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B GLOBAL PERSPECTIVE

Perceptions of SME Growth Constraints

in Nigeria
by Charles Mambula

This study investigates the factors that
influence the growth, performance, and
development of small and medium-sized
enterprises (SMEs) in Nigeria and what
implications these factors have for policy.
The study is justified for a number of rea-
sons. Most importantly, since its inde-
pendence, the Nigerian government has
been spending an immense amount of
money obtained from external funding in-
stitutions for entrepreneurial and small
business development programs, which
have generally yielded poor results (Mam-
bula 1997). Given the large domestic mar-
ket and plethora of raw materials in
Nigeria, there is little progress in terms of
manufacturing value-added products,
either for import substitution, exports, or
employment creation. It therefore be-
comes pertinent to identify the factors that
impede small business development in Ni-
geria. For this study, 32 small business
entrepreneurs were interviewed across
the country. In addition, other sources
were interviewed to check and confirm the
validity of the entrepreneurs’ responses.

Research Methodology

A mixed-method strategy is one in
which more than one method of approach
is used in data collection and analysis
while conducting research (Romano
1989). This approach is similar to what
Mikkelsen (1995) and Denzin (1978) de-
scribed as triangulation. The multiple-
method strategy was adopted for this study

to reduce the possibility of personal bias
by not depending on only one method of
approach or response coming from only
one firm or sector. Adopting this method
of approach supports the authenticity of
the study. Both qualitative and quantitative
data were used in a variety of ways, includ-
ing a detailed overview of survey results in
terms of a general profile and a model of
Nigerian small firms. Semi-structured in-
terviews based on open-ended, flexible
questionnaires and some structured inter-
views were conducted with several groups
of people interested or involved with the
small business sector in Nigeria. The idea
behind this was to obtain cross-refer-
encing data and some independent confir-
mation of data, as well as a range of
opinions.

Input from the following groups were
solicited: (1) government officials who for-
mulate and implement policies on SME
promotion and industrial development in
Nigeria; (2) officials responsible for raw
material supply to small companies; (3)
managers of other large scale businesses
operating in the same sector and economy
as the SMEs; (4) representatives of devel-
opment banks who may be requested to
give loans to small-scale businesses; (5) in-
dustrial experts and consultants who con-
duct research and are well-informed about
the present state of the industrial sector in
Nigeria; and (6) selected customers who
buy and distribute products as retailers to
the public or to other small businesses or
larger firms.
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The Perceptions
of Constraints on Small
Business in Nigeria

What the 32 small firms studied in Ni-
geria considered to be the main con-
straints on their firms’ growth and overall
performance are presented in Table 1. In
addition, some entrepreneurs indicated
that government policies and attitudes of
public officials adversely affect their busi-
nesses, especially the harsh economic pol-
icy of the structural adjustment
programme (SAP) implemented by the
government in 1986. The policy caused
the value of the national currency to
decline. Most small businesses could not
afford to train their workers, and manufac-
turers found it difficult to obtain foreign
exchange to order or purchase machinery
and spare parts. There is also the problem
of frequent harassment by government of-
ficials who extort money from the busi-
nesses. Poor infrastructure, including bad
roads, inadequate water shortage, erratic
electric supply, and a poor telecommuni-
cations system are additional obstacles.
Lack of these facilities cost most firms
higher overheads because they have to be
responsible for obtaining such facilities at
their own expense.

As Table 1 shows, the small businesses
also complained about the dearth of fund-
ing. The financing said to have been ear-

marked for business and entrepreneurial
development is never received. According
to some of the small business respondents,
it is simply a ruse—funds are given not on
merit but rather on nepotism and favorit-
ism. These respondents also complained
about raw material suppliers that favor big
buyers at the expense of small buyers. With
regard to the role of large-scale businesses
and firms, most of the small business re-
spondents said that large firms simply
want to see the small firms go out of busi-
ness. The big firms dominate every oppor-
tunity for obtaining loans and raw
materials. They attract employees by offer-
ing better wages and benefits, and secure
most of government procurement and
contracts. Also mentioned by the small
business respondents was the lack of any
cordial relationship with research institu-
tions for any useful information, whether
on markets and business opportunities,
sources of spare parts and equipment, or
new product development methods.

