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[bookmark: _GoBack]ABSTRACT
The every economy a critical look into it will reveal that the need and desire of people are sissified by numerous small-scale manufactures not withstanding the existence of big business organizations which are locally and internationally famous.
Small-scale industries contribute immensely in the growth and development of an economy through their contributions to the national income of such economy.  infact small scale industries were the mainstay of every economy world wide.
Inspite of the contribution of small-scale industries financial constraint has been confronting their growth and development. It is because of this that the researcher decided to delve into the influence of poor financing on the operation of small scale industries in Nigeria.
A critical look showed that this teething problem of finance was caused by inability of small scale industrialist to sources fund externally through the issue of shares to the public loan overdraft, grant etc. this implies that for the financing of operations of small scale industries the fund sourced internally have proved inadequate for the operations of the industries
In collection of data to know the reason behind this poor financing so that a useful solution will be offered the use of questionnaires and  interview were employed.  The use of questionnaires and interview  analyzed to ascertain the truthfulness and authenticity of data collected.  In doing this the use of co-efficient of variation (C.V) was adopted in which case the response with he lower or lowest co-efficient of variation is rejected.
At the end of the study it was discovered that:
a. Inadequate capital contributed to the failures of small scale industries.
b.  Lack  of proper management which resulted from inadequate fund to employ competent employees contributed to the failure of small scale industries.
c.  Absence of eternal equity contributed to the failure of small scale industries.
Following the result from the study. It could be concluded that if adequate fund is provided to them the performance of small scale industries will be improve upon.
To wipe-out this ugly trend some suggestion and recommendations were offered 
- The gearing of the firms should be increased.
- Staff should be well remunerated and  motivated.
- Government should be given grants and tax relief’s to small scale industrialists
-Finally the should go for external sources of fund to finance their operation.
Therefore if the suggestions and recommendation proffered by the researcher in this study as strictly adhered  to the objective of growth and development of the small scale industries will be achieved thereby improve the state of Nigeria economy.


CHAPTER ONE INTRODUCTION
A look around us will reveal that that our economy consists of people whose material needs and wants are satisfied by numerous business organizaiton especially in the manufacturing sector we can comfortably count on the roster of business organizations both locally and internationally famous such as lever brothers Plc Nigeria bottling company (NBC) Plc Pfizer Plc UAC etc.
American writers have pointed out that the world view of the UAS as a “land of industrial grants” a national of big operation is misplaced of all manufacturing industries in USA 89% Employs fewer than 100 people and 65% have fewer than 20 employees.  In all developed and developing countries all over the world the greater proportion of their productive sector are mainly of small sizes. It then becomes imperative to point out that grant industries with their mass production not with standing it is the small scale industries not withstanding it is the small scale industries that from the backbone of every nations economy.
To some writers (Cofie, 2012; Ahiawodzi and Adade, 2014), the SMEs sector can do better with respect to its current contribution to GDP growth. Invariably, the sector can grow faster and better contribute to employment in Awka metropolis. These arguments are indirect ways of saying that the sector is not realizing its full potential logically as a result of some constraints. Ackah and Vuvor (2011) are among several writers who have acknowledged that some of these constraints are challenges faced by SMEs in having access to credit facilities from financial institutions ( banks, micro-finance firms, savings and loans companies among others), which are the sector’s financiers.
In the microfinance and SMEs literature, several challenges are identified as militating against access to credit facilities among SMEs. Some of these challenges are: SMEs lacking collateral security; poor records keeping; poor credit rating as a result of poor savings history , and stringent lending criteria used by financiers (Ackah and Vuvor, 2011; Cofie, 2012). The fact is
that small firms have been found to have less access to external finance and to be more constrained in their operation and growth (Galindo and Schiantarelli, 2003).
Small and Medium Enterprises (SMEs) are viewed as a key driver of economic and social development in the African context. They represent a large number of businesses in a country, generate much wealth and employment and are widely considered to be vital to a country’s competitiveness. SMEs are hailed for their pivotal role in promoting grassroots economic growth and equitable sustainable development (Pelham 2000). SMEs tend to be large in number, accounting for about 90 percent of all enterprises in many African countries and over 80 percent of new jobs in a given country (Reinecke, 2002).
In Awka metropolis, Nigeria the small business sector has both the potential and the historic task of bringing millions of people from the survivalist level including the informal economy to the mainstream economy. According to the last comprehensive survey conducted in 1999, the sector was estimated to employ over 50 percent of the working population (accounting for 2.3 million people). As much as majority of the SMEs in Nigeria operate informally, there are over 35,000 formal SMEs that employ over 40 percent of the working population.
Recognizing the critical role small businesses play in the Awka metropolis, Nigeria economy, the government through Nigeria Vision 2020 envisages the strengthening of SMEs to become the key industries of tomorrow by improving their productivity and innovation. However, it is generally recognized that SMEs face unique challenges, which affect their growth and profitability and hence, diminish their ability to contribute effectively to sustainable development. The International Finance Corporation (IFC) (2011) has identified various challenges faced by SMEs including lack of innovative capacity, lack of managerial training and that these and other challenges have been consistently found in researches conducted in both

 (
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developed and developing country contexts, making them strongly confirmed constraints faced by SMEs in the global SMEs industry. However, these challenges have been found in previous studies (Adjei, 2012; Cofie, 2012) only from the perspective of SMEs. Zairani and Zaimah (2013) are of the view that this situation is unwholesome and poses a major gap in the literature because some of the challenges faced by SMEs in accessing credit are best identified from the viewpoint of financiers. Thus they contend that a holistic framework of challenges associated with access to financial resources among SMEs in any jurisdiction comes from two sets of people: (1) employees of financial institutions; and (2) SMEs (i.e. SME owners and employees).
1.2 [bookmark: _TOC_250027]BACKGROUND TO THE STUDY

According to African Development Bank Group Report (2012) Small and Medium Enterprises are the best candidates to achieve inclusive growth in Africa as they contribute significantly to the income generation and joint creation. However, financial access is consistently reported as one of the major obstacles to SME’s growth and development. Only 20 percent of African SMEs have a line of credit from a financial institution. There has been a growing recognition of the importance of the role that Small and Medium Enterprises (SMEs) play in the economic development globally and Nigeria in Particular. Small and Medium Enterprises (MSEs) are lifeblood of most economies. To be successful in this and other business sectors, finance plays a major role. As far as SMEs are concerned as part of business enterprises, they need finance to start up, expand, diversify and for working capital of the business firms. Without finance, no one business enterprise can achieve its objectives. Finance is the backbone of SMEs and any other business enterprise (McKernan & Chen, 2005). Both in the developing and developed world experience, inadequate education and skills, technological change, poor infrastructure, scanty market information and lack of access to credit.

The catalytic roles of micro and cottage businesses have been displayed in many countries of the world such as Malaysia, Japan, South Korea, Zambia, and India among other countries. They contribute substantially to the Gross Domestic Production (GDP), export earnings and employment opportunities of these countries. SMEs have been widely acknowledged as the springboard for sustainable economic development (Osotimehin, Jegede, Akinlabi, & Olajide, 2012). Apart from the fact that it contributes to the increase in per capital income and output, it also creates employment opportunities, encourage the development of indigenous entrepreneurship, enhance regional economic balance through industrial dispersal and generally promote effective resource utilization that are considered to be critical in the area of engineering economic development (Oboh, 2004; Odeh, 2005).
1.3 [bookmark: _TOC_250026]STATEMENT OF THE PROBLEM

In almost all economies of the world especially in developing countries in Africa, micro and small enterprises are crucial and are a key factor for sustained growth and development. SMEs play pivotal roles in creating dynamic, market oriented economic growth, employing the growing workforce in developing countries, alleviating poverty and promoting democratization.
Though, small business owners often have more information about the potential of their own businesses, in some situations it can be difficult for business owners to articulate and give detailed information about the business as the financiers want (Aryeetey et al., 1994). In addition, some small business managers tend to be restrictive when it comes to providing external financiers with detailed information about the core of the business since they believe that information about their business may leak through to the competitors (Winborg and Landstrom, 2009).

