Bullion
Volume 25

Number 3

Article 5

9-2001

Creating an enabling environment for small-scale industries.
K. M. Obitayo

Follow this and additional works at: https://dc.cbn.gov.ng/bullion
Part of the Economics Commons, Entrepreneurial and Small Business Operations Commons, and the
Finance and Financial Management Commons

Recommended Citation
Obitayo, K. M. (2001). Creating an enabling environment for small-scale industries. CBN Bullion, 25 (3),
16-27.

This Article is brought to you for free and open access by CBN Institutional Repository. It has been accepted for
inclusion in Bullion by an authorized editor of CBN Institutional Repository. For more information, please contact
dc@cbn.gov.ng.

Volume 25 No. 3

CREATING

JULY/SEPTEMBER,2OOl

AN

ENABLING ENVIRONMENT FOR SMALL
SCALE INDUSTRIES
BY
ALH. K. M. OBITAYO-

INTRODUCTION
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characteristics related constraints,
viz: poor management, indiscipline,
low productivity and poor accounting records. To this end, the rest
of the paper is divided into five sections. Section ll reviews the definition of SSls and highlights some

lobally, the small scale in-

u,:T"trJ::l?:ffflff.fJ
to development process
and as

engine of economic growth. They
are promoted as a critical segment
of the manufacturing sub-sector,
effective strategy for tackling unemployment, diversifying output
and achieving trade and balance
of payment, given their nature and
characteristics with respect to quick
adoption and adaptation of technologies, manageable number of
workers and reduced capital intensiveness.
Recognition of the strategic
importance of SSls to the economy,
their low survival capacity and the
need to develop the entrepreneurial abilities of Nigerians, have made
successive Nigerian governments
since independence in 1960, to intervene in providing subsidies and
other support services for SSls.
The growing concern about unemployment among the youth, especially graduates of tertiary institutions and diminishing growth potentials in the economy have further
drawn increased attention on the
need to ensure the survival and
growth of SSls.
Past attempts at creating an
enabling business environment
specifically to reduce policy biases
against SSls in Nigeria, followed the

lndian model adopted by developing countries in late 1950s and
early 1960s, which emphasizes
public sector led provlsion of support for the promotion of SSl. But
in spite of the success of SSls strategies in some countries and
government's concerted efforts in
Nigeria, the sub-sector has not really achieved the very objectives for
which it was promoted. Lack of conducive and enabling macroeco-
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nomic policy environment remains
the drawback to the survival, development and growth of SSls. The
challenges in the 21"t Century demand that the small industries be
accorded a new deal; different and

innovative approaches with

a

change in the policy environment,
structure and support services to
SSls. The emerging consensus is
that government should collaborate
with the private sector in creating
an adequate enabling environment,
to enable SSls contribute productively to the industrial development
and boost export of manufactures.
The objective of the paper is to
explore some key policy issues considered as crucial in creating and
sustaining an adequate enabling
environment for the development
and growth of SSls; expected to
form the backbone of industrial expansion, output growth, export diversification and employment creation. As inevitable in the discussion of SSls, the question of what
constitutes a small scale industry is
addressed to differentiate the industrial units that should be availed
the technical and support services,
and focus more on the macro-economic policy induced constraints
and less on the size specific and

relevant economic significance of
SSls, Section lll reflects government's past efforts in supporting
the developments of SSIs in Nigeria. Section lV discusses SSls constraints while Section V dwells on
the key policy issues for creating
an enabling environment for SSls.
Finally, Section Vl, provides the
concluding remarks and suggestions.

2.

DEFINITION AND ECONOMIC
SIGNIFICANCE OF SSIS

Economic literature on the
small scale industries concedes
lack of uniformity in the acceptable
criteria or measure in the size of
SSls, because the concepts of
small-sized industry is a relative
concept, as it varies from country
to country and within a single
country overtime. For example, a
small or medium sized firm in an
industrialized country would be
viewed as a medium

large sized

country.

However, there is a consensus that

the firm size is quantitatively

measured in term of its number of
employees and capital investment

(assets) excluding land.
Many countries have defined
SSls by setting upper limit to the
number of employees and even
classified small industries by the
level of initial fixed investments or
assets. Statistically, SSls were
defined as those employing 10 99 workers, hence industrial
enterprises employing less than 10
workers were classified as micro
and those employing more than
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100 persons were classified as
large-scale.

Fixed assets which change

from time to time to reflect the effects of inflation on asset valuation
has for a long time been employed
in defining SSls in Nigeria. But in
July, 2001 the National Council on
lndustries at its 13th Meeting (NCl-

13) in Markurdi, Benue State, reviewed and adopted the following
classifications of industrial enterprises; Micro/Cottage lndustry is
an industry with total capital employed of not more than N1.5 million, including working capital but
excluding cost of land, and or a
labour size of not more than 10
workers; Small Scale lndustry is
an industry with total capital employed of over N1.5 million but not
more than N50 million including
working capital but excluding cost
of land and or a labour size of 11 100 workers; Medium Scale lndustry: An industry with a total
capital employed of over N50 million but not more than N200 million, including working capital but
excluding cost of land and or a
labour size of 101-300 workers;
Large Scale lndustry: An lndustry with total capital employed of
over N200 million, including working capital but excluding cost of
land, or a labour size of over 300
workers. Comparatively, most developed countries seemed to have
agreed on a maximum limit of 500
employees as a small firm (White
and Feldman, 1989).

