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ABSTRACT

This paper explores the effects of government policies on the development of Small and Medium
Enterprises in developing countries through the examination of the case of Nigeria. Many research
studies reported that SMEs in Nigeria have not benefited from the policies formulated by the
government. This paper investigates the impediments to manufacturing SMEs growth and the needed
pre-requisite environment for SMEs to benefit from government specific policies. The study adopted
a qualitative methodology depending on face to face interviews with 20 SME owners and/or managers
in five of the six geographical arears of Nigeria, 20 bank managers in the capital city of Lagos and 20
government officials located in the federal capital city of Abuja. The study unveils unique contextually
novel insights, including particularly the distinctive processes and different relationships related to
lenders decision. The research findings are consistent with those reported by other scholars in the
field, and confirm that government policies and support in the areas of technology, infrastructure
and finance affects the performance of SMEs to a great extent in Nigeria.
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INTRODUCTION

The importance of small and medium enterprises (SMEs) for any country cannot be over-emphasised,
but despite their internationally recognised importance, SMEs still face major challenges in many
developing and emerging countries (Ayalew & Gashu, 2015; Eniola, 2014; Fatoki & Odeyemi, 2010).
However, the challenges of business entry, survival and growth are often substantial (Adaramola,
2012). Sequel to this, financial resources and the inability to handle complex business management
issues in a complicated and bureaucratic environment present major obstacles. Therefore, the need
to improve the different elements that make up a good business climate should be carried out
expeditiously (OECD, 2004).
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This article sets out to critically evaluate the effect of government policies in developing the
small and medium enterprises (SMEs) in Nigeria, in order to gain an insight into how it affects their
business performance. We seek to engage the perspective of the major stakeholders in the development
of SMEs which are the government institutions, the banks and the SMEs owner/managers.

LITERATURE REVIEW

Small and medium enterprises (SMEs) play a very vital role in every economy both in successful
developed countries and developing countries (El-Gohary & El-Gohary, 2016; Khan & Khalique,
2014; El-Gohary et al., 2013; El-Gohary, 2012a, 2012b, 2011, 2010a, 2010b, 2009; El-Gohary et
al., 2009a, 2009b, 2009c; Ariyo, 2008; Wiklund & Shepherd, 2005; Wong & Aspinwall, 2004).
They perform some important roles like job creation (Farouk & Saleh, 2011; Deakins et al., 2001;
Stanworth & Purdy, 2004), wealth creation which increases the economy size (Birch et al., 1993).
Furthermore, SMEs utilises their limited resources efficiently and develop entrepreneurial skills
(Karmel & Bryon, 2002; NIPC, 2003; Hussain, Millman, & Matlay, 2006; Poutziouris, 2003; Deakins,
Logan, & Steel, 2001). Studies carried out by various authors, see Matlay and Westhead, (2005);
Porter, (2006); Hussain, Millman, and Matlay, (2006); Harvic and Lee, (2002), suggests that SMEs
contribute significantly to the social-economy and political infrastructure of developing and developed
countries. However, the Nigeria government has been according little attention to this all-important
sector for so long despite its numerous benefits (Adjebeng-Asem, 1998).

In the last decade, this trend has changes as the Nigerian government within its capacity is now
according all necessary attention to the development of SMEs for accelerated economic growth and
empowering its citizen for entrepreneurship and technology innovation (Oyelola, 2013). The major
reason for the inadequate attention as suggested by SMEDAN (2011) emanated from the unavailability
and paucity of credible and reliable database. This has fraught the major stakeholders to eve sustainable
intervention strategies for the development of SMEs in Nigeria (SMEDAN, 2011). As a result of
this, it has constrained the government and the policy makers to set an entrenched policy and have a
baseline for meaningful comparison (Toby, 2007). This was corroborated by Brevoort and Hannan
(2006) in their study that without comprehensive information on SMEs, very little will be known
about their contribution to the economy.