Lack of planning, improper financing and poor management have been reflected as the main cause of failure to small enterprises to obtain credit has been revealed by (Longenecker et al., 2006). This is yet to be evaluated in the context of a growing self-employment environment and SMEs platform such in Nigeria. Though shortage of credit facility has ever being identified as one of the most serious constraints, facing SMEs and hindering their development in Millennium Goals Reports. Hence, a necessity for this study.
1.4 [bookmark: _TOC_250025]OBJECTIVES OF THE STUDY

The main objective of this study is to examine the challenges faced by SME’s in accessing credit in financial institutions of Awka metropolis. Others are:
i. To determine the access to finance/Capital which represent the greatest problem confronting SMEs in Nigeria
ii. To ascertain first hand, the opinions, feelings, and the pulse of some key SME operators as well as professionals in the SME sub-sector of the economy with respect to the unhealthy state of SMEs in Nigeria.
iii. To assess the top three greatest problems facing SMEs in Nigeria Management, Access to Finance/Capital and infrastructure in descending order of intensity
1.5 [bookmark: _TOC_250024]RESEARCH QUESTIONS

In view of the consequence of SMEs in obtaining credit facilities from financial Institutions, it is necessary to formulate some research question which will enable the researcher prefer solution to the identified problems.
i. What access of finance/capital does not represent the greatest problem confronting SMEs in Nigeria?

ii. What management does not represent the greatest problem facing the manufacturing sub- sector of SMEs in Nigeria?
iii. What are the problems faced by SME’s in Nigeria Management, Access to Finance/Capital and infrastructure in descending order of intensity?
1.6 STATEMENT OF HYPOTHESES

In order to enable the researcher confirm the greatest drawback for SMEs in Awka metropolis, Nigeria and fully appreciate their respective relevant significance, he had to postulate the following hypotheses:
i. H0: Access to finance/Capital has no significant relationship with the greatest problem confronting SMEs in Nigeria.
ii. H0: Management has no significant relationship with the greatest problem facing the manufacturing sub-sector of SMEs in Nigeria.
1.7 [bookmark: _TOC_250023]SIGNIFICANCE OF THE STUDY

The study will be significant to the policy makers-especially in the Ministry of Industry and Trade to understand the challenges and prospects of enhancing SMEs to accessibility to financial credit not only Nigeria.
Additionally, to other researchers, the study will be useful since it will add knowledge to other researchers intending to study about SMEs financial credit accessibility, their strategies and operations. To Small and Medium Scale Enterprises, the present research will build an understanding of the challenges and prospects of SMEs in regard to financial credit markets. This will provide them with a high range choices, opportunities and knowledge of the challenges that are being faced by business entrepreneurs, especially the small and medium enterprises.

The current study provides a way forward on how SMEs should be able to adapt themselves across changes in Nigeria and Global arena in this era of competitive business and economy. Furthermore the study germinates a clear view for researchers in the future to have a background for them to extend towards new frontiers of the study for the future-best of SMEs growth and operations.
Critical policy issues will benefit the current and future government and policy makers in understanding the challenges and needed solution for SMEs to serve socio-economic issues. To other sectors of the economy, a better understanding of SMEs and financial credit operations provide a chance for stakeholders and other sectors to utilize resources more rationally through linking the sectors of the economy efficiently. Awka metropolis, Nigeria needs SMEs for a common man livelihood and also linkage in the sectors development SMEs perspectives need to be understood clearly.
1.8 [bookmark: _TOC_250022]JUSTIFICATION OF THE STUDY

The outcome of this study will be a little guide for the SME’s on how to overcome the problem of accessing credits from financial institutions.
The research will also serve as a source base to other scholars and researchers interested in carrying out further research in this field in future. The study therefore will extend the frontiers of the existing literature by emphasizing the challenges inhibiting SME’s in accessing credit from the financial institutions in Nigeria.
1.9 [bookmark: _TOC_250021]SCOPE OF THE STUDY

The study focused on the study of challenges inhibits SMEs in accessing credit in financial institution in Awka metropolis, Nigeria which was used for the researcher’s analysis. All references therefore relate to Awka metropoliss financial institutions in Nigeria. The structured questionnaire will

be sampled in three (3) selected companies of SME’s in which One hundred and twenty (120) respondents will be administered. The collected samples will be analyzed with statistical package; secondary sources will also be used for review of related literature.
1.10 DEFINITION OF TERMS

Various bodies, organizations and institutions have defined SMEs differently depending upon their purpose, objective and use.
For this research, the following definitions have been adopted:

i. Micro Enterprise: A firm, whose total cost including working capital but excluding cost of land is not more than ten million naira (N10,000,000) and/or with a labour size of not more than thirty (30) full-time workers and/or a turnover of less than two million naira (N2,000,000) only.
ii. Small Enterprise: An enterprise whose total cost including working capital but excluding cost of land is between ten million naira (N10,000,000) and one hundred million naira (N100,000,000) and/or a workforce between eleven (11) and seventy (70) full-time staff and/or with a turnover of not more than ten million naira (N10,000,000) in a year.
iii. Medium Enterprise: A company with total cost including working capital but excluding cost of land of more than one hundred million naira (N100, 000,000) but less than three hundred million naira (N300, 000,000) and/or a staff strength of between seventy-one
(71) and two hundred (200) full-time workers and/or with an annual turnover of not more than twenty million naira (N20, 000,000) only.
iv. Large Enterprise: Any enterprise whose total cost including working capital but excluding cost of land is above three hundred million naira (N300,000,000) and/or a

labour force of over two hundred (200) workers and/or an annual turnover of more than twenty million naira (N20,000,000) only. Other abbreviations, terms and notations used in this study include but are not limited to the following:
v. NASME: Nigerian Association of Small and Medium Enterprises, which is an umbrella association of all SMEs
vi. MAN: Manufacturers Association of Nigeria is the official association of manufacturing companies in Nigeria
vii. NACCIMA: Nigerian Association of Chambers  of Commerce, Industry, Mines and Agriculture is an association of various Chambers of Commerce in Nigeria
viii. NASSI: Nigerian Association of Small Scale Industries is the umbrella association of all the Small Scale Enterprises in Nigeria
ix. DFIs: Development Finance Institutions are companies involved in project and development finance such as the Bank of Industry (BOI)
x. SMEs: Small and Medium Enterprises are those firms, which satisfy the definitions given above
xi. CBN: Central Bank of Nigeria, the apex bank in Nigeria, which supervises other banks

[bookmark: _TOC_250020]CHAPTER TWO LITERATURE REVIEW
2.0 [bookmark: _TOC_250019]INTRODUCTION

These chapters review various theories that underpin challenges inhibiting SMEs in accessing credits in financial institutions. Specifically, pecking order theory and credit rationing theory. This is followed by the conceptual framework, empirical review of literature related to the topic under study and the critique of this literature. Finally, the chapter delved on the gaps that arose from this literature and then the summary.
2.1 [bookmark: _TOC_250018]CONCEPTUAL FRAMEWORK

A conceptual framework is a product of qualitative process of theorization which interlinks concept that together provides a comprehensive understanding of a phenomenon or phenomena Jabareen, (2009). The concepts that constitute a conceptual framework support one another, articulate their respective phenomena, and establish a framework-specific philosophy that defines relationships. The conceptual framework of this study relates to independent variables; collateral requirements, cost of credit, availability of information on finance, business risks and the dependent variable; Access to credit facilities by micro and small enterprises in Ibadan City, Nigeria.
2.1.1 CONCEPT OF ACCESSING FINANCE

Accessing credit helps all firms to grow and prosper. However, lack of access to credit is a major impediment inhibiting the growth of micro enterprises (GOK, 2005). Furthermore, firms with greater access to capital are more able to exploit growth and investment opportunities (Beck, Demirgüç-Kunt, Laeven, & Maksimovic, 2006). There is no structured institutional mechanism in Nigeria to facilitate the flow of financial resources from the formal sector through micro

finance institutions to such enterprises. Generally, such enterprises operate on tight budgets, often financed through owner's own contribution, loans from friends and relatives and some bank credit. They are often unable to procure adequate financial resources for the purchase of machinery, equipment and raw materials as well as for meeting day-to-day expenses. This is because, on account of their low goodwill and little fixed investment, they find it difficult to borrow at reasonable interest rates. As a result, they have to depend largely on internal resources. The problem is even acute in rural areas where banks branches are far apart or non-existent (GOK, 2005).
As emphasized by Hatega, (2007), Kauffmann (2005) and the IFC (2006) report “Making finance work for Africa”, it is relatively clear that weakly functioning financial markets is the far most important obstacle for SME entry, growth investment. Ntakobajira, (2013), in his study found out that access to finance affected performance of SMEs to a great extent because it limited the entrepreneurs’ ability to take advantage of opportunity as and when they arose. Nalwelishe (2003) as cited in Ondieki, Nashappi, and Moraa (2013) carried out a research on sources of finance available to small scale enterprises in Ibadan. His objectives were to identify which types of credit are easily obtainable by SSEs and to evaluate the credit policies of SSEs. On access to credit, majority of entrepreneurs relied on limited own and family savings for start- up and additional capital. They hardly rely on external sources of finance. Therefore, these enterprises have poor access to credit. Concerning supply of credit; urban-located enterprises were noted to have achieved a higher success rate than the rural ones.
Interest in access to finance has increased significantly in recent years, as growing evidence suggests that lack of access to credit prevents low-income household and small firms from financing high return investment projects, having an adverse effect on growth  and poverty

alleviation. They examined literature on the causal relationship between access to financial services and its impact on agricultural production. The literature, mostly observation from a few case studies, reveals that access to financial services by the rural people (or low income population segments) can improve their incomes and therefore their welfare (Mutua &Oyugi, 2005). According to de la Torre et al. (2008) cited in Njeru, Namusonge & Kihoro, (2012), given the small scale entrepreneurial projects and a higher information asymmetry and higher risk, financial institutions find it costly to monitor small businesses, even if advances in technology (including the risk scoring techniques) imply that the banking sector is capable of handling the entrepreneurial finance better than in the past.
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2.1.2 COLLATERAL REQUIREMENT