(b)

Economic Significance of
SSls and Countries' Experiences
SSls are noted for their job-creating prowess. They play an important intermediating role and
foster strong industry linkages with
positive economic and social implications and diffusion of techniques
by producing inputs and services
for the large-scale units in the do-

mestic and export market. SSls
help build entrepreneurial and
managerial skills as a basis for efficient indigenous investment and

management of industry (Kilby,
19BB). The economic miracles of
the South Pacific region were
hinged on the nurturing of the vibrant SSls. ln spite of the high level
of industrial concentration in developed economies, SSls still account
for an important part of economic
activity and increasing share in the
international business. (MlTl, 19Bg)
lnterdependence and inter-link-
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value of exports. More than 50 per

ages among manufacturing compa-

cent of China's total export is accounted for by the SSls. ln the
1988 Census of Businesses conducted in Nigeria by the Federal
Office of Statistics (FOS), SSls
were estimated to have constituted
about 70 per cent of the 220,000
industrial establishments surveyed
and accounted for 70 per cent of
industrial employment as well as 10
- 15 per cent of manufacturing out-

nies in the global village have in-

put

duced gradual replacement of the
traditional form of direct foreign investment with non-equity strategic
alliances. (Oman, 1984; Harrigan,
1988; Kol, 1990). Globalization
process has fostered the integration of SSls to the global market
through networking and sub-contracting with the multinational companies and the development of collective efficiency in the industrial
estates. While reflecting the global trend in "downsizing of enterprises" multinational enterprises
have continued to shift the focus
of activity away from the giant vertically integrated corporations
which dominated productive activities in the 1950s and 1960s towards small industries to gain competitive advantage.
Reflecting countries experiences, SSls employ more than 50
percent of the industrial workforce
in Columbia, lndia, lndonesia,
Kenya, Phillipines, Tanzania and
Zambia. They are the realjob creators in the European Union (EU)
accounting for 99.9 per cent of 11 .6
million enterprises (excluding enterprises in agriculture, fishing and
other sectors), 72 per cent employment of the 80.7 million persons
employed by all enterprises, and
generate 69.7 percent of turn-over
in EU (Deloittee Touche Tohmatsu,
1995). SSls were equally responsible for more than 50 per cent of
total employment in Canada
(Government of Ontario, 1995). ln
Taiwan, SSls comprised over 90
per cent of the total number of enterprises in the economy and accounted for 60 per cent of total

t7

3.
Government's Past lnterventions ln Support of SSls
The Federal Government has
over the years been in the vanguard, determining the operattng
environment for SSls and assisting them to improve their income.
Much of the interventions aimed at
addressing institutional and market failures and constraints to SSls
survival and groMh were effected
through financial support and
technical assistance programmes.
The financial support programmes
included incentives in form of subsidized targeted credit schemes
administered through the Development Finance lnstitutions (DFls)
and sectoral interventions through
selective credit control contained
in the credit guidelines issued by
the Central Bank of Nigeria (CBN).
Others were technical and training
support and classification of SSls
as preferred sector.
The first systematic effort at
supporting SSls was the setting up
of the lndustrial Development Centres (lDCs) in each state starting
with Owerri and Zaria in 1963 and
1967 respectively. These were
complemented with the establishment of DFls such as the Nigerian
lndustrial Development Bank
(NIDB), Nigerian Bank for Commerce and lndustrial (NBCI), National Economic Recovery Fund
(NERFUND) and the Nigerian lmport and Export Bank (NEXIM).
Subsequently, the specialized and
subsidized targeted credit
schemes such as the NERFUND
and the World Bank SME I & ll loans
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were established. These credit
schemes provided interest rate
subsidy and included the participa-

tion of the commercial and merchant banks in administering the
loans.
Following the collapse of the oil
boom in the 1980s, government re-

newed its policy employing export
incentive package to promote the
diversification and expansion of exports. These incentives included
Manufacture-ln-Bond (MlB)
scheme, lmport Duty drawback
scheme, Export Credit Guarantee
Scheme, Export Development and
Expansion Fund etc. Government
undertook the Structural Adjustment Programme (SAP) in the mid1986 with the expectation that new
entrepreneurial spirits and initiatives would be unleashed to make
SSls flourish. Much emphasis was
placed on SSls to look inward, develop and increase their raw materials supply and boost output and
export trade.
Lately, the Federal Government has decided to merge the
DFls to create the Bank for lndustry with a promise of N50 billion takeoff fund. ln addition, the banks constituting the Bankers' Committee
have agreed to set aside 10 per
cent of their pretax annual profits
for equity participation in small industry ventures with private entrepreneurs. Government is in the
process of establishing lDCs in the
remaining 15 states of the Federation where there are more with a
view to making the lmpact of the
Small and Medium lndustries Development Agency (SMIDA) felt in
all parts of the country.