Comparing Small Business
Perceptions with Those

of Other Groups
Development Banks Officials

Senior officials from four leading devel-
opment banks were interviewed. Proce-
dures for obtaining loans were seen by the
small business respondents as cumbersome

Table 1
Main Growth and Performance Constraints
of SMEs in Nigeria (n = 32)

Constraint Number of Percentage
Respondents
Lack of financing 23 72
Poor infrastructure 14 44
Difficulty getting machines and
spare parts 13 41
Difficulty getting raw materials 11 34
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and over-bureaucratic, and collateral de-
mands were seen as excessive. The senior
banking managers who were interviewed
tended to agree with these statements,
although they did for slightly different rea-
sons, tending to put some of the responsi-
bility onto the small business managers
and owners. First, these officials stated that
most SMEs applying for loans do not pre-
sent convincing feasibility studies or attrac-
tive business plans. They are therefore
regarded as high-risk ventures. Second,
even those SMEs with business plans were
not backed by adequate collateral. As de-
velopment banks cannot afford to take any
chances of non-repayment of loans, they
insist on these collateral requirements be-
ing met. In addition, many SMEs do not
hold deposit accounts in the formal bank-
ing sector, which the banks require from
loan applicants. Another reason SMEs
were not given any concessions in terms of
loan conditions was that in Nigeria no law
exists to protect bankers against default.
Yet another reason banks resist loans to
SME:s is the unwillingness of owner/man-
agers to acquire formal training. Such
training is useful in providing added ex-
pertise and competence in a chosen field
of business and in improving chances of
obtaining loans.

Some interviewees expressed the view
that some development banks may well
prefer to pay the penalty (in the form of
fines) for violating government regula-
tions requiring banks to issue a certain
percentage of their loans to SMEs rather
than make risky loans (for more about this,
see Yahaya 1989; Phillips 1988; Teriba and
Kayode 1977). The apparent paradox
pointed out by Schatz (1963), Harris and
Rowe (19606), and Harris (1968) can now
be better understood. Schatz described
what he termed the “illusion” of capital
shortage in the Nigerian context. That is,
given the numerous sources of capital in-
cluding the development and commercial
banks in Nigeria, small businesses should
not be experiencing a shortage of capital.
Nevertheless, the capital shortage can be

shown to exist for many Nigerian SMEs. In
a situation where bankers would prefer to
break the rules rather than be obliged to
lend to firms perceived to be poorly man-
aged, capital loans earmarked for SMEs are
nonetheless not available to them. This
suggests that some reforms of the credit
provision channels for SMEs may be
needed in order to implement existing
policy.

Raw Material Suppliers

To capture the perspective of raw mate-
rial suppliers, five senior officials of a raw
material supply company in the petro-
chemicals industry were interviewed. This
firm controls the large-scale production
and supply of industrial raw materials in
Nigeria. As Table 1 shows, SMEs regard the
paucity of raw material supplies as a major
constraint on their firms, despite the abun-
dance in Nigeria of such materials. The
officials agreed that SMEs in general suf-
fered from the disadvantage of small size
and thus being unable to take advantage
of economies of scale in purchasing mate-
rials. The SMEs buy their raw materials
individually and therefore purchase only
small amounts. The cost per unit is higher
than for bulk purchase and results in a
minimal return to the supplier, who relies
on a reasonably high turnover. Wholesal-
ers have the advantage of buying in bulk,
thereby reducing handling costs for the
suppliers. Foreign buyers are also pre-
ferred over SMEs as they provide much-
needed foreign exchange (Brautigam
1994). Many raw material suppliers in Ni-
geria are government establishments, but
they are also commercialized and there-
fore cannot afford to operate at a loss in
order to fulfill the needs of the SMEs. For
these reasons, SMEs are often overlooked
in favor of “big buyers” and are often re-
ferred to the wholesalers. The wholesalers
often hoard raw materials and thus create
artificial shortages resulting in a “liquidity
trap” for the buyers. The wholesalers also
prefer to sell their products to those able
to pay in foreign exchange, which is in
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short supply and much more attractive in
value than the equivalent in Naira, the
Nigerian unit of currency.

As profit margins of most SMEs remain
low, this may explain why they find it both
cheaper and more convenient to recycle
waste products in order to obtain raw ma-
terial for further production, rather than
purchasing fresh raw materials. However,
one official proposed that the scarcity of
raw materials could be resolved for Nige-
ria’s SMEs if they formed co-operative un-
ions. SMEs might pool their resources, buy
raw materials from suppliers in bulk, and
split them amongst themselves at lower
cost. No such union exists at present for
purchasing inputs or other necessities. An-
other possibility would be for the govern-
ment to buy in bulk by eliminating
middlemen and store the raw materials in
order to sell them piecemeal to SMEs at
subsidized costs.

Government Officials

Government officials from various de-
partments gave their views on why, despite
a number of clear policies intended to
create incentives for the growth and devel-
opment of the SME sector in Nigeria, so
little government support appeared to be
getting through to SMEs. To some extent,
the views expressed by this group of inter-
viewees echoed those of the development
bank officials. Most Nigerian SME
owner/managers are not adequately or-
ganized, qualified, or trained. This seri-
ously hampers their performance and
their international competitiveness. At the
same time, funds allocated by the govern-
ment for SME support are not adequate,
and the number of qualified government
employees is too low to carry work that
is required. Religious, language, and cul-
tural differences among Nigerian entre-
preneurs are considerable, and make the
job of government officials even more
complex.