Historical development and the associated culture, of the banking system underpin the problem of the emphasis on the provision of collateral as a primary condition in lending. Banks have always adopted a risk adverse stance towards small firms, with an accompanying inability to focus on the income generating potential of the venture, when analyzing the likelihood of loan repayment (Beaver, 2002).
Credit constraints can occur when banks increase collaterals for loans. As a result, low interest borrowers (including MSEs) may be removed from the list of potential customers and banks may skip these customers (Stiglitz & Weiss, 1981). Gangata & Matavire, (2013) in their study on challenges facing MSEs in accessing finance from financial institutions, found out that very few MSEs succeed in accessing funding from financial institutions, the main reason being failure to meet lending requirements, chief among them being provision of collateral security.
A study was done on challenges faced by Small & Medium Enterprises (SMEs) in obtaining credit in Nigeria. Based on the responses received through the questionnaires circulated, it became evident that SMEs in Nigeria like most SMEs in other countries are faced with major challenges in accessing credit. These challenges were revealed by the study to include, the inability of SMEs to provide collateral and other information needed by banks such as audited financial statement couple with the high cost of loan in terms of high interest rates make it extremely difficult to access bank loans (Vuvor & Ackah, 2011).
Cressy and Toivanen (2001) say that, “better borrowers get larger loans and lower interest rates; collateral provision and loan size reduce the interest rate paid ….. The bank is shown to use qualitative as well as quantitative information in the structuring of loan contracts to small businesses.” In effect, it may therefore be that simple because banks approach the lending

process in a risk-averse way (in order to protect the funds of savers), and thus turn down a number of propositions perceived to be ‘riskier’, that there is an apparent ‘discrimination’ against for example women and ethnic minorities.
2.1.3 COST OF CREDIT

The cost of credit accessibility refers to the amount of money the entrepreneurs pay in process of borrowing money from financial institutions. The key indicators of cost in this respect are processing fees, negotiation fees, interest rates, personal insurance, legal fees and travelling expenses that the entrepreneurs meet in the process of acquiring credit. Hallberg, (2002) singled out high risks associated in lending SMEs and fixed costs associated in acquiring sound information about the borrower by financial institutions as the major driving force to the high cost of credit.
High transaction costs do therefore not only increase the cost of borrowing, but can also restrict access to external finance for some borrower groups. While transaction costs are restraining for all borrowers, there are arguments that they are even more constraining for small and micro enterprises. Their diverse characteristics and their relative opaqueness increases assessment and monitoring costs. Unlike other credit categories, such as consumer credit or mortgage lending, SME lending is still considered a high-cost lending product. More specifically, unlike other lending products that can be reduced to simple transactions, SME lending often still depends heavily on relationships between borrowers and lenders (Berger & Udell, 2006).
Every business needs financing, even though at first glance it might appear that funding is unnecessary. It is important that financing be as efficient as possible, Stutely (2003). Stutely, argues that the borrower should be able to put the cost of all financing on the same basis, comparing them and come up with the one that gives the lowest cost financing option. Banks

have often been criticized for having high interest rates charged on loans. But sometimes, there are factors beyond their control. For example, the amount of interest payable on loans depend on interest rates charged, which is driven by the base lending rate of interest set by the Central Bank of Nigeria (CBN). The amount of interest rate charged is sometimes, intertwined with the security of the loan, and the use for which it is to be used, or the nature of the business. That is, the more secure loans are charged low interest rates due to, their low risks involved. This leads MSEs to the Micro Finance Institutions (MFIs), who lend unsustainable interests short term loans.
A study carried out by Mwangi and Bwisa, (2013) on challenges facing entrepreneurs in accessing credit: a case of youth entrepreneurs in Ibadan, Nigeria found out that most of youth entrepreneurs faced challenges in accessing credit due high cost of credit evidenced in high loan processing fees, high rate of legal fee, high rate of interest, high cost of credit insurance and high expenses incurred in travelling in the process looking for credit. The research recommends that the financial institutions should look for ways of developing credit products that would attract the youth. The lenders and other stakeholders should explore lowering rate of interest for credit products meant for the youth.
2.1.4 AVAILABILITY OF INFORMATION ON FINANCE

The access to credit information and the technology in local lending environments determine the extent to which small enterprises obtain sufficient external financing to exploit profitable projects. The extent to which the business environment inhibits the optimal provision of credit determines the size of the funding gap that small enterprises might face (Berger et al., 2004). Access to information is important both from the SMEs perspective and from the perspective of the providers of financial services and products. The SME requires information with which to

identify the potential suppliers of the financial products. It requires this information to evaluate the cost of the financial services and products that are being offered. The financial service providers require information with which to evaluate the risk of the SME which is applying for finance, and to assess the prospects of the SMEs within the market segment.
One of the problems faced by small firms when attempting to raise finance is information asymmetry in that they cannot prove the quality of their investment projects to the provider of finance (usually banks). Small firm managers often suffer from a lack of financial sophistication, as they are often product or service specialist, not specialists in the area of finance. Thus, the information asymmetry problem is partly one relating to difficulties in the spheres of communication and credibility. This is compounded by the fact that new or recent start-ups businesses may be unable to provide evidence of a good financial performance track record. Banks in particular rely on past financial performance as an indicator for the future profitability of projects (Tucker & Lean, 2003).
Access to information is therefore a basic condition for providing loans to firms. Often the problem of inadequate information is mentioned as one of the main aspects limiting bank finance to SMEs (Observatory of European SMEs, 2003; Udell, 2004).Most of the information banks obtain from SME operators come from the borrowers themselves: investment plans, working capital requirements and balance sheets. The required information is then scrutinized for internal consistency, and compared to other information the bank has at its disposal. However, interaction with the borrower is the next possible source of information for the bank from the SME borrowers. By handling the borrower's accounts, the bank knows the borrower's volume of transaction and the trend of his/her business. As a result borrowers are most likely to obtain loans and overdraft facilities from a bank that they have been banking with for years.

According to the Observatory of European SMEs (2003:23), 60% of the SMEs in Europe regularly provide this type of information. The report further indicates that there is a positive correlation between the size of the enterprise and the information provided to banks. It further indicates that 70% of the SMEs without credit lines do not share financial information with the bank. The situation is even worse in the lesser developed countries where the level of literacy is dismally low. However, provision of information to the bank may be a necessity for creating a rating culture among MSEs for purposes of accessing external finance.
Small business owners most often possess more information about the potential of their own businesses but in some situations it can be difficult for business owners to articulate and give detailed information about the business as the financiers want. Additionally, some small business managers tend to be restrictive when it comes to providing external financiers with detailed information about the core of the business, since they believe in one way or the other, information about their business may leak through to competitors (Winborg & Landstrom, 2000).The importance of keeping proper accounts in promoting the growth of small businesses has been acknowledged in prior studies on small business growth and development (Abor & Biekpe, 2006,). Kinyanjui, (2006) records that some entrepreneurs felt that it was difficult to obtain loans as they had to show credit records and they did not fully understand the requirements of getting and paying loans.
2.1.5 BUSINESS RISKS

Risk factor is another aspect that explains the access to credit facilities by SMEs. Total risk (both business and financial risk) may be a dimension across which a financing gap might exist. A firm’s business risk (which focuses on a firm’s operations), represents the uncertainty of the firm’s return on its assets (Correia, Flynn & Wormald, 2008). Whereas, financial risks occurs

when a firm makes use of debt (that is, financial leverage). In such instances, the firm takes on additional responsibility of financing the debt which is paying interest payments on time. The inability of the firm to pay the interest payments or repay the principal will result in a default that might lead to bankruptcy. As the amount of debt used by the firm increases, the chances of it defaulting will also go up due to constraints on its cash flows as a result of the interest payments. SMEs rely more on external financing, thus the financial risk in the MSE sector is most likely to be very high.
Green (2003) argued that commercial banks tend to impute a high risk to small enterprises and are therefore reluctant to extend credit to them. Due to their small size and inherent vulnerability to market fluctuations, the mortality rates of small enterprises are relatively high. These firms are, by their very nature, often relatively young and consequently lack a financial history and a track-record of profitable projects. In addition, organization and administrative deficiencies, lower quality management and a lack of appropriate accounting systems may compromise the accessibility and reliability of information from small firms on their repayment capacity.
The difficulties faced by SMEs in accessing credit facilities are attributed to their perceived higher risk profile. Lending institutions regard SMEs as riskier enterprises for a number of reasons which include: uncertain competitive environment; inadequate accounting systems; more unpredictable operating environment in the developing and emerging markets; assets not properly registered; delayed payments for the products and services rendered; less equipped in terms of both human and financial resources to withstand economic resources (Van Aardt & Fatoki, 2012).

2.2 [bookmark: _TOC_250017]THEORETICAL FRAMEWORK

2.2.1 PECKING ORDER THEORY

Myers (1984) and Myers & Majluf (1984) developed the Pecking Order Theory (POT) based on the premise that ‘inside’ management are better informed of the true value of the firm than the ‘outside’ investors. These information asymmetries result in varying costs of additional external finance, as potential investors perceive equity to be riskier than debt. They propose that firms seek to overcome problems of undervaluation arising from information asymmetries, preferring to finance investment projects with internal funds in the first instance. When internal equity is exhausted, firms use debt financing before resulting to external equity. Authors state that the POT is even more relevant for the SME sector because the relatively greater information asymmetries and the higher cost of external equity for SMEs (Ibbotson, Sindelar & Ritter, 2001). Additionally, a common phenomenon in the sector is the desire of the firm owners to retain control of the firm and maintain managerial independence (Jordan, Lowe& Taylor, 1998).
These factors suggest that MSE owners source their capital from a pecking order of, first, their “own” money (personal savings and retained earnings); second, short-term borrowings; third, longer term debt; and, least preferred of all, from the introduction of new equity investors, which represents the maximum intrusion. Empirical evidence supports applicability of the POT in explaining the finance of MSEs (Ou & Haynes, 2006). These studies emphasize that small firms rely on internal sources of finance and external borrowing to finance operations and growth, and only a very small number of firms use external equity. A number of studies report that firms operate under a constrained pecking order, and do not even consider raising external equity Howorth, (2001).