4.

CONSTRAINTS OF SSls
Like the large-scale industries,
most SSls in Nigeria assemble fin-

ished goods, depend critically on
imported raw materials and equipment and suffer from the same
problems (NISER, 1993). But the
size, nature, characteristics and
isolation of the small industries
have made them more vulnerable
to these constraints than the large
ones. Hence, the rate of business
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failures was dominant among SSls.

These constraints include: SSls'
restricted access to credit facilities,
deteriorating macro-economic environment; inadequate infrastructure, impact of the structural reforms, dispersed nature of SSls,
limited linkages, lack of SSls access to information, difficulties in
disposing off their finished goods.

i)

Restricted Access to Credit
Facilities: Finance which is the
most critical need of SSls to estab-

lish production plants, upgrade
technology, increase capacity etc
has also been identified as their
major problem.Reflecting the imperfection in the market, most SSls
have restricted access to institutional finance including the shortterm working capital to meet fluctuating needs. Since the banks are
risk averse, the poor performance
of SSls and the high risks and
transaction costs associated with
commercial lending have made the
banks unwilling to lend to SSls.
Other limiting factors include SSls'
inability to provide the required
equity capital funds, adequate collateral securities to support loans,
shortage of long-term loans, restrictive monetary policy and high cost
of funds. The wholesale liberalization of the financial sector and the
tight monetary policy stance to address excess liquidity have resulted in rising interest rates on
loans. The specialized and targeted credit schemes such as
NERFUND and SMEI & ll and those
provided by the Eederal and State
governments have encountered
difficulties due to acute budgetary
constraints and lack of counterpart
funding, and have to a limited extent, succeeded in addressing the
funding requirements of SSls. (see
table 1).

ii)

lnfrastructural Constraint:

The poor state of the country's basic infrastructure has remained unresolved, and partly restrained the
groMh capacities of SSls. Productive activities in the manufacturing
sub-sector is characterized with
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dysfunctional physical infrastructure, incessant electric power outages and under-utilization of capacities which advesely affected
the small industries.

iii) Deteriorating Macroeconomic Environment:
The harsh macroeconomic environment in Nigeria has adversely
affected the performance of SSls
and hostile to their survival and
groMh. Majority of SSls are grappling with the problem of uncer-

tainty created by the macroeconomic instability and policy shifts.
Other sources of uncertainty which
impacted negatively on SSls include high and unpredictable inflation and price variability, uncertain
demand, fluctuating real output,
interest rate variability, exchange
rate volatility and foreign debt burden and services obligation. (See
table 2). As a major obstacle to
the survival and growth of SSls,
macroeconomic instability arises
from government's fiscal operations. Fiscal indiscipline impacts
negatively on private investment
and survival of SSls, as large public sector deficits fuel inflation, price
variability, exchange rate volatility.
Fiscal deficit rose frorn N13.3 billion in 1998 to N285.1 billion in
1999, but declined to N103.8 billion in 2000 (tables 3a & b).
Foreign debt services obligation deprives the economy of resources that could be used to provide credits, strengthen the infrastructure and make the environment conducive for SSls. Sourcing of funds from the banks at 23.0
per cent average lending rate has
limited SSls access to both short
and long-term financing. Such
funds are usually used for shortterm speculative business, instead
of long-term investment in physical
plants and equipment. The widegap (17.7o/o) between high lending
and low saving rates discourages
domestic mobilization of resources
for investment in productive activities. (see table 4).
Except for the period between
1996 and 1998, macroeconomic
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framework has not

been

conducive for the survival,

development and growth of SSls

since 1992, while incentive
framework remained weak. Growth
in money supply has led to excess

liquidity in the banking sector,

while sharp depreciation in
exchange rate, resulted in
widening spread between
autonomous and the parallel
market rates. All these have
created unc ertainty which
encouraged capital flights and deindustrialization. Other sources of
macroeconomic disequilibria were

external shocks, debt overhang,
policy reversals, socio-political
instability, corruption and lack of
transparency and accountability
in governance.

iv)

lnadequate Fiscal lncen-

tive Framework:
The fiscal incentive framework
which is supposed to be size neutral, does not impact uniformly on
all enterprises. While the largescale enterprises are benefiting
from the various government incentives, the administration of incentives is biased against SSls.
Because of delay in the implementation of incentive schemes, most
SSls exporters continued to experience difficulties in getting reimbursement from the import dutydraw-back after exportation.

