


In the table above the researcher asked the respondents, what are the problems microfinance banks faces in providing finance to SMEs, it can be observed that 82 respondents which represents 71.9% of the respondents said lack of collateral, 22 respondents which represents 19.3% of the respondents said short repayment period while 10 respondents which represents 8.8% of the respondents were undecided.

The researcher therefore concludes that SMEs ability to provide collateral for obtaining loan is the major problem that microfinance banks faced.

Question VI

Is there any ways in wish the services rendered by microfinance banks can be improved upon to enhance the growth of SMEs?
Table IV

	  Is there any ways in wish the services rendered by microfinance banks can be improved upon to enhance the growth of SMEs?

	Response 
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Yes
	71
	62.3
	62.3
	62.3

	
	No
	29
	25.4
	25.4
	87.7

	
	undecided
	14
	12.3
	12.3
	100.0

	
	Total
	114
	100.0
	100.0
	


In the table above, the researcher asked the respondents Is there any ways in wish the services rendered by microfinance banks can be improved upon to enhance the growth of SMEs, it is observed that 71 respondents which represents 62.3% of the respondents said Yes, 29 respondents which represents 25.4% of the respondents said No while 14 respondents which represents 12.3% of the respondents were undecided. 

The researcher therefore concludes that there are several ways in which the services rendered by microfinance banks can be improved upon.

CHAPTER FIVE

SUMMARY CONCLUSION AND RECOMMENDATION

5.1 Introduction

It is important to ascertain that the objective of this study was to ascertain the impact of microfinance banks on the growth of small and medium scale enterprises in Illorin metropolis. 

In the preceding chapter, the relevant data collected for this study were presented, critically analyzed and appropriate interpretation given. In this chapter, certain recommendations made which in the opinion of the researcher will be of benefits in addressing the impact of microfinance banks and the growth of SMEs in Nigeria.

5.2 Summary

The main findings of this research revealed that micro-financing as practiced in Nigeria microfinance banks do not enhance growth and expansion capacity of micro and small enterprise in Nigeria. The findings confirmed the views expressed by Olutunla and Obamuyi (2008) that the growth of SMEs is not just dependent on accessing bank loan but accessing the right size of loan at the right time.  Micro finance does not enhance the expansion capacity of small business in Nigeria. Looking at the study critically, it was also revealed that variables such as technology related training received by the entrepreneur, business location, business age and business registration in that order are the variables that impact significantly on small business growth, none of the micro finance variables was found to have significant impact on small business growth for SMEs. The study also revealed that owners’ education, loan interest, duration of asset loan, business location, technology related training received and size of asset loan, all impact significantly on micro firm growth.

5.3 Conclusion

Entrepreneurs in the small and medium sector of the economy in Nigeria require access to finance for their businesses to grow. Although, the SME sector contributes significantly to the national economy, the sector has so far not been given due recognition commensurate with level of the contribution. Although financial issues are important to all firms, results from this study show that both financial and non-financial services obtained from MFBs have highly benefited SMEs. Therefore MFBs contributes significantly to an enhanced entrepreneurial environment by making the business environment more conducive and narrows the resource gap for small businesses. Based on findings from this study, the use of MFBs has potentials for enhancing the performance of small businesses in two ways- regular participation in micro financing and offering of non – financial services. This suggests that government policies aimed at promoting the performance of SMEs should also address the financial and non-financial activities of the MFBS.

5.4 Recommendation

Haven successfully completed the study, the following recommendations was put forward by the researcher:

SME operators should utilize the benefits of MFBs to promoting their business outfits so that the economy as a whole is improved in performance 

 Government should regulate and monitor the activities of MFBs to redress the identified weaknesses. 

 Government and MFBs themselves should enhance the out-reach of microfinance through creating awareness of the activities and operations to SMEs especially those in rural and semi-urban areas that are yet to appreciate the benefits of the scheme. 

 Government should also ensure active operation of the SME Credit Guarantee Scheme to improve credit providers’ exposure to longer term debt issued by small firm managers, in such areas as business plan development, feasibility studies, project monitoring and analysis, book keeping and accounting, performance evaluation etc. this could be organized before entry into business or early in the business when it is having access to equity finance. This is essential in order to facilitate the qualification of the business for credits to leverage its equity capital as going-on concern. 

 Government should provide a congenial environment for the operation of venture capital and business angels financing (business entrepreneurial monitoring) so as to enable them to provide risky start-up capital for small business.
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