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Abstract

The challenges of Small and Medium scale Enterpr(S8MES) are
universal all over the world. In Nigeria, we hatés peculiar problem
of how to start and manage SMEs. This paper, usegpndary
sources, tries to x-ray the different steps neagssasetting up SMEs.
It also tried to assess the role played by the SMENigeria's

economic development and finally highlight somehef factors that
militate against the effective contribution of tbeterprises towards
national development. The paper concludes by ndtiag the health
and viability of the SMEs is the cornerstone updrictv the future
transformation of Nigerian economy can be anchored.

Introduction

Nigeria is a country of great, but largely frust@t potential. It is
Africa’s most populous nation and the sixth largaside oil exporter
in the world. It is highly endowed with an arralyextractive mineral
and agricultural resources as well as diverse amtlucive climatic
conditions found in very few parts of the globe.etYthe country
suffers from chronic underutilization of both humand material
resources (Boswell, 1992).
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In fact, by the time civilians came to power in 29%9he
economy had grounded to a halt. No country wotshsalt in the
international financial community was prepared avdranything to do
with Nigeria. But, the series of reforms introducadthe outset of
Olusegun Obasanjo’s civilian administration kickeff a reversal
process that rekindled local and foreign interestmfidence and
optimism in the economy (Emmanuel, 2003).

With great enthusiasm local investors went intcestimnents in
both small and medium scale enterprises. The esgrix@gan to look
up. Nigerian government has not lacked initiatit@sencourage the
development of the SMEs, but the problem remainat tbf
management. Some of the initiatives include thelSsoale Industries
Credit Scheme (SICS) of the 1970s, the NigeriankBan Commerce
and Industry (NBCI) supervised loan scheme — thecigp fund for
small scale enterprises loan scheme of 1980s, hsagsv¢éhe National
Economic Reconstruction Fund (NERFUND) of the masternment.
The question that agitates the mind would be tresaes for the
failures encountered in the past. Is it the gdneranagement in-
experience and incompetence of most Nigerian emneors or how
to take-off? (Essian, 2001). This is the focushig paper.

Definition of terms

The concept of small and medium scale industrieselative and

dynamic. Hence, there is no universal definitiorsofall and medium
scale enterprise. However, within the fixed cohoate of natural
boundaries, it might be relatively easier as coesttend to derive
their own definition based on the role SMEs areeexgd to play in
economic development of the country and the progras of

assistance needed to achieve that goal. Theafestnpt to overcome
this definitional problem was by Bolton Committe®71, which

formulated an economic and statistical definitioh Small Scale
Industries (SSI) under the economic definition. éckng to the

Committee, a firm is regarded as small if it haslatively small share
of the market place, managed by the owner in sopafized ways, and
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is dependent in the sense of not forming part jdaenterprise. The
committee adopted different definitions of smalinfi for different

sections and suggested three ways of differengjddetween small and
large scale firm other than size, uncertainly asgéed with being a
price taker, limited customer and product baser iRstance, a firm
that can be categorized as small scale in an addaaconomy, like
that of the United States of America, given thehhigvel of capital

intensity, may be classified as medium or largetha developing
economy, like Nigeria. Definition changes over d¢imwing to the
changes in price level, advance technology, etwenBn the same
country, definitions also vary with institution, meEnding on the policy
focus. For instance, in Nigeria, the definitionsofiall-scale industries
also varies from time to time, depending on whatythre meant to
serve (Chibuzo, 1992).

The Central Bank of Nigeria (CBN) defines small lsca
industries in its monetary circular No. 22 of 1988 an enterprise in
which its total investment (including land, workimgpital) did not
exceed N500,000 and an annual turnover did noteekéige million
Naira following the persistent depreciation of tieera exchange rate.

In 1992 budget, the federal government of Nigeréingd
small scale enterprises for the purpose of commlebank loans, as
those enterprises with an annual turnover not eiogeN500,000 and
for merchant bank loans, those enterprises wiglitadanvestment not
exceeding N2 million (excluding cost of land) omeaximum of N5
million.