(v) Dispersed Nature of SSls:
SSls are dispersed in Nigeria
and this makes things difficult for

them in achieving linkages,

through sub-contracting with large
scale industries, specialization
and integration with the global
market as well as fostering interfirms relationship to evolve new
strategies and achieve collective

efficiency in tackling their
problems.

vi) Difficult Access to lnformation:
SSls face difficulties in gaining access to information on the
changing global market, technological innovations, new products,

production processes and exportmarkets. The relative high cost of
sourcing information in the foreign
markets creates a cost-disadvantage for SSls.

vii) Difficulties in Disposing Off
SSls' Finished Goods:
Most SSls lack commercial experience and ability to establish
themselves firmly in the domestic
and foreign market. Hence, they
encountered difficulties in disposing off their finished goods in the
globalised market. SSls are disadvantaged by trade liberalization
and innovative products from research and development (R&D)
resulting in their inability to compete with imports and penetrate
export markets.

viii)lnadequate Access to New
Equipment and Production
Technology:
Since SSls have restricted
access to both short, medium and
long-term capital, they have been
unable to replace their obsolete
and malfunctioning machinery and
equipment, which break-down
often, lower output and capacity
utilization.

5.

ISSUES IN CREATING AN
ENABLING ENVIRONMENT

FOR SSls

Government's efforts

in

supporting the SSls can only be
fruitful if the macroeconomic
environment is conducive. The
key issues involved in creating an
enabling environment include: the
need to achieve macroeconomic
stability, fiscal prudence, increase
SSls access to credit facilities,
strengthen the financial sector and

physical infrastructure

and

promote inter-linkages and interfirms relationship through
networking and sub-contracting
activities.

(a) Achieving Macroeconomic
Stability
Achieving macroeconomic
stability which shapes the overall
investment climate is crucial for
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creating an enabling environment
for industry and ensuring the survival of SSls. Monetary and fiscal
policies designed to achieve macroeconomic stability, especially
such key cost variables as the interest and exchange rates have
exerted significant influence on
aggregate demand, general price
level and savings and investment.
A judicious mix of these policies
is crucial for macroeconomic environment. To achieve macroeconomic stability, there is need for
the implementation of appropriate
macroeconomic strategies such
as low inflation, more stable and
competitive exchange rate, maintenance of suitable fiscal policies,
competitive tax rates, strengthening the structural reforms including pro-savings policies to achieve
relative high domestic savings and
rapid corrective responses to macroeconomic problems.
Government should continue

to use Open

[Vlarket Operation
with increases in cash reserve requirement (CRR), and minimum rediscount rate which is the interest
rate anchor. There should be increase in the sale of treasury bills
and CBN's certificates and tightening of government's fiscal operations. The high interest rate
and wide-gap between lending
and the deposit rates should be
reduced through judicious use of
the monetary and fiscal policy instruments including moral suasion. Concentration of production
in the domestic market to the exclusion of the export market underlie the clamour for subsidized
interest rates. Countries' experience in lending to SSls shows that
small industries are capable of
borrowing at the market rates, if
the economic environment is conducive and export of manufactures expanded.
(ONnO) complemented

Support services should be
targeted at the export-oriented
small scale value-adding growth
industries such as clothing/garments, shoes, food processing,
chemical etc. which are within the

Vblume 25 No.
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scope of goods granted duty and
quota free access to the European Union (EU) market under
Lome ll Convention for 70 African, Caribbean and Pacific (ACP)
countries including Nigeria, and
the U.S market under African
Growth Opportunities Act (AGOA).
(b) Need To Achieve Reduction

ln Fiscal !mbalances
Budget deficit indicates that
government expenditure exceeds

revenue generated and deficit

must be financed. Government's
involvement in productive and commercial activities which could be
efficiently managed by the private
sector, partly accounted for the
growth in public expenditure. The
financing of government expenditure through budget deficit affects
monetary policy in the credit market, especially when the financing
was made from the domestic markets. Government's borrowing
from the banking system causes
high powered money which results
in excess liquidity, crowding out of
the private sector, depreciation of
the national currency and causrng
inflationary pressure.
Government's fiscal operations over the years have been
characterised by large deficits financed largely through the CBN
with inflationary consequences.
The relative macroeconomic stability witnessed between 1996 and
'1998, as evidenced by the stable
exchange and interest rates and
low rate of inflation came as a result of fiscal prudence. The monetary financing of huge fiscal deficit early 2000 through WAYS and
lVleans Advances engendered lingering effect on liquidity in the financial system and this exerted an
expansioning effect on the monetary aggregates. The present
government's commitment to financial prudence (control of aggregate
level of spending) coupled with the
adoption of tight monetary stance
resulted in the moderation in the
growth of monetary aggregates.
and inflationary pressure.
Government's major efforts at

creating an enabling environment
should include the reform of the fiscal system. There is a need to
strengthen the fiscal discipline and
forge effective coordination between fiscal and monetary policies.
Reduction of fiscal deficit will create an enabling environment for
SSls. Exercising fiscal restraint
should evolve a strategy to accelerate government's disengagement
from commercial activities and concentrate on its primary responsibilities in governance viz: improving the
physical infrastructure, health, education. Current efforts at privatising
and deregulating the publicly owned
enterprises (POES) especially the
utilities sector should be sustained.
Privatization should lead to reduc-