Adherence to the POT is dependent not only on demand-side preferences, but also on the availability of the preferred source of financing. The supply of finance depends on many factors, particularly the stage of development of the firm. The most important source of funding for start- up and nascent firms are the personal funds of the firm owner, and funding from friends and family. Howorth (2001) investigated the pecking order, although the theory emerged in other literature: entrepreneurs tend to seek finance first from their own resources, and then friends and families, and then from other sources such as banks. Indeed, the money from family and friends is often essential (and often regarded as quasi-equity by the banks) to unlock support from commercial institutions.
2.2.2 CREDIT RATIONING THEORY

One of the most important theories that focused on financing gap analysis is the Credit Rationing Theory by Stiglitz & Weiss (1981). In their formulation, Stiglitz and Weiss (1981) argued that agency problems (a conflict of interest between management (agents) and the shareholders (owners) of the organization) and information asymmetries are the major reason why SMEs have constrained access to finance. They argued that only SMEs know their real financial structure, the real strength of the investment project and the effective intention to repay the debt, that is, firms have superior private information (asymmetric information). Hence, the bank manager makes decisions under asymmetric information, and operates under a moral hazard and adverse selection risk.
Stiglitz and Weiss (1981) explained the choice among different financing sources under conditions of asymmetric information and credit rationing. Asymmetric information can lead to credit rationing conditions by modifying the risk-return distribution; this fact encourages banks to refuse capital for investments and produces divergence between capital demand and supply

(Alfo & Trovato, 2006). Constrained access to finance derived from financial institutions’ credit rationing behavior might not be efficient because managers work under conditions of asymmetric information. This may result in less profitable investments getting financed while more profitable investments are being left out and thus resulting in adverse selection and moral hazard risks. Therefore, asymmetric information can explain asymmetric of credit among firms with identical characteristics, the lenders not being aware of the exact bankruptcy likelihood for the firms, know only that this likelihood is positive and therefore choose to increase debts’ cost.
Start-up small firms are more likely to be affected by information asymmetry problems. Deakins, North, Baldock and Whittam (2008) argued those information asymmetries are more acute in new and technology-based propositions. They argued at an early stage, information is limited and not always transparent and assets are often knowledge based exclusive associated with the founding entrepreneur. Especially with manufacturing and technology based firms, entrepreneurs may be reluctant to provide full information about the opportunity because of concerns that disclosure may make it easier for others to exploit.
There are some categories of SMEs that will face additional problems due to lack of security, such as young entrepreneurs or those from deprived areas. In addition, there may be asymmetries arising from location as well as sector. For example, owners of MSEs in rural environments may face difficulties with access to bank finance. Small firms are more likely to be rationed because they are seen as particularly risky. Although they might be willing to pay more to compensate for the additional risk, the banks will refuse to raise the interest rate sufficiently to equate supply and demand.
According to Atieno, (2001) also pointed out that access to credit by borrowers is affected mainly by credit rationing behavior of lending institutions who used descriptive statistics to

analyze the role of institutional lending policies of formal and informal credit institutions in determining access to and uses of credit facilities by small-scale entrepreneurs in Kenya. Lack of information about credit and lack of required security are the major reasons and that the amount applied for was higher than the amount received from both formal and informal sources suggesting credit rationing by the institutions.
2.3 [bookmark: _TOC_250016]LITERATURE ON THE SUBJECT MATTER

2.3.1 SMEs CONTRIBUTION TO ECONOMIC DEVELOPMENT AND GROWTH “The private sector is the engine of growth of the economy therefore they must be given the necessary tools to increase their growth”. Anyima-Ackah, (2006)
Economic development is a process of economic transition involving the structural transformation of an economy through industrialization, rising GNP, and income per head. Economic growth on the other hand, contributes to the prosperity of the economy and is desirable because it enables the economy to consume and contribute to more goods and services by increasing investment, increase in labour force, efficient use of inputs to expand output, and technological progressiveness. Any nation that experiences economic development and growth will benefit from improvement in the living standards especially if the Government can assist in growth by implementing complementary and growth-enhancing monetary and fiscal policies (Pass et al. 1993)
The SME sector is considered very important in many economies because they provide job, pay taxes, are innovative and very instrumental in countries participations in the global market. Beck and Kunt (2004) state that SME activity and economic growth are important because of the relatively large share of the SME sector in most developing nations and the substantial

international resources from sources like the World Bank group, that have been channeled into the SME sector of these nations.
SMEs account for nearly 93% of the registered businesses in Nigeria and therefore play an important role in economic development by providing employment opportunities, opening up new business opportunities, enhancing entrepreneurship, and fostering creativity among many other things. Kayanula and Quartey (2000) recognize them as the engines through which the growth objectives of developing countries can be achieved and are potential sources of employment and income in many developing countries. Mensah (2005) makes the analogy that SMEs act like sponges by soaking up surplus labour to provide a large share of employment and income in Nigeria.
Many researchers have observed that SMEs enhances competition and entrepreneurship therefore they suggest that direct government support can boost economic growth and development. Also SMEs growth boost employment more than large firm because they are labour intensive and make better use of scarce resources with very small amount of capital. Hallberg (2000) also states that developing countries should be interested in SMEs because they account for large share of firms and development in these countries. Young (1994) contended that SMEs are not only important because they are a source of employment but also because they are a source of efficiency, growth and economic decentralization.
Finally, they are very important in the fight against poverty as they help in the poverty reduction strategy for most government especially those in the developing countries were poverty is most severe. Since they employ poor and low income workers and are sometimes the only source of employment in the rural area, their contribution cannot be overlooked.

2.3.2 CHARACTERISTCS, SIZE AND FINANCE OF SMEs IN NIGERIA

A distinguishing feature of SMEs from larger firms is that the latter have direct access to international and local capital markets whereas the former are excluded because of the higher intermediation costs of smaller projects. In addition, SMEs face the same fixed cost as Large Scale Enterprises in complying with regulations but have limited capacity to market product abroad (Kayanula & Quartey, 2000).
SMEs in Nigeria can be categorized into urban and rural enterprises. The former can be subdivided into ‘organized’ and ‘unorganized’ enterprises. Organized ones tend to have employees with a registered office and are mostly solely owned by an individual whereas the unorganized ones are mainly made up of artisans who work in open spaces, temporary wooden structures or at home and employ little or in some case no salaried workers. They rely mostly on family members or apprentices. Rural enterprises are largely made up of family groups, individual artisans, women engaged in food production from local crops. The major activities within this sector include: soap and detergents, fabrics, clothing and tailoring, textile and leather, village blacksmiths, timber and mining, bricks and cement, beverages, food processing, wood furniture, electronic assembly, agro processing, chemical based products and mechanics (Liedholm & Mead, 1987; Osei et al., 1993) as cited by (Kayanula & Quartey, 2000)
This sector is characterized by low levels of education and training of the self-employed. They are mostly family owned businesses and there is little separation of the business finances from that of the owners even to the point that the owners or operators personal account is the same as that of the business.
SMEs in Nigeria are heterogeneous group- ranging from small workshops making furniture, metal parts and clothing to medium-sized manufactures of machinery as well as service

providers such as restaurants, consulting and computer software firms. Some are traditional ‘livelihood’ enterprises that are satisfied to remain small; others are growth-oriented and innovative.
Finance is the life-blood of the economic system. The financial system is the vessel that carries this life-blood through the economic system (Sowah, 2003). According to Mishkin (2008), banks are the most important sources of external funds, especially for loans. This suggests that the bank plays an important role in financing business activities, especially in developing countries. The SMEs differ from large firms in that the latter have direct access to international and local capital markets whereas the former are excluded because of the higher intermediation costs of smaller projects.
The acronym SMEs refers to small, micro, medium scale enterprises. Occasionally, it is used synonymously with micro, small and medium enterprises (URT, 2002). SMEs are defined using criteria such as the number of employees, sales volume, and total value of assets and ownership of the business.
Moreover, SMEs are defined in terms of characteristics which distinguish them from large firms. Yet it is even harder to define SMEs in terms of characteristics and draw a precise line from a number of sources within a company and is more frequently employed. Sources that are external to a firm include owners, friends and relatives, commercial banks, suppliers and distributors, government and non-government agencies. It has been stated that differences in the financial institution structure and lending infrastructure affect the availability of funds to SMEs (Mensah, 1999).
There exist a number of financial sources available for financing of the SMEs sector. These include, among others, the own savings, banks, microfinance and informal money lenders.