In an effort to reposition and create efficient and sustainable SME sector in Nigeria, the
government commissioned a collaborated survey report on MSME in 2010 between the national
bureau of statistics (NBS) and the small and medium enterprises development agency of Nigeria
(SMEDAN). This was one of the concerted responses to the challenges of building a credible and
reliable SME database which is a basic requirement to strategically reposition and develop the sector
SMEDAN, 2010). Therefore, relevant information will be available and will be useful in grasping the
level of contribution of SMEs to the development of the economy (IFC, 2001).

Meanwhile, other factors have been identified constraining the development of this all important
sector which includes high production costs emanating from the provision of inadequate infrastructure
by the government, inefficient technology use by SMEs relating to processing, preservation and
storage of commodities, lack of access to international market, nonexistence of succession plan
by the operators, poor access to vital information, inability to keep adequate financial records, and
absence of Research and Development to mention a few (Ogbo, & Nwachukwu, 2012; Obokoh, 2008;
Adaramola, 2012; Eniola, 2012). The absence of these facilities has instigated higher overheads cost
for the SMEs which has impacted on their profitability and growth because they were responsible to
obtain such facilities at their own expense (Mambula, 2002). However, these problems have been on
the vanguard of every new government in power to tackle. However, little results have been achieved
except the telecommunications sector which is contributing immensely to the development of the
economy (Sanusi, 2010; Evbuomwan, et al, 2013).

52



International Journal of Customer Relationship Marketing and Management
Volume 8 « Issue 4 + October-December 2017

Government Policy and Small and Medium Enterprises

In Nigeria, the recognition of the importance of SME sector has prompted the Government to continue
designing and implementing a number of policies and programs to support the development of the
sector since independence (NIPC, 2002). The various economic reforms by successive government
have been on the horizon since independence in 1960. The benefits of these reforms have not translated
into welfare improvements for the citizens because the domestic business activities have not improved
due to the significant challenges under the programs (Ojo, 2003; Tumkella, 2003; Mambula, 2002).
This has handicapped the SME sector fulfilling its full potential of contribution to the growth and
development of the economy from its GDP. However, the economic reforms on SMEs which was
introduced as part of World Bank structural adjustment programs is alleged to have a good impact on
the development of SMEs (Cook, 1996). This evidence is found in a relatively small number of studies
that attempt to measure the impact of economic liberation on the SMEs sector see Boeh-Ocansey,
1994; Dawson, 1994; Steel, 1994; Vachani, 1994; Zake, 1994; World Bank, 1995.

The structural reforms before 2003 were aimed at improving the domestic business climate
to enhance business competitiveness by deregulating and reducing government activity in various
economic sectors to address various structural constraints to growth. This includes privatization, civil
service reform, banking sector reform, and trade policy (Okonjo-Iweala, & Osafor-Kwaako, 2007).
However, some impeding factors in these reforms can be traced to inconsistencies in government
policies, poor infrastructures, limited access to finance, disparaging legal and regulatory framework,
unavailable support for business development services, ineffective and poorly coordinated institutional
support framework, enabling environment, capacity building and corporate governance (Steel &
Webster, 1992; Lightfoot, 1998; Jarvis et al., 1996; Gibb, 1998). Therefore in 2003, the federal
government of Nigeria took a big leap by formulating policies for the development of SMEs to
address the constraints and to tap the full potential of the sector. The SME Policy takes into account
the special constraints and opportunities faced by this sector and aims at strengthening institutions
which will address these constraints and maximise exploitation of the opportunities.

This led to the establishment of the Small and Medium Enterprises Development Agency of
Nigeria (SMEDAN) vide the small and medium scale industries development agency (establishment)
act 2003 with the responsibility of promoting and facilitating the development programs in the SMEs
sub-sector. The vision and mission of the agency under the direct supervision of the federal ministry of
trade and investment is to establish an efficient SMEs sector that will enhance sustainable economic
growth in Nigeria and facilitate the access of SMEs to all the resources required for their development.
The agency has the mandate of stimulating, monitoring and coordinating the development of SMEs
sub-sector, initiate and articulate policy ideas for SMEs growth and development, reducing poverty,
creating jobs, serving as vanguard for rural industrialization and enhanced livelihoods. It is also saddle
with the responsibility of linking SMEs to internal and external sources of finance, intermediating
between SMEs and government (SMEDAN, 2007).