tions in the provision of
subventions, subsidies and grants

to the loss-making parastatals.
There is need to strengthen the
government revenue base and diversify the revenue sources to include the broadening of the tax
base without increasing tariff of basic utilities. Efforts should be intensified to reduce over-dependence
of the economy on crude oil and
diversify export base. [Vloreover,
government should avoid un-

planned expenditure. There is
need to establish a set standard so
that aggregate government expenditure would not rise above 3% of
GDP. There is need to improve the
quality of public expenditure planning and resource allocation so as
to enhance the capacity of government to respond and cope with unforeseen developments. To sustain
fiscal viability, government expenditure must be directed towards increasing the stock of fiscal and human capital. When fiscal deficits
become inevitable or necessary the
sale of public debt instruments to

the non-bank public be adapted
and sustained since it will not result
in increase in money stock or rise

in inflation.
Need To Achieve Stabil'Iv ltr
Exchanqe Rate
There is apparent constraint in
stabilizing the foreign exchange

c)
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rate, in the light of huge fiscal defi-

cit, speculative activities in the
banking sector, low production, declining non-oil exports and high inflation. The import dependent private enterprises have continued to
experience difficulties in sourcing

needed foreign exchange at high
cost, to procure raw materials and

components for the obsolete machinery and equipment which
breakdown often. A wide gap continues to exist between the autonomous and lnterbank Foreign
Exchange Market (IFEM) and
small scale industrialists continue
to suffer foreign exchange risk.
The Central Bank remains the
largest supplier of foreign exchange to the market. Export-oriented private sector companies
are expected to supply more foreign exchange with a view to ensuring stability in the market. lf
manufacturers had increased
their inward sourcing of production inputs and produce for export
market, the depreciated naira
would have enabled the firms sell
their products cheaply, penetrate

export markets, magnify their
earnings and possibly be the
major suppliers of foreign exchange to the market.
Efforts should be mustered to
boost the supply of foreign
exchange and strictly monitor
demand in order to minimise
speculative activities and achieve
stability. There is need to adopt
a foreign exchange mechanism
which will achieve a single rate in
a single market. There is need to

achieve and maintain fiscal
discipline and stable exchange
rate to achieve stability in the
economy. Also, foreign exchange
risk should be alleviated in a
proven and genuine transactions
to nurture the growth of SSls.
Considering exchange rate risk
as an unplanned circumstance,
government should absorb the
exchange rate risk in all future loan
schemes to SSls, and as part of

efforts in creating an enabling
environment similar to the foreign
exchange component of the loans
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sourced from NERFUND. The
ruling exchange rate at the time
the loan was obtained should
apply during repayment in all
future SSls funding schemes.

d). Strenqtheninq
I nfrastructu re

Major and

The

Basic

generating companies, out of
which the privately owned power
plants far exceeded the publicly
owned. Columbia has 12 foreign
owned independent electric
power generating companies
while Ghana has 2.

enduring

e). Need To Promote Linkaqes

constraints of SSls are the weak
physical infrastructure and
obsolescence of machinery and
equipment. Small industries are

and lnter-Firms Relationships Throuqh Construction
of lndustrial Estates
Unlike the SSls in developed
economies which are more inno-

reeling under the weight of

persistent power outages.
Manufacturers have been
compelled to generate the

needed energy privately to turn
the machines. Few SSls have the
capacity to generate their energy
needs. lnfrastructure constraint
which is responsible for high
production cost stifles the growth
capacities of most SSls. The cost
of generating electric energy
privately in Nigeria was estimated
as between 15-20 per cent of the

total cost of establishing a
manufacturing unit in Nigeria,

which is beyond the capacity of
most SSls (World Bank, 19Bg).
The cost of doing business in
Nigeria, has equally been
estimated to be almost 30 per
cent higher than in South East
Asia countries which export
consumer goods to Nigeria.
(1996 UNDP Survey).
There is need to strengthen
the existing physical infrastructure without which there cannot
be a successful industrialization
or growth achieved for SSls.
There is need to accelerate the
privatization of NEPA, and its
subsequent restructuring into
segments. Energy sector like
the telecommunication sector
should be deregulated. The private sector should be encouraged to participatd in energy
generation and supply either on
build-own and operate (BOO) or

build operate and transfer

(BOT). There should be more
than one electric generating
company with NEPA's capacity.
The U.S has 350 electric power

vative based on their involvement
in strategic alliances and non-equity arrangements, few SSls in Nigeria play an important inter-mediating role supplying inputs for
the large-scale industries or subcontracting for the multinational
companies. Hence, limited industrial linkages exist between SSls
and large scale industries. The
promotion of strategic sub-contractual alliances has a bigger role
to play in stimulating export drive.
The dispersed nature of SSls in
Nigeria, makes things difficult for
them to achieve linkages, foster inter-firms relationship to evolve new
strategies and achieve collective
efficiency in tackling their problems.
More than size related, the dispersion of SSls have limited their ability and power to influence market
and policies.