Section 375 (2) of the Company and Allied Matteeci2e of 1990
defined a small-scale enterprise as one with antumabver not more
than N2 million and net asset values of not moanth10 million.
The commission of the European Communities definedro and
small-scale enterprise as:

- A micro enterprise which employs fewer ten persamsl

whose annual turnover or balance sheet total doe®xceed

European 2 million
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- A small scale enterprise employ fewer than 50 persand
whose annual turnover or balance sheet total doegxceed
European 10 million.

Hoel (1989) defined small-scale industries as a fivith less
than or equal to 25 permanent members and witld fasset excluding
land with up to $50,000.

Statement of problem

The role of SMEs in Nigeria’'s postwar economic depment has

attracted much attention in recent years. Someusethat they have
played a more important role in Nigeria than elsenghand that their
relative importance meant that Nigeria postwar ghopath has been
close to that of free market capitalism. The thet Nigeria has fared
much better than her neighbours in the African rfzial crisis has

made this view ever more popular. It is furthegumd that the

abundance of SMEs made Nigeria’s economy morelflexand hence

more resilient to crisis. Some revisionists of rseuhave raised doubt
about this claim.

This paper will assess this claim, by examiningriie played
by the SMEs in Nigeria, as well as the differergpst necessary in
setting up SMEs to undertake initial investment aamdduction in
heavy industries where private capital was reluctanenter at the
early period due to high risks.

Characteristics of Small Scale Industries

The varying definitions of small scale industriesiceng countries
notwithstanding, their characteristics are univigyseecognized, viz
(Zaky, 1995):

- They are typically small owing largely to limitedfess to
financial revenues and thus, have special probldéim rgspect
to growth, since they are constituently faced witimancial
vulnerability, which usually increase rather thagcm@ase the
risk.
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They are characterized by single management stajatehich
generally combines with ownership management inp@mson,
hence they revolve around a single owner/manag#rer than
separating the ownerships from management.

The operation of small-scale industries has a Hegtel of
flexibility in decision-making and provenance ofrdaly
informal employer-employee relationship.

High labour intensive ratio and low employer turapwf the
small-scale industries is more closely attacheth& product
that launch them. They find it difficult to shifthat they
produce to something else.

They are reluctant about risk taking when compated
merchandising enterprises where lending risk amitaedly
greater.

The unavailability of fund often results to the raxtoption of
certain technology.

Sour ces of Financing Small Scale Industries
There are four (4) main sources of enterprise fimgnopen to small-
scale industries in Nigeria. These are as folldMrsapina, 2001):

Formal financial institution, such as Commercial nBa
merchant bank, saving and loans banks, insurancgaaes
and development financial institution.

Informal financial institution consisting of moneylders, credit
and saving association (like “ISUSU”) friends, arthtions.
Personal savings

Other financial scheme, such as SME Arex Loan Sehem
NERFUND, NEXIM etc.

Majority of small-scale industries in Nigeria, basa of the
inability to meet the condition of financial lendimnstitutions,
have resorted to alternative sources of finanamipe informal
financing institutions. Various studies have iradéx that most
small-scale industries source larger portion ofrtfieancing
from the informal sector.
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The Economic Potential of Small and Medium Scale Enterprises

The critical importance of adequate credit delivéoy small scale

industries is derived from the fact that the depsient of small scale
industries is what is required to enable the cgtstindustrial sector

meet the contemporary challenges of globalizatiofhe economic

significance of small-scale industries has beeogezed worldwide.

In 1952, the United State of America enacted tmedlsscale business
act”, which read in part: “... the essence of the Aose economic

system of private enterprise is competition. lihie declared policy of
the congress that government should aid, counssistaand protect,
and as much as possible the interest of small-§teimess concerns in
order to prepare them from competitive enterprise.”