The Nigeria Government defines SMEs according to sector, employment size and capital investment in machinery. Accordingly, SMEs are defined as micro, small and medium size enterprises in non-farm activities, including manufacturing, mining, commerce and services..
The above may give a challenge as the changes of business and economic environment, especially in Nigeria city. This had to be re-evaluated in the present research.
Companies can enjoy some form of credit from their business suppliers. This is a very important source of credit, especially for SMEs. The suppliers allow the company some time to pay for the supplies. The credit periods vary from few days to several years. For example, it may take 30, 60 or 90 days credit (World Bank, 2007). Loans and contributions from friends and relatives are the common sources of funds, especially for new businesses since financial institutions are unwilling to provide the funding for start-up business because of the risks that are involved. Kuriloff et al., (1993) noted other personal resources that are available apart from personal savings. These include borrowing using one’s personal assets such as house and bonds as collateral.
Longenecker et al., (1994) observe that the personal savings of the owners and partners of businesses constitute an important source of funds, particularly in the formative stages of a firm. The personal contributions also help to raise additional funds from other sources. Much is yet to have been translated in terms of what are SMEs generally and what should be a common structure and criteria to re-define what SMEs are.
2.3.3 TYPES OF FINANCING AVAILABLE TO SMEs

Boom et al. (1983) and Longenecker et al. (1994), like most writers on the subject of SME financing, describe two basic types of financing, namely debt and equity. Hisrich and Peters (1995) and Anderson and Dunkelberg (1993) describe debt as funds borrowed to be paid at a future date and a fee, referred to as interest to be paid an at agreed time schedule. The payments

of interest are supposed to be done regardless of whether the firm makes profit or loss. Equity, on the other hand, is defined as funds contributed by entrepreneurs or investors who become owners or part owners of the firm and whose returns are primarily based on the profits. This implies that if a firm fails to make profits its owners do not get any returns.
Generally, equity funds are long-term funds but debt may be short to medium or long-term. Hisrich and Peters (1995) mention another basic classification of funds: internal and external funds. Internally generated funds come from a number of sources within a company and are more frequently employed. They include operational and investment profits, sales of assets, extended payment terms, reduction in working capital and accounts receivable. Another important source of internally generated funds is expediting the collection of receivable accounts. This releases funds that may be locked up with suppliers and distributors for the firm’s use. Sources that are external to a firm include owners, friends and relatives, commercial banks suppliers and distributors, government and non-government agencies.
i. Equity versus Debt

It is very important to carefully evaluate the reasons for the choice of one form of funding against another or a particular mix. A number of factors must be considered and they include the following:
· Purpose of funds

The choice of the type of financing, that is, whether to use equity or debt depends on several factors and one such important factor is the intended purpose of the funds. Wert and Henderson (1979) note that the suitability of funds obtained and project for which funds are obtained is very important. Long-term funds as long-term debt may not be suitable for short-term projects. This will burden the firm with the cost of servicing an unnecessary debt.

Similarly, short-term debts are not appropriate for financing long-term projects since the loan may have to be repaid before the end of the project. Wert and Henderson (1979) concluded that a more flexible short-term debt is more suitable for short-term projects, whereas long-term funds such as long-term debt or equity are more suitable for long-term financing such as acquisition of equipment or the construction of a new plant. The phenomenon is described by Brealey and Myers (1996) as “matching maturities”.
· Leverage and Owner’s Equity

Borrowing creates financial leverage since payments of interests add to financing costs. Thus a percentage of increase in the earnings before interest and tax of a firm will result in a higher percentage increase in the net earnings of the firm. Consequently, the value of the owner’s equity will appreciate. Similarly, a percentage reduction in net earnings before interest and tax will lead to a greater percentage reduction in net earnings, and consequently, the depreciation of owner’s equity. Therefore the use of debt results in higher earnings volatility and increase the risk to owner’s equity. Equity capital does not result in financial leverage (Brealey and Myers, 1996; Wert and Henderson, 1979).
· Riskiness

Apart from the increased risk to earnings and owner’s equity, debt financing poses another risk. When a firm has to honour its debt obligations with difficulty or is unable to honour the obligation at all, then it is said to be in financial distress. The probability of financial distress increase as a firm’s debt-to-equity ratio increases. So to avoid financial distress affirm must guard against excessive debt. Financial distress is costly. Investors take the potential for financial distress in the future into consideration in the valuation of firms. The attitude of suppliers towards a firm may change when a firm becomes financially distressed. Also valuable

management time will be lost to the firm. Financial distress may result in bankruptcy. Filing for bankruptcy involves heavy legal fees, which comes from the remaining value of the firm’s assets. So costs of financial distress and bankruptcy must be considered carefully. (Wert and Henderson, 1979).
· Flexibility

A firm’s ability to adapt to a changing economic environment, particularly, with respect to its future financing decisions, is very important. According to Wert and Henderson (1979), if a company takes on too much debt it may be forced to use equity financing at a time that the market for equity may be unattractive. Alternative options under such circumstance may be equally unattractive. For instance a firm may be forced to take more debt at very high interest rates, since lenders will demand higher returns from a firm that already has high levels of debt. Otherwise, the firm may have to forego very attractive business opportunities due to major cuts in capital expenditures. On the other hand, too much equity can give rise to a similar problem. In this case the problem arises if a company decides to contract operations. Wert and Henderson (1979) recommend that to be truly flexible a company must maintain its options by maintaining a good balance of capital mix. This will allow an easier choice of expansion or contraction as and when necessary.
2.3.4 CONSTRAINTS FACED BY SMEs IN ACCESSING CREDIT

Cuevas et al. (1993) indicates that access to bank credit by SMEs has been an issue repeatedly raised by numerous studies as a major constraint to industrial growth. A common explanation for the alleged lack of access to bank loan by SMEs is their inability to pledge acceptable collateral. In their view the current system of land ownership and transfer regulations clearly retards and to

some extend limits access to formal credit. First, due to lack of clear title to much usable land in Awka metropolis, there is a limited amount of real property that can be put up as collateral.
Second, a Government embargo on transfer of stool and family land has further restricted land availability for collateral. Finally, where title or lease is clear and alienable, transfer regulation needlessly delay the finalization of mortgages and consequently access to borrowed capital. Aryeetey et al. (1993) supported the view of Cuevas et al. (1993) that from the view point of private sector, problems related to finance dominate all other constraint to expansion.
They claimed that the available of collateral plays a significant role in the readiness of banks to meet the demand of the private sector. Collateral provides an incentive to repay and offset losses in case of default. Thus collateral was required of nearly 75 percent of sample firms that need loans under a study, which they conducted on the demand supply of finance for small enterprises in Awka metropolis. The study also indicated that 65 percent of the total sample firm had at various times applied for bank loans for their business. Nevertheless a large proportion of the firm had their application rejected by banks. For firms that put in loans applications there was almost 2:1 probability that the application would be rejected. Firms receive loans for much less than they requested for. Among firms that had their applications rejected, lack of adequate collateral (usually in the form of landed property) was the main reason given by banks. Aryeetey et al. (1994) suggest that banks can offer alternative to property as collateral such as guarantors, sales contract and liens on equipment financed.

CHAPTER THREE RESEARCH METHODOLOGY
3.0 [bookmark: _TOC_250015]INTRODUCTION

Research methodology according to Holding, (1978) is a systematic process of collecting, presenting, analyzing and interpreting data for the purpose of arriving at dependable Solutions to human problems. This chapter gives the methodology employed in this study, involving a discussion of data collection analysis techniques. This chapter presents the research design, methods of data collection and techniques analysis of data to be used in the study. Effort is made to describe different tools or techniques employed while analyzing the work. The research focuses on the challenges inhibiting SME’s in accessing credit in financial institutions in Nigeria a case study of Awka metropolis.
3.1 [bookmark: _TOC_250014]AREA OF STUDY

The area of study covered by this research work centered on all small and medium scale enterprises in Nigeria. Data collected were restricted to small and medium scale enterprises in Nigeria out of which Awka metropolis was picked as a case study.
3.2 [bookmark: _TOC_250013]RESEARCH DESIGN

According to Ary Jacob and Razariah (2005) descriptive research design is used to determine the nature of a situation at the time of the research. Gary (2006) opined that descriptive research entails the collection of data in order to fast hypothesis or answer questions concerning the present status of the objective of the study.

The research design used in this study was the descriptive survey design, the choice of this design was considered appropriate and suitable for the respondents, because the researcher did not manipulate any of the variables measured, the features were described as they appeared. This helped the researcher to analyze, interpret and report the information based on thje conditions and circumstances that existed.
The design further aided the researcher to collect the actual information from the respondents in the respective sample population, thereby drawing accurate inference and conclusion based on collected data.
Descriptive survey served as a useful purpose in determining the relationship among variables and the extent to which variations in the dependent and independent variable correspond.
3.3 [bookmark: _TOC_250012]POPULATION OF THE STUDY

Population is described as the entire member of object that needs to be studied. The target population for this research comprises of selected respondents in the case study area. One hundred and twenty (120) subjects will be sampled based on the strength of the researcher for the administration of the questionnaires. Stratified sampling method was used for the target population.
3.4 [bookmark: _TOC_250011]SAMPLE SIZE DETERMINATION

A sample is a portion of the population selected for study. It is very important to select sample size that will give sufficient fair representation of the population.
There are two basic way of making the sample size decision, one is by rule of thumb and the other one is by calculated method. In this research work, the rule of the thumb was used for this

research where 120 workers of total population were selected as the sample size. The sample is also made up of different workers of the Small and Medium Enterprises in Awka metropolis.
3.5 [bookmark: _TOC_250010]INSTRUMENTATION

The research instrument used for this study was self-administered questionnaire and personal interview with the respondents, it was designed in a way that the respondents responded according to their knowledge, opinion, past and present experience.
Questionnaires: The researcher designed a well-structured and multiple choice questionnaires for the operators of small and medium enterprises in Awka metropolis. The questionnaires were personally administered by the researcher. The questionnaires were distributed and collected immediately to avoid loss in transit and close-ended questions were asked for simple and direct responses which the respondents could not easily avoid. Out of 120 questionnaires that were sent to the field, all were returned.
Personal interview: Another instrument employed in the process of this study was interview. This is a means of which data are collected verbally by asking question from the staff of small and medium enterprises in Awka metropolis. This was carried out to gain an insight into the feelings and belief of those interviewed in order to obtain accurate information.
Secondary Sources: secondary data was used in this research work to support the data obtained from the primary sources so as to gain more information on the subject. The sources of secondary data used include journals, text books and internet.