Government's intervention has

worked effectively in countries
where it was carried out in concert
with the private sector. Efforts
should be made by the government in all tiers in concert with the
private sector, to create an enabling environment by constructing
the industrial estates or districts for
SSls. lndia has 861 industrial estates for different catagories of enterprises. Most of the few industrial estates in operation in Nigeria, were constructed during the
colonial era and the regional governments in the 1950s and early
1960s, specifically for large-scale
industries. Construction of industrial estates for SSls by the state
governments in conjunction with
the private concerns will minimize

21
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the time the project promoters use

in looking for land and run-after
certificates of occupancy (C of O).
lndustrial estates will obviate the
use of the loans secured by promoters for the procurement of
land and construction of factory
buildings. Clusters of flrms in the
industrial estates will enhance efficiency, facilitate grouping of firms
into industrial or trade associations, promote inter-firms relationship to enable them discuss new
strategies. Clusters of firms will
facilitate provision of infrastructure, such as energy, water etc
and technical and financial support services to group of firms
which will enable them exploit
economies of scale in both the
domestic and export market. The
Sinos Valley in Brazil has for the
past 30 years been used as an
industrial estate by over 500 export-oriented shoe-making firms
and over 100 tanneries (Schmitz,
1994).
0

Need For Ca pacity Build-

inq Throuqh Entrepreneurship Development

Proqramme (EDP)
Two major sources of competitive advantage in the 21'1 cen-

tury are the development of National Entrepreneurial capability
and innovative skills. Human resource (skills) development is
crucial for ensuring the survival
and growth of export-oriented

SSls. Entrepreneurship development is a critical aspect of skills'
development and keystone for
economic revival and growth.
Attributable largely to unconducive business environment and
lack of entrepreneurship instinct
and drive, empirical evidence
shows that less than 1/3 of the
beneficiaries of subsidized and
targeted credit schemes in Nigeria survived and grew. Government should assume the responsibility for evolving human resource development policies that
will be conducive to entrepreneurship development. Government should collaborate with the
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private sector to rekindle the entrepreneurial instinct, spirit and
drive with a view to making the
small scale industrialists replicate

the miracles achieved by their
counterparts in South East Asian
cou ntries.
There is need for the establishment of Entrepreneurship Development lnstitutes (EDl) as in
the U.S, Japan and lndia. Tertiary institutions should include
entrepreneurship development
studies in their course programmes. Given their conducive investment environment, the U.S

graduates were reported to be
turning increasingly to small industries or striking out on their
own. lnterest of individuals running their own business is so intense that 250 universities in the
U.S now offer courses in entrepreneurship. ln 1980s, only 160
schools offered such courses. (J.
Levitsky, 1996).
s)

Need To lncrease SSls
Access To Credit Facilities

The financial system

is
burdened with high interest rate

and exchange rate volatility.
Government's fiscal indiscipline

crowds out the private sector and
put some banks in distress. [Vlost
SSls have been unable to access
credit at high interest rate,
provide the equity contribution

and adequate

collateral

securities. There is need for the
reform of the financial sector and

this requires the merger or
outright liquidation of the
distressed banks.
Recapitalisation of the commercial and merchant banks from
N40 million and N50 million to
N500 million and the increase to
N1.0 billion for new banks in 2000,
and further to N2.0 billion in September 2000 was to ensure safe
and stable banking system: lmproving SSls access to credit requires an increase in the number
of financial institutions that provide funds for SSls. There is need
to classify targeted SSls into industrial associations to enable

them seek for fund in groups.
To minimise the frequent rejection of the collateral securities
by the banks, there is need to provide legal policy framework that
will perfect the collateral securities
pledged by SSls to make them admissible for loans. Government
should establish a Credit Guarantee Scheme for SSls. ln supporting and encouraging SSls, the
government of lsrael guarantees
B0% of the credit given to SSls,
while the banks provide lhe 20%
bala nce.

The planned merger of the
DFls into Bank of lndustry and
the N50 billion take-off grants will
increase SSls access to credits.
The Bankers Committee's initiative
in which all banks in Nigeria are

required to set aside 10.0% of
their pre-tax profit each year for
equity investments in SSls, will
enable the banks go into joint-ventures with customers who have the
flair for entrepreneurship. The
banks are expected to spear-head
the restructuring and financing of
SSls, many of which are ailing due
to poor funding. Besides improving the existing infrastructure, prospective beneficiaries of subsi-

dized targeted credit facilities
should be made to go through 3
months Entrepreneurship Devel-

opment Programme (EDP) to
minimise the rate of business failure. This is the practice in vogue
in lndia, Malaysia and other developing countries.