Government Intervention Programmes to Develop SMEs in Nigeria

In order to further develop and support the SMEs and other identified sectors of the economy, the
Nigerian government changed trend from the classical orthodox method of leaving the allocation
of financial resources to the market forces to a developed tailored and direct intervention to support
and promote growth in these sectors (Sanusi, 2011). Some of the key interventions in the real sector
by the Nigeria government according to Sanusi (2011) includes, the =N=200 Billion Commercial
Agricultural Credit Scheme (CACS), the = N = 300 Billion Power and Aviation Intervention Fund,
the = N = 200 Billion Restructuring and Refinancing to the Manufacturing Sector/SME, the = N =
200 Billion Small and Medium Scale Enterprises Guarantee Scheme (SMEGS), the establishment
of Small and Medium Enterprises Developing Agency of Nigeria (SMEDAN) to replicate the duties
of small business services in the UK and the small business agency in the USA.
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In addition, the consolidation of banks through merger and acquisition by increasing the capital
base of banks from = N = 2 billion to a minimum of = N = 25 billion. This has reduced the number
of banks from 89 to only 24 which have ease bank supervision as a result of the merger. Also, the
creation of some agencies like the National Economic Empowerment and Development Strategy
(NEEDS) and State Economic Empowerment and Development Strategy (SEEDS), are also some
of the measures taken by the Nigerian government to ameliorate the SMEs (Sanusi, 2011). The aim
of these schemes is to support the real economy growth by providing long term credit or specialized
services to the SMEs as banks only give short term credit. Unfortunately, these schemes often failed to
address the problems hampering the development of the SME sector as a result of poor implementation
(Eniola & Etebang, 2015). However, the over reliance of banks on public sector funds is a matter of
concern to the government because the private sector is often short changed as a result of the high
interest rate paid on bank loans (Soludo, 2004). The public-sector fund is very cheap to the banks
even though the motive of government officials to deposit the funds in banks is the unofficial money
‘bribe’ paid to them. This makes the banks profiteer more on this which makes them expand at the
expense of the real economic sectors.

Government Efforts

Some of the policies and programs identified by Eniola, (2014); Sanusi,(2003); Abdullahi et al. (2015)
that has been put in place by different governments in power at various times aimed at promoting
SMEs includes the creation of the Small Scale Industries Credit Scheme (SSICS) in 1971, the
establishment of Nigerian Bank for Commerce and Industries (NBCI) in 1973, Nigerian Industrial
Development Bank (NIDB) in 1964, SME desk in all banks including the CBN, National Economic
Reconstruction Fund (NERFUND) 1989, the African Development Bank, the World Bank SME 11
loan scheme 1990, Nigerian Export Import Bank (NEXIM), Industrial Development Co-ordinating
Centre (IDDC), Community Banks, People’s Bank, Family Economic Advancement Programme
(FEAP), State Ministry of Industry SME Schemes, Small and Medium Industries Equity Investment
Scheme (SMIEIS), emerging of Bank of Industry (BOI) in 2002 with the merger of NERFUND
and NIDB with mandate of providing credit at 10% to the industrial sector and SMEs, Small and
Medium Enterprises Developing Agency of Nigeria (SMEDAN) and the Credit Guarantee Scheme
for SMEs. Others are the fiscal incentives such as tax relief to all new SME:s in their first six years
of operation, pioneer status involving non-renewable tax relief for five years and periodic downward
adjustment of tariffs to reduce production costs. All these points out that successive government in
power since independence have made efforts one way or the other to revamp the SME sector but
little success has been achieved.