3.6 [bookmark: _TOC_250009]METHODS OF DATA ANALYSIS

The data gathered from the fieldwork will be presented in a tabular form and interpreted using simple percentage approach. . The result will be analyzed using simple percentage in order to summarize the data collected and remove unnecessary details so as to depict a degree of homogeneity. In statistical testing of hypothesis, the Chi-square (X2) test of hypothesis was employed in analysis the data collected.
Statistical Tool Used: The Statistical Package for Social Sciences (SPSS) was used in the analysis of the data collected in this research as the researcher deemed it the most appropriate given its versatility and considering the nature of the data collected.
The SPSS has the incredible capabilities and flexibilities of analyzing huge data within seconds and generating an unlimited gamut of simple and sophisticated statistical results including simple frequency distribution tables, polygons, graphs, pie charts, percentages, cumulative frequencies, binomial and other distributions.
3.7 [bookmark: _TOC_250008]LIMITATIONS OF THE STUDY

There were a lot of challenges and difficulties right from the point of deciding on the appropriate research topic, during the course of the research assignment. Some of these constraints include financial difficulty. It was not too easy raising funds for the research work.
Another challenge includes the administration of questionnaires and administration of interview. The respondents were reluctant to accept the completion of the questionnaires. Some of the respondents were busy going about their daily and could not devote enough time for the interview process.

Non-challant attitude of some of the respondents to the administration of the questionnaire. Time constraints – There was no enough time for the data collection from the respondents due to the nature of their business. They have little time to spare to attend to the administration of the questionnaire.

CHAPTER FOUR

DATA ANALYSIS, FINDINGS AND DISCUSSION

4.0 [bookmark: _TOC_250007]INTRODUCTION

The responses of the 120 participants to the nineteen (19) questions stated in the questionnaire were keyed into the system and the statistical package for social sciences (SPSS) applied on the data.
As expected almost an uncountable number of results, indices, frequency distributions, chi- square correlations, contingency tables, P-values, test statistics, etc. were generated with several interactions.
Top on the list of information and data generated were frequency tables numbering about one twenty (120) representing the distribution of responses to each of the questions and sub- questions.
Key among these frequency distribution tables is the ranking of the various key problems confronting the SMEs in the country.
4.1 [bookmark: _TOC_250006]FINDINGS OF THE STUDY

Section A: Demographic Data of Respondents Table 4.1.1: Shows the gender of the respondents
	Responses
	Frequency
	Percentage (%)

	Male
	49
	41

	Female
	71
	59

	Total
	120
	100


Source: Field Survey, 2017

Table 4.1.1 above shows that 49, (41%) of the respondents were male while 71, (59%) of the respondents were female. This implies that majority of the respondents in this study were female respondents.
Table 4.1.2: Shows the age group of respondents

	Age group
	Frequency
	Percentage (%)

	Below 15 years
	-
	-

	16 – 25 years
	50
	42

	26 – 50 years
	32
	27

	Above 50 years
	38
	31

	Total
	120
	100


Source: Field Survey, 2017

Table 4.1.2 above shows that 50, (42%) of the respondents were within the age range of 16 – 25 years old, also 32, (27%) of the respondents were within 26 – 50 years and 38, (31%) of the respondents were above 50 years. This shows that 42% of the respondents in this study are within 16 and 25 years, who are youths and strong to work.

Table 4.1.3: Showing the level of education of respondents

	Level of Education
	Frequency
	Percentage (%)

	Below SSCE
	25
	21

	SSCE
	35
	29

	OND & NCE
	32
	27

	Degree/HND
	28
	23

	Total
	120
	100


Source: Field Survey, 2017

Table 4.1.3 above shows that 25, (21%) of the respondents have below SSCE, 35, (29%) of the respondents have SSCE, 32 (27%) of the respondents are educated up to OND & NCE level while 28, (23%) of the respondents has Degree & HND. This implies that 29% of the respondents in this study have SSCE.
Section B

Table 4.1.4: Frequency Table of Forms of Participant SMEs

	Form
	Frequency
	Percent (%)

	Private Limited Liability company
	102
	84.3

	Public Limited Liability Company
	2
	1.7

	Partnership
	3
	2.7

	Sole Proprietorship
	8
	6.7

	Family Owned
	4
	3.7

	Others
	1
	1.0

	Total
	120
	100.0


Source: Field Survey, 2017

As stated in table above the bulk of the respondents, specifically 102 out of 120 are private limited liability companies while only 2 are publicly limited companies (PLCs). The private limited companies represented 84.3% of the entire participants while public limited companies accounted for only 1.7%. Partnership and sole proprietorship companies among the respondents were three and eight representing 2.7% and 6.7% respectively. Four, representing 3.7% of them were family owned business while a mere 1% or one was Non-government Organizations and the likes.
Table 4.1.5: Distribution of Nature/Kind of Organization

	Nature
	Frequency
	Percent (%)

	Manufacturing, Tourism & Leisure
	37
	31

	Services Solid Minerals
	36
	30.7

	Educational Construction
	6
	4.7

	Mining Export
	2
	1.7

	Agro-allied Trading
	30
	24.7

	Information Technology &

Telecommunication
	2
	1.7

	Others
	7
	5.7

	Total
	120
	100.0


Source: Field Survey, 2017

While it is true that the respondents were fairly spread across a wide range of sectors, more than ten sectors in the economy the bulk of them came from thus: Services solid minerals 36 or 30.7%, Manufacturing, tourism and leisure 37 or 31% and Agro-allied Trading, 30 or 24.7%. From all intents and purposes, key sectors in the economy were represented in the sample.

Table 4.1.6: For how long has your company been in operations?

	Responses
	Frequency
	Percentage (%)

	Less than 5 years
	7
	6

	Between 5 and 10 years
	37
	31

	Between 11 and 15 years
	28
	23

	Between 16 and 20 years
	20
	17

	Over 20 years
	28
	23

	Total
	120
	100


Source: Field Survey, 2017

This table shows that 7 representing 6% of the respondents company has been in operation less than 5 years, 37 or 31% are between 5 and 10 years, 28 and 23% of the respondents are between
11 and 15 years in operation, 20 or 17% are between 16 and 20 years while 28 or 23% of the respondents are over 20 years. This shows that most of the respondents are experienced.
Table 4.1.7: What does your company deals in?

	Responses
	Frequency
	Percentage (%)

	Finished goods
	50
	42

	Raw materials
	32
	27

	Semi processed goods (intermediate)
	28
	23

	All of the above
	10
	8

	Total
	120
	100


Source: Field Survey, 2017

The table above shows that 50 respondents says that their company deals with finished goods, 32 of the respondents said raw materials, 28 says semi processed goods (intermediate) while the rest of the respondents which are 10 in numbers says they deal in all aspect.
Table 4.1.8: Do you do annual budgets?

	Responses
	Frequency
	Percentage (%)

	Yes
	89
	74

	No
	31
	26

	Total
	120
	100


Source: Field Survey, 2017

This table above shows the annual budgets of the respondents which 89 of the respondents says yes and 31 of the respondents says no. Majority of the respondents engaged in annual budgets for their organization.
Table 4.1.9: Have you ever engage external consultant services?

	Responses
	Frequency
	Percentage (%)

	Yes
	89
	74

	No
	31
	26

	Total
	120
	100


Source: Field Survey, 2017

This table above shows the engagement of external consultant service of the respondents which 89 of the respondents say yes and 31 of the respondents says no. That shows that most of the respondents allowed external consultant to evaluate and advise them where need be.

Table 4.1.10: Has your company ever applied to borrow money from Bank?

	Responses
	Frequency
	Percentage (%)

	Yes
	15
	88

	No
	105
	12

	Total
	120
	100


Source: Field Survey, 2017

The table above shows that 15 of the respondents say yes that the company has ever applied to borrow money from the bank while 105 of the respondents say no. Most of the respondents don’t borrow money from banks.
Table 4.1.11: If not why not, why is that your company never applied to borrow money from a Bank?
	Responses
	Frequency
	Percentage (%)

	You do not like Bank loan
	44
	37

	Interest rate too high
	38
	32

	No collateral to pledge
	29
	24

	Others
	9
	7

	Total
	120
	100


Source: Field Survey, 2017

The table above shows why not the company never applied to borrow money from a bank which 44 of the respondents say they do not like bank loan, 38 says because interest rate is too high, 29 says no collateral to pledge and 9 said others.