(b) Need To Strenqthen SSls
Supportinq lnstitutions
Provision of technical support
and extension services by the
technical assistance rendering
agencies such as the lndustrial
Development Centres, (lDCs), Directorate of Employment (NDE), is
another source of creating an enabling environment to assist SSls
to overcome their technical, management and marketing problems.
Services rendered include counseling, product design, supply of
product profiles, marketing information and preparation of feasi-
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bility and viability studies. Recent
studies reveal that the quality of
support and extension services
rendered by these agencies has
declined due to inadequate resources and supervision. There
is need for government to review
and strengthen the institutional
channels employed to render
support services, types of
projects supported and target

group beneficiaries. There

is

need for strong linkages to be es-

tablished among the agencies
rendering support services. With
the rapid changing global environment the private sector should
play the dominant role in design-

ing and implementing support
services for SSls. Considering
SSls as a national priority, most
of the U.S government's assistance to SS ls are channeled
through the private sector, business associations. Universities
and non-government organisations (NGOs). The latter often
mobilise retired corporate executives to go round and offer
counsellings to SSls. Furthermore, small business centres
were established by the

U.S
government's Small Business Admrnistration (SBA) in some universities to offer counselling and
guidance, provide extension and
advisory services and assist in diagnosing SSls specific technical
problems (Levitsky, '1996). The
Nigeria's business associations
such as the National Association

of Small Scale lndustrialists

(NASSI), Manufacturers Associa-

tion of Nigeria (MAN) etc have a
greater role to play in conjunction with government agencies
and support services rendering
institutes to assist SSls like their
counterparts in Latin America
and the U.S to facilitate SSls access to credit, backed with credit
insurance guarantee, management consultancy and information services.

6. Concludinq

Remarks And
Suqoestions
The paper has explored the
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issues considered crucial in creating and sustaining an enabling
environment for SSls. Small lndustries are undoubtedly the
backbone of a market economy
and are noted for their job-creating prowess, but given their low
survival capacity, there is need for

different and innovative approaches in promoting their sur-

vival and growth. The change
in policy environment is crucial
in stimulating the development
and growth of SSls. Government has a dominant role in creating and maintaining an enabling environment for SSls. But
programmes to support the development of SSls have not
been supported by a consistent
overall industrial development
strategy and macroeconomic
framework. Solving SSls' financial problem should be part of
the overall change in the business and policy environment, to-

gether with the rendering of
technical extension services.
The banks role in financing SSls
still remain important.
Government should imbibe
fiscal discipline, co-operate with
the private sector in improving
the basic infrastructure and establish the EDls, while the state
governments should construct
industrial estates to promote inter-linkages and sub-contracting between SSls and large
scale industries.

(b)Suggestions:
i) There is need for improvement in the administration,
legal and fiscal environment
of SSls
ii) There is need for the use of
consultancy services to improve management and
general functions of SSls.
iii) Development of network of

local team in conjunction
with the universities is required to make SSls more
aware of changes in their

environ ment.

iv. There is need for sustained
collaboration between government and the private sector. Government needs to sustain the present consultations

with the private sector by providing incentives and the
needed enabling envlronment
to stimulate and foster the
survival and growth of SSls.
v) There is need for co-operation
between SSls and research
institutes with a view to making R & D activities more demand driven.
vi) There is need for the nation's
engineering infrastructure to
be established in order to facilitate the local production of

6.

7.

8.

9.

machinery and equipment
strengthen the industrial development and growth. The
Ajaokuta Steel Company must
be completed in earnest and
flat sheet steel production put
in place

10.

1.
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TABLE

1

PROBLEMS OF SME IAND SME II BENEFIGIARIES
% of respondents

Problems

1. Restricted access to finance (including working

2.

capital)

80

Difficulties in input procurement

3. Weak infrastructural

76.7

facilities

75.0

4.

Poordemand forfinished goods

70.0

5.

lnadequate collateral securities

54.0

6.

Delay in disbursement of approved fund

52.0

7.

Restricted access to land

50.0

B. Distress in the banking

sector

22.0

Source. CBN and NIDB's Survey on the Status of SIVIE I and SI\XE ll beneficiaries 1997

TABLE 4
INTEREST RATES
('/"1

1

1

2

Commercial
Banks' Average Savings rate

1

998

1

999

2000

AVERAGE

10.1 0

5.1

5.5

5.7

5.0

5.32

19.10
20.80

17.6
20.3

18.4
21.4

20.5
25.7

21.3
26.8

19.40
23.0

25.5
29.5

21.7
25.9

21.52
t24.14

Commerical Banks'
Average Lending Rates

i.
ii.

3

996 1997

Prime
lVaximum

lt/lerchant Bank's
Average Lending Rates
Prime
[t/laximum

i.
ii.