Most government officials expressed
the view that policies that were successful
in other countries are of little use in Nige-

ria because of the unique and highly di-
verse experiences and cultural back-
grounds in various parts of Nigeria.
Further, implementation of any existing
policy can be difficult because of the con-
stant changes in emphasis following gov-
ernment take-over and inter-governmental
conflicts (Drame 1996). Federal and state
decision-makers and institutions compete
for the power to make policies, confusing
the issues further and adding to problems
of implementation. Unless some of these
problems are addressed in future, the re-
sults of government agencies’ intervention
and efforts are likely to be unsatisfactory.

Large Companies

Representatives of seven of the largest
companies in Nigeria were also inter-
viewed. Although large companies may ap-
pear to be flush with cash and privileged
in terms of access to finance from the
banks and supplies of raw materials, this
was not necessarily true for most of the
firms that were visited. In general, there
was found to be quite sharp competition
among these large companies for loans,
raw material supplies, and foreign cur-
rency earnings.

The company respondents identified a
number of problems that affected large
businesses as a whole. The first major
problem mentioned was the lack of ade-
quate manpower with the necessary skills
and expertise (see also Ndlovu 1996; Har-
ris 1968; Kilby 1969; Hagen 1975). This
hampers the firms’ ability to produce qual-
ity products to international standards.
Many of the firms therefore found it diffi-
cult to compete effectively in export mar-
kets. Workforce development was said to
be hindered by the absence of adequate
training facilities. This problem might be
even more of a constraint for SMEs.
Whereas many large companies could
send their staff overseas in order to enable
them to obtain the necessary skills (Harris
and Rowe 1966; Harris 1968), most of the
sample SMEs could only train their person-
nel on the job.
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Inadequate infrastructure also affected
large companies almost as much as SMEs.
Most large companies had to bear heavy
costs for the installation and maintenance
of infrastructural facilities. Costs which
could have been indirectly borne by the
state in an efficient system of public utili-
ties were passed on in full to these firms
(Elkan 1995). Being capital-intensive,
most large manufacturing companies in
Nigeria found themselves obliged to im-
port all of their equipment and machinery,
creating a technological dependence on
imported inputs. Capital goods and skilled
personnel, even the technicians needed to
service and maintain such equipment,
often had to be imported (Schatz 1963,
19906). Difficulties in obtaining foreign ex-
change have been increased by the devalu-
ation of the Naira. This made it harder than
before to import even the vital machine
spare parts (Ndlovu 1996). It might be
thought that this constraint could encour-
age local adaptation of technologies, but
this does not seem to have happened. In
the absence of such adaptation and in-
novation, some large companies have
experienced serious difficulties in their
operations. Running costs have increased
markedly, while profit margins have been
squeezed (Hambagda 1987; Bangura
1991). As was found to be the case with
SMEs, the economic environment has re-
duced the purchasing power of customers.
Thus, even the large companies are not
immune to the same problems being faced
by the SMEs in Nigeria.

Distributors of Produced Products
Distributors were included in the re-
search as well, since this group was ex-
pected to have a closer perspective on the
crucial constraints confronting Nigerian
SMEs. One interesting finding among the
distributors was that many of them re-
garded themselves as potential owners of
their own businesses. Some individuals
expressed the view that they too could
have been owners and managers had they
not been hindered in various ways. The

decision to buy and sell products and do-
mestic wares from SME manufacturers
rather than to produce the products them-
selves was sometimes also a decision based
on a comparison of the risks involved in
the two types of business operations. From
this group of respondents, it emerged that
there were two principal obstacles pre-
venting them from becoming small busi-
ness owners. The first was the lack of
funds. The second was the lack of informa-
tion and expertise concerning the busi-
ness. Many of the distributors saw their
time in the distribution business as an
opportunity to gain business knowledge
and experience and to create a network on
which to build a future business of their
own.