However, small scale industries are particularlyrensuited to
the circumstances of developing countries. Thergreéater reflection
on a country’s relative factor endowment to promargployment and
enhance international economic competitivenesss ishcrucial in an
increasingly globalizing world economy.

Another major advantage of small scale industmea icapital
scary economy like Nigeria is their relatively sieorgestation period,
which enables them to field quicker returns on streent for further
productive investment and foster growth. Smalles¢adustries also
have greater potential facilities for the developmef indigenous
entrepreneurship and economic independence. Theybeaused to
meet the output needs of large enterprises. Tassbeen the major
factor in the success of the industrialized coestri

Relatively the enhancement of international contipetess by
small scale industries stimulates the expansiomadstrial disposal
and balanced development. Small-scale industriesgiatie rural-urban
migration and it's and economic social consequences

Finally, small-scale industries are useful in miaimlg small
saving for productive investment and enhancemeirtcafstrial capital
formation in a country with low level of saving édkNigeria. Small-
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scale industries are ideal for the mobilization m&sources for
economic development.

The importance of SMEs to longer-term economic iktgab
derives from their size and structure. Under adexgandition, the
market allows them the flexibility and ability toeather adverse
economic conditions. SMEs are more labour intenghan larger
firms and therefore have lower capital costs assedi with the
creation of jobs. Consequently, SMEs play an irtgur role in
fostering income stability, growth, and employment.Modern
economics operate as complex network of firms inctwha firm’s
competitive position depends in part on the effickeof its suppliers.
Therefore, SMEs competitiveness affects the cormpetposition of
the economy as a whole (Emmanuel, 2003).

Before Setting up a Small and Medium Scale Enterprise
Small and medium enterprise development is not daeryone,
whether disabled or not, and needs a high leveldistipline,
dedication, persistence and creativity as well dstaf work. The
micro-entrepreneur must be capable of decision-ngakind have the
ability to manage employees (if any) and accounturthermore,
small-scale enterprise development for persons wdibabilities
involves a multitude of additional challenges, whrequires specific
attention and strategies. Before setting up a lsarainedium scale
enterprise, it is necessary to deal with some sgsineluding (Essian,
2001):
1. Deal with specific challenges: In any business venture,

specific challenges need to be addressed. Thekel&

0 Seed money;

Physical location of the business venture;
Management skills;
Accounting skills;
Marketing skills;
Maintenance of equipment, machinery and premises.

o 0O O0O0Oo
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In the case of persons with disabilities, their bl
and mental capabilities have to be reviewed fotability to
the enterprise. You may wish to ask these questiddhat are
my strengths? What are my weaknesses? How can |
compensate for my weakness? What are my curreaoimpa
needs? Who will be working with me?

Choose the right business: The right business certainly varies
from one person to another. Personal preferendesg avith
physical and mental capabilities are the main degifactors.
Nevertheless, the focus should be on market deraaddits
limitations to determine if the business can becsssful. A
planned small-scale enterprise should be able tmyme
sufficient income to justify the time and energyested in the
venture. Family support also plays a major roléhenselection
of the business since a person needs help in adisting
certain tasks, especially during the start-up @& émterprise.
Make a list of what you could like to do, and amsake a list of
what you are good at doing. Go through the follaéteps to
guide the choice of business.

o Start with what you like and be realistic.

o Investigate the market and its needs and try to be

objective.

0 Review the competition i.e. the market.

0 Avoid Saturated markets and look for opportunity.

o Make sure you can do it yourself, hiring means

spending money.

o Consult with others, discretely, not to divulgeade
Discuss with your family and check impact on family
o Keep in mind that if there is competition, it meavisat

is readily available and required in terms of raw

materials and local demand.

(@)
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3. Review market demand and the competition: Review of the
competition is necessary. Competition means thenmarket,
but how big is the market? It is important notstadurate the
market and to supply the right type of product ervie,
something that is in demand. You may wish to dsisé
guestions: Who are my competitors? Who are mjoousrs?
How much can the market absorb before saturatisnthere a
shortage or surplus?