Table 4.1.12: What was the highest amount your company ever borrowed from a Bank?

	Responses
	Frequency
	Percentage (%)

	Below 1 million
	70
	58

	Between 2 million and 5 million
	45
	38

	Above 5 million
	5
	4

	Total
	120
	100


Source: Field Survey, 2017

The table above shows that 70 of the respondents say that the highest amount ever borrowed from a bank is below 1 million naira, 45 says between 2 million and 5 million naira, while 5 of the respondents says above 5 million naira.
Table 4.1.13: Have you ever had problem repaying a Bank loan?

	Responses
	Frequency
	Percentage (%)

	Yes
	91
	76

	No
	29
	24

	Total
	120
	100


Source: Field Survey, 2017

The table above shows that 91 representing 76% of the respondents say yes that they had problem repaying a bank loan while 29 of the respondents says no.

Table 4.1.14: Is financing really a set back to the growth of your organization?

	Responses
	Frequency
	Percentage (%)

	Yes
	79
	66

	No
	41
	34

	Total
	120
	100


Source: Field Survey, 2017

The table above shows that 79 of the respondents say yes that financing is really a set back to the growth of their organization while 41 of the respondents says no.
Table 4.1.15: How have you been financing the operations of the organization?

	Responses
	Frequency
	Percentage (%)

	Personal funds/savings
	50
	41

	SMIEIS funds
	15
	13

	Banks loan
	20
	17

	Family funds
	20
	17

	Friends support
	10
	8

	Others
	5
	4

	Total
	120
	100


Source: Field Survey, 2017

This table gives response to the question that how have they being financing the operations of the organization which 50 of the respondents say that personal funds/savings, 15 said SMIEIS funds, 20 of the respondents say that Banks loan another set of 20 respondents says family funds, 10 respondents says friends support and 5 others said other means which was not disclosed.

Table 4.1.16: Does your organization have a good business relationship with the bankers?

	Responses
	Frequency
	Percentage (%)

	Yes
	78
	65

	No
	42
	35

	Total
	120
	100


Source: Field Survey, 2017

The table above shows that 78 of the respondents say yes that the organization has a good business relationship with the bankers while 42 of the respondents say no.
Table 4.1.17: Are you aware of the existence of other avenues of funding your business?

	Responses
	Frequency
	Percentage (%)

	Yes
	89
	74

	No
	31
	26

	Total
	120
	100


Source: Field Survey, 2017

The table above shows that 89 representing 74% of the respondents says yes that they are aware of the existence of other avenues of funding their business while 31 representing 26% of the respondents says no.
4.2 TEST OF HYPOTHESES

The researcher at this point tests the hypothesis formed earlier in other to accept or reject them and as well as determining the extent of their reliability. In other to achieve this, the researcher used chi-square (X2) method

HYPOTHESIS ONE

H0	Access to finance/capital has no significant relationship with the greatest problem confronting SMEs in Nigeria.
H1	Access to finance/capital has significant relationship with the greatest problem confronting SMEs in Nigeria.
The hypothesis can be tested using table 4.1.14 where a total number of 11 respondents representing 9% says yes that financing is really a set back to the growth of the organization while 109 or 91% of the respondents said no.
Test Statistics

Formula         X2       =         ∑(oi – ei)2


ei


Where,	X2	=	Chi-Square

	O
	=
	Observed Frequency

	E
	=
	Expected Frequency



Assumption:

The level of significance used is 5%. That is 0.05

Degree of Freedom

The degree of freedom is given as thus: DF = (R-1) (C-1)
	Where
	R

C
	=

=
	Rows

Columns

	
	DF
	= (2-1)
	(2-1)



DF	= 1

i.e.	1x1 = 1

NOTE: The value of 1 at 0.05 significant levels is 3.45. Using the chi-square table. Thus: The critical value is given as X2 is 3.45
Table 4.2.1	COMPUTATION OF THE 1ST HYPOTHESIS

	O
	E
	o – e
	(o – e)2
	(o – e)2


e

	79
	60
	19
	361
	6.02

	41
	60
	-19
	361
	6.02

	120
	
	
	
	12.04


Source: Field Survey, 2017

Comparing the test statistics with critical value 12.04 > 3.45

Decision Rule: Since the calculated value of X2 is greater than the critical value 3.45, the null hypothesis which states that accessing to finance/capital has no significant relationship with the greatest problem confronting SMEs in Nigeria is rejected and the alternative hypothesis which states that accessing to finance/capital has significant relationship with the greatest problem confronting SMEs in Nigeria is accepted.
HYPOTHESIS TWO

H0:	Management has no significant relationship with the greatest problem facing SMEs in Nigeria.
H1:	Management has significant relationship with the greatest problem facing SMEs in Nigeria.

The hypothesis can be tested using table 4.1.16 where a total number of 78 respondents representing 65% says yes that the organization have a good business relationship with the bankers while 42 or 35% of the respondents said no.
Test Statistics

Formula         X2       =         ∑(oi – ei)2


ei


Where,	X2	=	Chi-Square

	O
	=
	Observed Frequency

	E
	=
	Expected Frequency



Assumption:

The level of significance used is 5%. That is 0.05

Degree of Freedom

The degree of freedom is given as thus:

DF = (R-1) (C-1)

	Where
	R
	=
	Rows

	
	C
	=
	Columns



DF	= (2-1) (2-1)

DF	= 1

i.e.	1x1 = 1

NOTE: The value of 1 at 0.05 significant levels is 3.45. Using the chi-square table. Thus: The critical value is given as X2 is 3.45

Table 4.2.2	COMPUTATION OF THE 2ND HYPOTHESIS

	O
	E
	o – e
	(o – e)2
	(o – e)2


e

	78
	60
	18
	324
	5.4

	42
	60
	-18
	324
	5.4

	120
	
	
	
	10.8


Source: Field Survey, 2017

Comparing the test statistics with critical value 10.8 > 3.45

Decision Rule: Since the calculated value of X2 is greater than the critical value 3.45, the null hypothesis which states that management has no significant relationship with the greatest problem facing SMEs in Nigeria is rejected and the alternative hypothesis which states that management has significant relationship with the greatest problem facing SMEs in Nigeria is accepted.

CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.0 [bookmark: _TOC_250005]SUMMARY OF FINDINGS

The cardinal driving fulcrum around which the researcher’s efforts revolved all through the course of this study has remained the theme “Challenges inhibiting SMEs in accessing credit in financial institutions in Nigeria”. This propelled and guided the researcher in his efforts in the literature review, the construction of the questionnaires as well as in the selection of the population and sample for the study. This accounts for why the questionnaire was geared at eliciting the entire gamut of problems confronting the SMEs and their fortunes and expectations going forward.
The data presented and analyzed are drawn from the answers of the respondents on whom the questionnaires were administered. The SMEs that were employed in this study cut across the strata of virtually all the legal forms of companies, ranging from sole proprietorships through family businesses, partnerships up to public limited liability companies. In terms of nature or kind of operations, the respondents also spanned various forms of economic activities including services, trading, educational, construction, leisure and tourism, agro-allied, information and telecommunications as well as solid minerals.
The majority of the respondents incidentally showed a lot of interest and swiftly completed the questionnaires and returned them, thus indicating that many SMEs have been groaning under heavy problems and have been looking out for a ‘saviour’ or respite. Hence they embraced this study and thus expect that the outcome would positively impact on their (SME’s) fortunes.

From the responses to the questionnaires and the personal interviews, ten key broad problem areas militating against SMEs in Nigeria crystallized in the following decreasing order of intensity:
i. Management problems

ii. Access to finance/capital

iii. Infrastructural problems

iv. Government policy inconsistency and bureaucracy

v. Environmental factor related problems

vi. Multiple taxes and levies

vii. Access to modern technology problems

viii. Unfair competition

ix. Marketing related problems

x. Non-availability of raw materials locally

These problems manifest and are indicated in various forms, dimensions and configurations according to the respondents. Other problems relate to government fiscal policy measures especially in the areas of tax administration, which has remained weak resulting in massive tax evasion, extortions, illegal levies, low compliance, and corruption at the ports, inefficient duty drawbacks and refund of taxes.
The federal and state governments have done a lot in the past to stimulate the growth and development of the SME sector through the establishment of institutions and programmes that aid SMEs. Despite these laudable efforts and those by the donor agencies, the contribution of the sector to the economic development of Nigeria has remained rather low.