20.10 '18.9
20.70 20.8

24

21.4
23.8
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TABLE 2
MOVEMENT IN AVERAGE FOREIGN EXCHANGE RATE (=N=l$),
INFLATION AND CAPACITY UTILIZATION RATES
EXCHANGE RATE
FEM/AFEM*

BUREAU DE
GHANGE

PARALLEL
MARKET

INFLATION
RATE

CAPACITY
UTTLTZATION (%)

'1980

055

9.90

70.1

981

060

20.90

73.3

1982

0.67

770

63.6

983

0.72

23.20

49.1

1984

0.76

39.60

42.0

985

089

5.50

37

I 986

376

5.40

38.9

1987

408

10.30

40.4

988

459

605

38 30

41 5

'1989

739

10.13

10.53

40 90

42.4

1

990

804

965

9.61

750

40.3

1

991

9.91

13.52

13.45

13.00

420

1992

17 45

20,50

20.49

44.50

42.8

1

993

22.41

36 78

36.46

57.20

37.2

1

994

22.00

23.74

61.27

57.00

30.4

1

995

81.20

79.53

84.16

72.80

29.3

'r996

81.20

83 82

83.59

29 30

36.8

1997

82.00

85 76

85.34

850

340

1

998

83.80

88.93

88.89

10.00

34.9

1

999

940

99.3

99.2

66

36.0

2000

101.7

111.1

111.1

6.9

34.5

1

1

1

1

25
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TABLE 3a
Macroeconomic Trends

7
o
t.J

Year

1970
1971
1972

1973
1974
1975
1976
1977

978
1979
1 980
1

1981

1982
NJ

o\

1983

1984
1 985
1986

987
988
1 989
1 990
1
1

1

991

1992
1993
1994
1995
1996
1997
1998
1999

2000

I

Federal Fiscal
Overall
(!*million)
(460 0)
170.0
(5e 0)
166.0
1,796.0
(428 0)
(1,0e1 0)
(781 0)
(2,822.0)

lnflation

%

Growth Rate of

Assets
(D*million)

GDP

13.80
15.71

28.60
5.71
12.61

33.60
24.55
13.45
22.03

46.80
26.33
8.45
59.09
60.00
17.09
24.66
17.41

'1,461.0

11.46

(1,975.0)
(3,902.0)
(6,104 0)
(3,364.0)
(2,660.0)
(3,03e 0)
(8,254.0)
(5,889.0)
(15,134.7)
(12,160 e)
(22,116.1)
(35,755.3)
(35,625.3)
(107,270.0)
(70,270.0)
1,000.0
37,049.1
(5,000.0)
(13,338.9)
(285,104.7)
(103,777.3)

10.28
20.62
7.73
23.26

7.32
19.03
18.62
40.29
2.36
9.99

39.51

11.32

7.46
5.76
54.50
50.49
7.35

13.76
0.97
49.03
33.39
54.78
15.94

13.02

24.31

44.58
57.17
57.04
72.80
29.30
8.50
10.00
6.6
6.9

69.69
26.79
31.25

11.23

Net Foreign

116.'16

42.79
4.09
(3 48)
2.8
3.8

Sources: Various issues of CBN Annual Reports

lnterest Rate

Real

Rate

ot
to

Interest

150.0
280.0
240.0
410.0
3,560.0
3,670.0
3.400.0
2,960.0
1,420.0
3.230.0

7.00
7.00
7.00
7.00
7.00
6.25
6.50
6.00
6.75
7.79
8.43
8.92
9.54
9.98
10.24
9.43

5,6'10.0

2,560.0
1,060.0
810.0
1,420.0

t,alo.o
4,460.0
6,870.0
7,970.0
1,830.0
41,320.0
54,000.0
39,390.0
58,710.0
55,994.5
108,655.8
148,982.9
221,952.2
209,136.2
666,271.2
1,275,016.9

z

Real Exchange

'10.50

76.67
81.66
82.02
84.22
92.65
63.3

13.96
16.30
20.44
25.30
20.04
24.76
31.65
20.48
20.24
19.70
18.40
18.30
20.53
21.32

9

Rate

(6 80)

(874)
(21 60)
1.29
(5 61)

(27 35)
(1

8 05)

(7.45)
(15 28)
(3 67)

(1 85)

(4170)
1.81
(1

3 28)

(2e27)
1.97

4.74
2.73
(38.20)
(30 05)
17.95

7.02
(1e 82)

(2532)
(36 56)
(52 56)
(e.60)

9.90
83Q
13.9
14.4

C

l

a

lrl

-l

rn
@

fn

i.
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TABLE 3b

Summarv of Federal Government Finances
N million

1

996

1997

1998

1

999

2000

Balance of Revenue And
Expenditure Current Surplus
(+) / Deficit (-)

212,922.9

244,975.7

264,651.7

175,626.3

32,049 4

(5,000.00)

(133,389.3)

(32,049.4)

5,000.0

133,389.3

285,104 7

7,825.4

13,382.6

16,605.6

21,040

Domestic (Net)

(39,874.8)

(8,382.6)

116,783.7

264,063 9

103,777.3

Banking System

(153,143.2)

(62,880 5)

108,090.5

172,638.1

78,688 9

Non-Bank Public

9,953.7

2,243.4

(5,104.8)

(18,560 7)

24,758 4

103,314.7

52,254 5

12,898.0

109,986 5

330 0

Overall Surplus (+)/ Deficit (-)

Financing

Foreign (Net)

Other Funds

Sources: Federal Ministry of Finance
Central Bank of Nigeria.
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(285,104.71

135,673 6
1103,777.31

103,777.3
n.a.