Location of the market is also important for micro
entrepreneurs with physical disabilities. Agricuétl produce,
for example, has to be sold at the fresh markeiciwinust be
accessible to the disabled person micro-entreprenduit is
too far, proper transportation arrangements wilhbeessary or
else the product will have to be sent by a hirdd/eley person
or sold to a middle person. Hiring people incregs@sluction
costs. Marketing is easier for a farm-based entdocated
within a small community where the production can dold
directly to the villagers.

Check seasonabilityAgriculture and farming products
are often seasonal The following questions must be
considered. Is the crop or product available @higying certain
seasons? Are raw materials available all year reu@hn the
product be kept in storage? Is the service or ymbanly
required during certain periods of the year? Qunet be off-
season production? Some products can be giveseafon,
generating substantial profits since there are ¢ewpetitors
during that period. Such products, although reqgirmore
time and attention, can offer a niche market oppoty for
micro entrepreneurs.

4, Decide on Business Size: Care must be taken in deciding the
size of the business. If too small, the businesy mot be
feasible. If too big, it becomes too difficult neanage properly
and may require extra help, which adds to cost.
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If too big, the market may not be capable of ahsgrb
the produce. It is usually better to start smatl @xpand the
business slowly once the market has been testednande
starts coming in. Initially, self-sufficiency anke capability of
handling the business by oneself is the best italicaf the
right size of the enterprise.

Several questions need to be answered before
determining the size of the enterprise. Who are dients?
Where are the clients? How many clients are thei¢Gw
much producce or services can each client use? thae
seasons or days of the week when the produce vicses
more in demand? Who else is offering the sameiceenr
produce? What percentage of the business sharesg@ect to
take? How much money do | have to start the bssiheHow
much can | manage by myself? How can | ensurdtgal

| dentify the Location: Location plays a crucial role in starting a
small scale enterprise, while a farming or farmated
enterprise needs not be accessible to the busifieesmicro-
entrepreneur will have to travel to the market &l ghe
produce. When the business involves fresh prodticesly
sale is crucial. For example, fruits, vegetable Haders are
highly perishable and have to be sold quickly. yEascess to
market is important. It is necessary for a miontr&preneur
with a disability to be able to reach the marketamhave easy
contact with potential buyers. In some cases, ity nba
necessary to hire someone to help in the delivdrythe
produce.

In the case of services, micro enterprises location
should encourage people from the village to cometh®
entrepreneurs’ explore. It must be easily accessibliclients,
and be somewhat alternative. Low cost decorateonbe used
to attract clients, while good service will ensthieir return.
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6. Land and Premises. Land and premises are needed for the
establishment of any enterprise. In case these havbe
acquired, the start-up costs will increase. If tteav micro
entrepreneur already owns these, he or she maytbasgend
on renovation. The following question should serag
guidelines: How much space do | need? Do | hapeee of
land or building | can use? What will be the colthe land?
Do | need to rent the premises? Does a new bagildéed to be
built? Can the existing building be renovated? IDoeed
decoration? Decoration is needed to attract custem

7. Check the Availability of Raw Materials. Raw materials for
making the produce should be readily available. r&ca
materials should be avoided because this will makigficult
to ensure a steady supply. It is important to @veliance on a
single supplier, as this will give the supplier amapoly and is
most likely to lead to any increase in prices duee. Because
the profit margin in a micro-enterprise is gengralinall, it is
necessary to keep production costs under closecotontt is
important to ensure constant quality. Alternatsairces of
raw material may also be considered, such as f@mestucts
that are readily available and free of charge. yBlawy and re-
use is another way of reducing costs. The steadyaility of
water is another important consideration, whileesihg the
enterprise and identifying the raw materials.