Consulting Experts on Nigerian
Industry

Leading authorities on Nigeria’s indus-
trial sector were consulted for the final set
of interviews. Interviewees included in-
dustrial consultants as well as other indus-
try-related professionals and academic
experts. There was a certain consensus
among members of this group regarding
the main constraints facing SMEs in Nige-
ria. The low level of SME development in
Nigeria was generally attributed to the
poor implementation of government poli-
cies aimed at SME support facilities and
incentives, including loans, training facili-
ties, industrial estates, infrastructure, and
the provision of raw materials at subsi-
dized rates for SMEs. The group of experts
also pointed to the shortage of capital and
especially of foreign exchange as a serious
hindrance for SMEs. The lack of locally
produced machinery and spare parts ag-
gravated this constraint (see also Schatz
1963, 1996). Furthermore, according to
most of these respondents, the economic
environment under SAP had almost cer-
tainly increased poverty levels and re-
sulted in a reduction in overall consumer
spending, as well as a decline in savings
and capital investment (see also Awoniyi
1996; Hambagda 1987). This in turn had
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undermined plans for further accumula-
tion and capital formation, especially for
capital-intensive SMEs. The problem of an
unstable political environment (especially
during periods of elections and after the
annulled presidential election results of
1993) was another factor mentioned by
several of the experts (see also Falola
1996). The politically risky climate made
many entrepreneurs, especially foreign
ones, increasingly uncertain of the busi-
ness environment and of their prospects.

The lack of qualified entrepreneurs and
employees in the absence of well-estab-
lished training centers are also impedi-
ments to the development of SMEs in
Nigeria, especially technically complex
ones. Untrained small businesses manag-
ers handling complex ventures are not
likely to be sufficiently competent in man-
agement, organization, and quality pro-
duction to adhere to internationally
competitive standards, and such SMEs
therefore cannot survive without govern-
ment protection from imports. There is
also a lack of adequate information con-
cerning areas of business in the sector
generally. Most people with funds tend to
use them in well-established sectors rather
than seeking new production and new
market niches.

Finally, the group of experts also agreed
that not all of the responsibility for the
difficulties of SMEs in general can be
placed on the Nigerian government or on
the small businesses. Nigeria’s relatively
short history of experience in industrial,
mechanized, and relatively high-tech pro-
duction is typical of most African econo-
mies and could account for much of the
lack of expertise in policy-making and in
management and manufacturing opera-
tions (Falola 1996; Juma 1991; Schatz
1994, 1996). The present technological
and scientific dependency on the West
should be seen as a legacy of the colonial
past, and it will certainly take some time
to develop competitive domestic pro-
duction of machinery and capital goods
(Falola 1996; Juma 1991; Schatz 1994,

1996). Some long-term strategic goals are
important in this context, as well as the
patience and determination to see such
policies through to the end, and this
would require a high level of consistency
in policy-making.

Conclusion

It is obvious from the research that a
number of reforms are necessary to aid
Nigerian SME development. Apposite in-
stitutions involved in the process would
have to operate in a cohesive and coopera-
tive manner. All must participate equally.
Among the reforms recommended is that
government assistance should include the
cooperation of other related institutions.
For example, the government is required
to provide the necessary infrastructure
and to have qualified personnel to imple-
ment and monitor policies effectively. In
addition, the government can encourage
small businesses by becoming a customer
for their products through procurements,
contracts, and orders. Small businesses
who default on loans acquired from lend-
ing institutions must be penalized by law
as a way of encouraging borrowers and
lenders to conform to loan agreements.
Furthermore, it should be realized that
only partial help would be available when
incentives, subsidies, and tax breaks are
given without other auxiliary materials
provided.

Small businesses should unite by sup-
porting each other in times of need. This
could be accomplished by forming associa-
tions. Examples of successful networks
that could be learned from are the Japa-
nese keiretsu and the chaebols of South
Korea, even though these involve mainly
larger companies (Cullen 1999; Griffin
and Putsay 1998). These Asian networks
protect their members by helping them
meet crucial needs in areas of financial,
personnel, market information, equip-
ment, and raw material supplies. It would
be mutually beneficial if large businesses
and small firms complemented each other
in the development process (Storey 1985).
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This is how the Just-in-Time (JIT) opera-
tion works in Japan. Larger companies in
Japan regularly sub-contract production to
small manufacturers as needed (Schermer-
horn 1999).

Another reform that is needed for SME
development in Nigeria is the alliance of
government, research institutions, and
finance establishments to create appro-
priate training for prospective small busi-
nesses. Relevant training should involve
both theoretical and practical aspects in
management and operations. Only manag-
ers who demonstrate exceptional abilities
and promising qualities should receive
loans after acquiring such training. The
bandewerk small firms sector in Germany
functions successfully by using this ap-
proach (Shell 1980). Loans based on nepo-
tism and favoritism, a common practice in
Nigeria, must be eliminated. Requiring fea-
sibility studies and attractive business
plans in loan applications as a standard
practice must be enforced. In addition to
educating and updating small businesses
on current business issues, research insti-
tutions and establishments that provide
published information on markets, prod-
ucts, equipment, and economic and busi-
ness trends should be linked with SMEs.
Organizing seminars, conferences, and
trade shows will help relay helpful infor-
mation. If these recommendations are ap-
plied appropriately, there should be some
positive results for the development of
SME:s in Nigeria.

Charles J. Mambula
Frank E. Sawyer School
of Management
Suffolk University
Boston, Massachusetts
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