Research Methodology and Design

In this study, qualitative method approach was employed for various reasons. Firstly, it will help
gain knowledge about emerging issues that can help to understand the effect of government policies
towards the development of SMEs (Denzin & Lincoln, 2005). Secondly, the qualitative method will
generate the perspectives of the government agencies involved in the promotion of SMEs, the financial
institutions as they are conduit of finance for the development of SMEs through lending and the SMEs
owners/managers as well (Creswell, 2003). Thirdly, in-depth interviews and analysis will enable a
closer link with the participants thereby capturing their real perceptions with their involvement on
the occurrence of events in this context (Sousa and Castro, 2010). Fourthly, it will help to secure rich
descriptions of the social world of the SME operations which is valuable in understanding the meanings
people have constructed (Easton, 2010). This idea was initiated in order to obtain cross- referencing
data and obtain range of opinions from different sources (Cunliffe, 2011). Inputs were solicited from
these three stakeholders namely, the government officials, bank officials and SME owners/managers.

The Primary data on the perceptions, thoughts and feelings of the major stakeholders were
collected mainly through individual face-to-face, in-depth interviews. All of the interviews took
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place in the various offices of the respondents and were all recorded. The recorded interviews were
reviewed and transcribed with NVivo. We identified specific or general issues from the transcriptions
which the participants proposed as relevant to the challenges of the development of SMEs. In total,
sixty in-depth interviews were conducted with SME owners/managers (20), bank officials (20) and
government officials (20). The semi-structured open-ended interview used as the survey instrument
was for understanding the rationale behind the effect of various policies towards the development
of SMEs (Creswell et al, 2007). We elicited their views by asking broad questions about the various
policies they are aware of, how effective the policies are and ideas on how to strengthen the SMEs
sector to contribute to the economic growth of the country. The Small and medium enterprises (SMEs)
considered in this study were those that fulfilled the criteria of employing between 10 and 199 people
according to the definition by (SMEDAN, 2007). Our sampling plan was to get representatives of
each of the major stakeholders involved directly with the development of SMEs in Nigeria (Robson
and Bennett, 2000).

ANALYSIS AND FINDINGS

The interviews were first conducted with officials of SMEDAN agency because they have the main
responsibility of developing SMEs sector in Nigeria. Then a list of other government agencies
with direct or indirect relationship with the growth and development of SMEs were obtained from
the agency. The nature of the research was explained to each respondent and confidentiality was
guaranteed. Each interview lasted between 45 and 60 minutes and was semi-structured, conducted
between January and March 2014. All the interviews were recorded and detailed notes were taken
during each meeting and fully transcribed with NVivo. Three main key questions relating to policies
and contribution of SMEs to the economy were the main themes of this study. The three questions were
asked across board from the three stakeholders identified. Thematic analysis was used to uncover the
themes which require further interpretation and involvement of the researcher. This approach helps to
identify and describe the issues of policies implementation by the government and its effectiveness
towards the development of SMEs in Nigeria through the stakeholders’ practical ideas and beliefs.
The following key interview questions were asked to address the research questions as a guide to
probe into the activities of the various stakeholders involved in the development of SMEs (Smith &
Elger, 2012).

1. Questions informing the respondent perspectives about the policies they will recommend to the
government towards the development of SMEs in Nigeria.

2. Questions about the impact the recommended policies will have towards the development of
SME:s in Nigeria.

3. Questions eliciting the respondents’ perspective on the contributions of SMEs to the economy
if these policies are effective.