8. Identify Funding: Anybody/person wanting to start a micro-
enterprise may obtain a loan for this from famifycommunity
members. However, the start up funds often hdsetsought
externally. It must be kept in mind that loans &y be repaid
and therefore, one must know the minimum amoundeedor
start up and running expenses until the venturéssg@nerating
income.
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Several countries also have disability funds ofifgri
loans at low or no interest rates to individualshwdisabilities
who are registered with the responsible governraeittority.
The loan can be repaid over a period of severakyebhe loan
sometimes requires endorsement by a family or comigu
members in case of non-repayment.

Review of Market: Marketing is very important since
competition can be fierce. The following factorasnbe taken
into consideration.
Packaging: Packaging may or may not be required,
depending on the product. For the sale of fresiitsfr
vegetables or other agricultural produce, thergeiserally
no need for packaging. A simple plastic or papag s
sufficient.
Presentation: Presentation can play a role even in the sale
of fresh raw products. Neatness, cleanlinessgaroration
makes the sales outlet attractive and appealing to
customers.
Market Test: It is sometimes interesting to test different
types of presentation or packaging to find the dimat
appeals to customers.
Competition Competitors offering the same or similar
product must never be ignored, as they clearly ltheats
and may be more experienced. Check their presemtat
price and sales technique. As a new micro entnepe
you can learn from the experience of others angbtaitido
your personality. A lot can learned by having the
competition.

The following are some of the things that needdo b
checked against. Who are my customers? Is thexeimg
demand for my product? Who are my competitorsav Ho
are other businesses doing? Are they growing?ad$t
Decreasing? What are their strengths? Their wesakh
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10.

11.

How does their product differ from mine? If itttee same,
why do | think | can take a share of the markethaiVis the
right sales price for the product or service?

Sales price, quality and service ensure that few
customers become regular clients. If the saleseps too
high, customers will go to the competitor, eventhe
entrepreneur is a person with disabilities. Chemiay buy
once to encourage the micro-entrepreneur, whosabtied
person, but will buy the lower priced product ifig of
equal quality. If the price is too low, customardl think
that the product quality is also low and continugyibg
from the regular supplier. The right price shobé&similar
to that of the competition while offering bettemngee and
same or better quality.

Check Feasibility before Starting the Enterprise: Too many

people start a new small business blinded by tliacéiveness
of the product or by what seems to be an attracimaeket.

However, many micro enterprise close down afterew f
months or years of operation, shattering the snsalle

entrepreneurs’ dreams of what appeared to be tHecpaevay

of making a decent living. In order to avoid thes,pre-

feasibility study should be conducted. Althougistmay be

based on estimates, it helps to prepare for hedwnd in some
cases shows that another activity may be better.

Avoid Common Mistakes. Numerous factors may jeopardize
the success of an enterprise. The following areesoommon
mistakes.

o Insufficient know-how. The micro entrepreneur does
not sufficiently understand the process and theeefo
cannot easily find alternatives or solutions tobems
encountered, including pest control, disease, nrecala
and other problems.
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o Lack of marketing strategies. Competition may be
healthy, but too much competition may destroy the
market unless creative marketing strategies are
developed. Although a person with a disability may
receive special consideration, it is necessarytopete
with sometimes powerful and wealthy groups. The
issue of disability is not a marketing strategy.

o Insufficient cash-flow is often what destroys most
companies. Careful forecasting of start-up andinm
expenses is necessary.

0 Too large start up: Itis always better to staralf with
a minimum investment and to grow slowly with the
market.

o Poor record keeping: Income, profits, and lossssdn
to be closely monitored. This helps decide whether
market is good, whether the new small-scale ensarpr
should be expanded, reduced or halted because of
losses.

o Giving samples and present: Generosity needs to be
controlled. A certain amount of gratuities shobie
established, but it is always dangerous in personal
business to give small amounts of the product ee fr
service to members of the family and neighbodrsis
could equal or surpass the profit margin.

o0 Management: Management of the business is, and wil
always be, the key to success. Not all peoplegacsl
managers, and therefore management skill may reed t
be developed or acquired through training.