An in-depth examination of the responses revealed that SMEs involved in manufacturing/assembling ventures rated poor infrastructure as their greatest challenge. Worst among the infrastructural problems facing the SMEs relates to electrical energy supply, which is rather hydra-headed. In some cases it is nonexistence in which case the entrepreneur has to provide his own energy supply.
In other cases it is either epileptic in supply with incessant outages with the attendant damages to equipment or the voltage supplied is too low as to support the plant and machinery in use for the respective operation. The increase in production cost emanating from inadequate electric power supply to SMEs is said to be enormous. These costs relate to loss in output due to down time as a result of power outages, cost of fixing damaged equipment resulting from outages, poor quality of products as a result of bumpy production process, the high cost of fuel to operate own generating plants, costs of maintaining and servicing these generating sets. Respondents regretted the frustration they encounter daily from power outages adding that the plant and equipment they use, especially the locally fabricated ones, can hardly absorb the shocks they are routinely subjected to. This impact reduces the efficiency and the life span of these machines.
Many of the results and findings in this research generally appear consistent with prevailing views, feelings, and knowledge saves for the following critical revelations:
i. Funding or access to capital does not represent the most critical factor for establishing and running a successful business enterprise generally and an SME in particular. Funding remains a necessary but not a sufficient condition for a viable SME development.
ii. This research revealed that managerial problems that manifested in several ways including lack of capacity, lack of clear vision, lack of basic skills, lack of transparency, lack of adequate control, lack of business plan and business strategy, lack of accountability, lack of proper record

keeping, lack of business acumen inter alia represent the greatest challenge militating against SMEs in Nigeria. This finding is contrary to the generally perceived belief and notion that access to funding represents the main problem of SMEs in Nigeria.
Recent happenings whereby some retired public servants who were paid their gratuities and pensions did not know how best to deploy them lend credence to this finding. The Nigerian educational system, which is largely geared toward producing “white collar” job seekers as opposed to preparing students for entrepreneurial development significantly contributes to the poor performance of SMEs in Nigeria and also accounts for why many Nigerians generally do not have entrepreneurial spirit and knowledge.
This study evaluated the challenges inhibiting SME’s in accessing credit in financial institutions in Nigeria with a view of finding out how finance value addition could be attained. The study was conducted in SME’s in Awka metropolis. The literature review covered the concept of challenges in relation to finance operations. The reviewed literature established that there was knowledge gap on the challenges faced SMEs in obtained in accessing credit in financial institutions. The study employed a descriptive research design. Data were obtained through questionnaires and documentary reviews. Purposively sampling was used to obtain the data from the respondents. The sample for the study constituted 120 respondents.
The first specific objective of this study assessed the nature of the SMEs in accessing credit in financial institutions in Nigeria. The findings from the study have shown that majority of the SMEs had registered as the Private Limited Liability company.
The second specific objective of this study identified the challenges inhibiting SMEs operators as well as professionals in the SME sub-sector of the economy with respect to the unhealthy state in

Awka metropolis, Nigeria. Majority of respondents do not like Bank loan which hinder them in accessing loans from financial Institutions.
5.1 [bookmark: _TOC_250004]CONCLUSION

Based on the research findings SMEs in accessing credit in financial institution in Awka metropolis, Nigeria represent other SMEs in the country still face challenges in accessing credit. This study has consistently shown that the traders in the sampled SMEs are so determined to excel in their businesses. The point is justified by data in which 41% of the respondents said that financing is not really a set back to the growth of the organizations. This implies that the SMEs sector in Nigeria remains largely unexploited. Due to the importance of the SMEs sector, there is a need to revitalize it so that it may positively contribute to the implementation of the National Development Vision 2020.
Most of the SMEs required training in the area of finance, legal aspect for them to be able to control their finances assets and build trusts in their operations.
Financial institutions policies and regulations need to be focused not only on security but also on how flexibility to accommodate more SMEs for financial accessibility to raise their capital for operation in Awka metropolis so as to help socio-economic issues of the community. Less than half of the SMEs samples are yet to access financial credit in the financial institutions in Nigeria.
Taxes and interest rates are hinder accessibility of SMEs to access reasonable finances from financial institutions. In addition to that, lack of planning, information and financial knowledge is factors which hindering SMEs acceding financial credits.
Majority of SMEs found in Awka metropolis are based in retail trade. Most of the SMEs found to have large turnover are the one have more chances to access financial credit from financial institutions which in turn build their assets and income flow again gives sense of collateral trust.

5.2 [bookmark: _TOC_250003]RECOMMENDATIONS

Driven by the findings in this research, SMEs in Nigeria have a long way to go for the sector to be relevant, focused, productive enough, and play the crucial role it is expected to in relation to contributing to the growth and development of the economy of Nigeria.
The challenges and problems of the SMEs in Nigeria are hydra-headed and hence can only be effectively tackled by a multi-dimensional and concerted approach by all stakeholders i.e. the governments (Federal, State and Local) and their agencies and parastatals, banks, regulatory authorities, tax authorities, SMEs (owners and management), the employees of SMEs, multilateral and bilateral agencies and donors.
It behooves the government to create an enabling environment that is appreciably devoid of corruption and bureaucracy, and at the same time, motivating and entrepreneurially friendly. It has to be a two-pronged approach for the government efforts to be effective in recreating a conducive environment in which SMEs can thrive and blossom. It has to be an environment full of opportunities and incentives which would sufficiently attract investors and would-be entrepreneurs including young school leavers who would be motivated enough to opt to be employers instead of looking for paid jobs.
For the government to succeed in reinventing the future of SMEs, it has to extend the current reforms to our educational system to make it more functional, relevant and need-oriented and driven. The thrust and emphasis should be on modern technology, practical technological and entrepreneurial studies aimed at producing entrepreneurs. This implies a change in our culture, value system and orientation as well as Nigerians’ overall attitude, ethics and appreciation of the need for every Nigerian to contribute in making our country better than we met it.

The transformation of our educational system has to start from primary through secondary and tertiary emphasizing the cultural reorientation and focus on technological studies through all the stages. Where possible, the technological and entrepreneurial studies can be thought in the indigenous or local dialect to ensure full understanding and appreciation by the pupils and students. This method is bound to enhance fast and full integration of the new values into the culture of these young impressionable Nigerians.
In the same vein, morality, civics and war against corruption should also be introduced at the primary, secondary and tertiary levels of our education alongside entrepreneurial and technological studies. Corruption should be viewed as a canker worm, which eats deep into the fabrics of any progressive nation and certainly destroys the value system as well as economic growth and development. Civic studies should also be vigorously pursued in our educational system, as it will help the fight against corruption.
There is need to restructure and strengthen policy in favour of a rapid growth and development of SMEs so that they could serve as the hub for industrial transformation. SMEs are expected to champion local sourcing of raw materials and export drive if the environment is enabling enough.
Entrepreneurs and prospective entrepreneurs should appreciate that funding is not the most important element in the successful development of an enterprise. Funding is necessary but not a sufficient condition for success in enterprise development. SME promoters should not be thinking only about money but should be prepared to learn so that they can enhance their capacity to sustain their enterprises.
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QUESTIONNIRE


1. Gender: Male [ ], Female [ ]

2. Age: Below 15years [ ], between 16 – 25years [ ], between 25 – 50years [ ], above 50years [ ]

3. Educational Background: Below SSCE [ ], SSCE [ ], OND/NCE [ ], Degree/HND [ ]

4. Nature of Organization. Please tick as appropriate: Private Limited Company [ ], Public Limited Company [ ], Partnership [ ], Sole Proprietor [ ], Family Owned Business [ ],
Others (please specify) [ ]

5. Nature/Kind of organization: Manufacturing Tourism & Leisure [ ], Services Solid Minerals [ ], Educational Construction [ ], Mining Export [ ], Agro-allied Trading [ ], Information Technology &Telecommunication [ ] Others (please specify) [ ]
………………………………………………………………………………………………..

6. Major Product Lines:

(1): ……………………………………………………………………………………..

(2): ……………………………………………………………………………………..

(3): …………………………………………………………………………………….

(4): ……………………………………………………………………………………..

7. For how long has your company been in operations: Less than five (5) years [ ], Between 5 and 10 years [ ], Between 11 and 15 years [ ], Between 16 and 20 years [ ], Over 20 years [ ]
8. Your company deals in: i. Finished Goods [ ], ii. Raw materials [ ], iii. Semi processed goods (intermediate) [ ] iv. All of the above [ ]
v. None of the above (Explain)………………………………………………………………..

9. Do you do Annual Budgets? Yes /No

10. Have you ever engaged external consultant services? Yes /No

11. Your company’s annual sales are: (i). Less than N50m, (ii). Between N51 – N101m, (iii).

Between N102 – 152m, (iv). Between N153 – N203m, (v). Between N204 – N254m, (vi). Between N255 – N305m, (vii). Between N306 – N356m, (viii). Between N357 – N407m, (ix). Between N408 – N458m, (x). Between N459 – N509m, (xi). Between N510 – N560m, (xii). Between N561 – N611m, (xiii). Above N612m
12. Has your company ever applied to borrow money from a Bank? Yes/ No

13. If not why not? (i) You do not like Bank Loan (ii) Interest Rate too high (iii) No collateral to pledge (iv) Others………………………….
14. What was the highest amount your company ever borrowed from a Bank: N…………

15. Have you ever had problem repaying a Bank loan? Yes/ No

16. Is financing really a set back to the growth of your organization? Yes/ No

17. How have you been financing the operations of the organization? (i) Personal funds/ savings,

(ii) SMIEIS Funds, (iii) Bank loans, (iv) Family funds, (v) Friends support, (vi) Others (Please specify) ……………………………..………………….………………………………
(You can tick more than one please)

18. Does your organization have a good business relationship with your bankers? Yes/ No

19. Are you aware of the existence of other avenues of funding your business (e.g.) Partnership, Equipment Leasing, loans from Bank of Industry) Yes /No
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