Theme One

Policies recommendation. The views of the three stakeholders are almost similar as they all agreed
that there are policies in place but the implementation is the major problems. Some of the policies
recommended by the bank officials include female entrepreneurship policy targeting women to be
empowered and contribute to the household income. Also, young entrepreneurship policy targeting
young people to start their own business was suggested which will reduce the social menace in the
country such as robbery, kidnapping etc. This is because most of the youths are not engaged in
employment. Others are policy that will give room for sectorial allocation for SMEs which will allow
special prices for their output and help get their products and services beyond their local environment.
Another recommendation by a bank official is that government should formulate import policy
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that will protect the local factories. This will discourage people from importing and help the local
factories to be engaged in production hence employing more people. Others are policy on poverty
elevation, agricultural loan policy, policy on infrastructure, policy on taxation, technology and policy
on manpower. One of the bank officials express further that,

Iwon’t recommend any new policy now but they should implement all the reforms and policies already
in existence. If they implement even half of the existing policies, Nigeria will be in a better position.
We don’t need more policies but we need proper implementation...

The perspectives of government officials and SME owners/managers surprisingly also indicate
that there are policies in place but implementing is bad. One of the directors recommended fiscal
policy which is needed to boost the SME performance in the country. Other policies can be geared
towards capacity building programmes for the SMEs, peer mentoring programme as a strategic to
grooming up people, collateral reform and registry where SMEs can access loans from the banks
without heavy collateral, policy to boost infrastructure support, policies for fund for women, policy
for work space and funding.

Government should review the existing policies to make them friendly. The policies should be harness
for people to understand it. People know there are policies but they don’t understand those policies.
Government should make tax system that is accommodating (Government official, 2013)

One the part of the SME owners/managers, emphasis was laid on one important policy which
is privatisation policy. Others are regulatory policy through the financial institutions, SME funding
and grant policy, policy to give SMEs loan without collateral and then derive a way of recovering
the loan, backward integration policy and tax holiday policy for five years, One SME owners said,

I know that there are policies for fund for women but I tell you the bureaucracy that one undergoes
to access such funds is too much. When I was making popcorn, we were made to register with access
bank as they have funds for women, but up till now nothing was done for women. They requested
for business plans and feasibility studies, and at the end of the day nothing was done. All the energy
you put into doing the business plan is too much which I could have used to attend to my business. |
will suggest they should remove some of the bottleneck in accessing funds for the Nigerian women...

Theme Two

Impact of these recommended policies. The banks were of the opinion that it will boost the internally
generating income for the economy and increase the number of small business which is the engine
room for economy development. It was suggested further that it will impact on the employment rate
and government will realise more potentials from the business. This will revamp the SME sector
leading to economic growth because more entrepreneurs will emerge which means more jobs for the
people. It will also bridge gap between SMEs and large companies which will increase the investment
level of the country. One banker explains further that,

If these polices are implemented, I feel that the SMEs will grow because they will have easy access to
fund, easy access to intellectual knowledge, technical knowhow in place, then the SME will be able
to improve their businesses and grow to the next level. These policies should be written as a law.
Every government comes in with its own policy and strategy. There is no consistency and it is very
rigid making it difficult to change...
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The perspectives of the government officials postulate that SMEs will open up the space and more
people will begin to migrate into that sector thereby creating more jobs. This will alleviate poverty
and general economic development. Others suggest that SMEs will have large access to market and
this will encourage them to produce more and lead to more employment. It was also suggested that
it will help to shift focus from oil revenue which has killed innovative capacity of Nigerians and has
defocused Nigerian leaders. Furthermore, it will reposition SME Sector, open and increase business
and investment opportunities which in turn create access to finance and business development. One
government officials said:

Definitely the policies will have a lot of impact on the development of SMEs in Nigeria. I would say
that Nigeria is so lucky to have started thinking about the development of SMEs long time ago. We
have an agency which is exclusively meant to promote the growth and development of SMEs in Nigeria
which is the SMEDAN. They are set up to ensure that they come up with policies and programmes that
encourage the growth and development of SMEs. I think they already have a number of incentives for
SMES and if the SMEs themselves come together to begin to engage SMEDAN in terms of what their
requirements are, it will help SMEDAN to come up with propose policies that will substantially help
to address the issues. SMEDAN cannot know what the problems are with SMEs because they are the
operators. The contributions from the SME operators themselves will substantially help to broaden
policies and improve policy formulation that will help to develop the sector...