0 Maintenance: Maintaining the equipment and keeping
the business premise clean and in good running
condition certainly contributes to reducing operati
expenses.
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12.

13.

In summary, there are eleven basic and unavoidable

steps in preparing to start a business. Theysafellaws:

o

(@) © O 0O

o

© O 0O

secure funding

open Bank account

identify premise location for the enterprise

build or renovate the structure or building reqdire
arrange necessary infrastructure (water, elegtricit
communication and others)

request permits (if necessary). Verification skdobé
done at the very beginning so that permits can be
processed during preparation for starting the pnsa
purchase and adapt necessary tools, equipment and
assistive devices (when required)

identify suppliers of raw materials and consumables
start production

control quality

device marketing and sales strategy.

Managing the Business: Running a small-scale business is not
only buying, producing and selling. It also means:

(0]

o 0O O0OO0Oo

keeping clear records — make a list of all itemad
and sold every week

verifying profit and loss

managing cash-flow

maintaining tools, equipment and buildings
reviewing the market regularly

expanding the business wisely.

Verify Profit and Loss. Although setting up the micro
enterprises may have its difficulties, making itpeofitable
venture is the biggest challenge. It is therefoeeessary to
closely monitor each investment and purchase colshow the
exact profit. Finding out whether the enterprisemaking
money or not is crucial for the venture. Sometirteseems
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that there is a lot of money coming in but when pared to
the costs, there is little profit left. This islled feasibility. It
is necessary to review the feasibility by asking tbllowing
guestion:

Am | making money?

Is it with continuing?

What can be changed to increase profit”

It is especially important to verify the profit ngam.
More production does not necessary generate mooei@. It
depends on the profit margin, which is calculateg b
subtracting the production cost from the incomé#sws:
Income — production costs = profit margin.

14. Manage the Cash-flow: Cash flow is the money moving in and
out of the enterprises. It is the total amount@iney coming
in and going out of the business. If all the monegeived is
put in the bank and all expenses are paid fromntbaey in
bank, the cash flow is the total amount of moneyimpin the
bankbook. However, care must be taken not to syemat
appears to be profit before reviewing future inmestt needs.
These needs can include:

o Purchase of raw materials
Payment for utilities (electricity, water, etc.)
Repair of broken equipment
Payment for extra labour
Repayment of the loan
Replacement of tools and materials.

O 0O O0OO0Oo

Note: An emergency fund should be set up for the
replacement of broken equipment and tools and diochasing
other necessary input.
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15.

16.

17.

Maintain Tools, Equipment and Building: The life of tools
and equipment can be extended by proper maintenavietal
tools should be protected firm knot while woodeolsdhave to
be protected from termites and decay. Mechana@ktmust
be lubricated regularly.

Review the Market Regularly: A micro entrepreneur must
always review development in the market if he oe & to
remain successful. These and other questions t®edoe
addressed regularly since a market is continuoakbnging
with new people, new products, new technology aewv n
competition

Am | selling more or less than before?

Do | have regular customers?

Did I lose customers lately?

Is there new competition, what is the quality af ghroduct
in the market? What is the cost? Etc.

YV VVY

Expand the Business Wisely: Expansion is always a sign that
the business is doing well. However, this showddobsed not
only on current sales but also on future sales.emMéxpansion
is considered, decisions need to be made on the ofp
expansion (1) produce more of the same produchensame
location? (2) Produce more of the same productnother
location? Join with others to open outlets for brees? Etc.

It is recommended that expansion should only beedon
when the micro-entrepreneur has accumulated enougley
to pay for the expansion. Borrowing money to expand
business is always dangerous and often resultslurd.

Conclusion

In the course of the paper, we have highlighted pusitive
contribution of SMEs in development. We have dghlighted some
of the factors that militate against the effectim@ntribution of the
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SMEs in Nigeria as well the required steps foriisgifor successful
SMEs development. It is our view that if the sugjgs advanced
above will be taken, SMEs will fare better and witlake greater
impact in national development.
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