Theme Three

Contribution of SMEs to the Nigerian economy. The SME owners/managers are of the view that apart
from turning the economy into a production one rather than being the consuming one will create a
lot of jobs for the economy. Other contributions of SMEs according to the owners/manages is that it
will galvanise the economy activity in the system by creating employment for the people. Also, there
will be less dependent on import because so many goods will be produced within the system, thereby
foreign exchange will be properly managed and will not be filtered away. SMEs will contribute to
the economy by Job creation and improve skilled labour force which will reduce criminality through
gainful employment. One SME owners suggests that:

It will make the economy to grow in the sense that it gives room for other people from other countries
to come in and have business and good business relationship with the country which will grow the
economy. It will give room for a lot of things to start coming in. When you talk of employment, it will
increase the rate of employment. In a nutshell, it will enhance the growth of the Nigerian economy...

The perspective of the bank officials supports the contribution of some other respondents as
they suggest it will reduce the social menace like kidnapping, robbery because more people will
be highly engaged in employment. There will be enabling environment which will attract foreign
investment. Some suggests that it will make the economy more vibrant which will increase the GDP
of the country, hence reduce poverty level. This will improve the general wellbeing of the nation and
security will improve. One of the bankers said,

I think SMEs can contribute greatly to the economy if these policies are properly implemented and
other needed infrastructures are made available to them. Let me tell you example of Dangote who
is now known all over the world. He started small and he did not get his funds from the banks but
from a rich uncle who helped him to start. That is an example of SMEs becoming something big. The
proportion of Dangote contribution to the GDP in Nigeria at the moment is very sizeable but I think
SMEs can contribute to the economy of Nigeria. SMEs can create employment opportunity, reduce
crime rate and foster the economy of the nation...
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Lastly from the government perspective, it will create a lot of entrepreneurs which will also
increase the revenue potentials of the country and provide a lot of employment opportunities. It
will also reduce poverty rate in the country in terms of the economic and SME will re-engineer and
transform the economy by creating more employment. One government officials said:

If we want to grow our economic sustainably, the way to go is to promote the growth and development
of SMEs because they will contribute more than 70% to the GDP of our various economic. We should
be able to encourage our SMEs to specialise. Once they specialise, they will also contribute to earning
foreign exchange because when they export their goods or services, they earn foreign exchange for
the country and help to increase foreign reserves of the country. These are the contribution SMEs
can do once they are given the push...

CONCLUSION

The study has demonstrated that policy implementation is the major problems with the development
of SME:s in Nigeria rather than policy formulation which is in line with the findings of Eniola and
Etebang, (2015). Various policies have been formulated in an effort to develop this all-important
sector as it is the bedrock of every economy. As demonstrated above, if SME is properly managed,
it will create employment. The people who are gainfully employed will pay tax thereby increase the
income generation capacity of the nation. It was also identified from the interview that there has been
inconsistency in the implementation of government policies for SMEs development due to inadequate
data on the operational difficulties of SMEs by the government agencies responsible for the design
and implementation of SME development programmes. In most cases, these government agencies do
not consider the peculiar nature of the SME operators while designing these policies. This is in line
with the findings of Obokoh, (2008) who postulates that the level of education of SME operators is
not considered when formulating policies. Hence, the beneficiaries will be unable to benefit from
the policies due to their level of understanding.

The conclusions of this study are consistent with the study undertaken by Abdullahi et al
(2015) which stressed that the government should provide enabling environment and adequate basic
infrastructures in terms of electricity supply, water supply, effective telecommunication system, good
road network and better transportation system. This will go a long way to encourage investors to
invest more in SMEs and the existing entrepreneurs will use the surplus resources into the operations
of their business. Eniola and Entebang, (2015) in their study found that relationship exist between
government policies and SME firm performance and have a major impact on the competitiveness of
SME:s. This shows that with the right set of policies for SMEs in Nigeria, the sector will contribute
a lot to the economy as postulated from the interview.
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